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For  Reference 
Do  Not  Take 
From  the  Library 


Every  person  who  mdliciously 
cuts,  defaces,  breaks  or  injures 
any  book,  map,  chart,  picture, 
engraving,  statue,  com,  model, 
apparatus,  or  other  work  o>  lit- 
erature, art,  mechanics  or  ob- 
ject of  curiosity,  deposited  in 
any  public  library,  gallery, 
museum  or  collection  is  guilty 
of  a  misdemeanor. 

Peiul  Coda  of  Cdlifornta 
1915,  Saction  623 
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Records.  Cassettes.  CDs.  For 
Record  Bar,®  one  of  the  largest  retail 
ers  in  the  business,  inventory  is  king 

And  how  do  they  orchestrate  a 
growing  inventory  that  includes 
over  80,000  titles? 

With  computer  systems  from 
Prime. 

We  give  Record  Bar  complete 


These  are  engine  valves. 
Precision  instruments.  State-of-the- 
art.  But  not  off-the-shelf.  They  were 
despnediQ^optimize 
"iif  perfornriance  for 
ers. 

w  we  work 
of  your  team.  Solving 
ay's  problems.  Anticipating  to- 
morrow's needs.  For  everything 
from  appliances  to  aircraft,  power 
tools  to  trucks. 


We  do  more  than  make  parts. 
We  manufacture  solutions. 


We  manufacture 
solutions. 


WMG  BUSINESS 
ITS  RECORDS. 

And  capture  sales  histories.  So  now  Record  Bar 
keeps  better  records,  tracks  POs  faster,  and  stays 
right  in  tune  with  the  cash  flow. 

Meanwhile  the  hits  keep  coming.  This  year, 
Record  Bar  is  climbing  the  charts  with  over  $100 
million  in  sales.  And  their  success  is  part  of  our 
success.  Prime  is  a  Fortune  500  company  with 
annual  revenues  of  more  than  $1.5  billion. 
If  you'd  like  to  know  how  Prime  can  help  your 


company  hit  some  high  notes,  just  call 
1-800-343-2540  (In  Canada,  l-800-268-4700|. 
Prime.  Our  record  speaks  for  itself. 

Prime  Computer,  Inc. 

Prime  and  [he  Johnson  &  Johnson  Family  of  Companies  are 
proud  CO -sponsors  of  the  PBS  series  NOVA 


That  s  why  our  relationship  bank- 
ers make  your  business  their  business, 
every  day  And  why  First  Chicago 
has  more  specialized  industry  experts 
than  any  other  bank  We  know 
the  right  talent  makes  success  al- 
most automatic. 

In  Retailing,  we're  known  for 
making  the  big  plays:  First  Chicago 
co-agented  the  recent  Kroger  $3.6 
billion  management  recapitalization 
that  successfully  restructured  the 
company  Kroger  needed  a  commit- 
ment in  five  days  -  and  they  got  it. 


we  followed  that  with  an  aggressive 
syndication  to  40  banks  that  was 
funded  in  less  than  three  weeks. 

In  the  Insurance  market  we  know 
it  takes  more  than  our  strength  in 
cash  management  to  serve  this 
industry  today  We  have  applied  our 
expertise  to  leveraged  acquisitions 
and  the  development  of  surplus 
relief  solutions  with  commitments 
in  excess  of  $2  billion.  You  won't  find 
a  more  experienced  team  at  any 
bank,  anywhere. 

Our  Electric  and  Cas  specialists 


know  how  to  make  tough  deals  dc  ^ 

uger, 
J  in  a  relation- 
ship, f  ■_,       tig  u  syndication 
team  that  arranged  the  largest  co- 
generation  power  plant  financing 
in  history-  Consumers  Power  Com- 
pany's $650  million  Midland  Cogen- 
eration  venture. 

For  more  than  a  dozen  specialized 
industries,  we've  got  the  right  talent 
at  every  position.  Give  us  a  shot. 
We've  earned  a  reputation  for  making 
it  happen. 


IN  CHICAGO, WE  PUTOUR  REPUTATION 
ON  THE  UNE  EVERY  DAY. 


Performance  has  always  been  a  Chkago  tradition. 

FIRST  CHICAGO 


2 


14       BACK  TO  BASICS 

The  U.  S.  must  renew  its  emphasis  on 
small,  steady  product  improvements 

22       A  WAVE  OF  IDEAS 

Japan's  genius:  Making  'tiny 
improvements  in  a  thousand  places' 

26       PROMISE  PAYS  OFF  SLOWLY 

Japanese  R&D  takes  the  long  view 

32       EUROPE'S  NEW  HUSTLE 

As  1992  looms,  labs  and  factories 
are  getting  leaner  and  meaner 


38  IHE  TECHNOLflCICAL  BASE 

40       WASHINGTON  INC.? 

The  government  is  actively  fostering 
ties  between  science  and  industry 

44       MEET  D.  ALL  N  BROMLEY 

President  Bush's  science  adviser 

48      THE  POnCY  ELfTE 

Profile,      12  Washington 

science  o  d-technology  policymakers 

50       BUSINESS  GOES  TO  COLLEGE 

It's  baci<ipri  university  labs 

56       THE  ACA  EMIC  ELIU 

A  rundown  of  the  12  schools  that 
corralled  the  most  industry  dollars 


60       SPREADING  R&D's  RISKS 

Consortiums,  university  deals,  and 
co-ventures  help  companies  compete 

66       THE  R&D  ELITE 

Research  directors  of  the  12 
top-spending  U.  S.  corporations 
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71       A  WEALTH  OF  TALENT 

America  has  plenty  of  brainpower — 
both  homegrown  and  transplanted 

73       INNOVATORS:  THE  SCIENTISTS 

These  10  broke  down  barriers  in 
fields  ranging  from  pollution  to  optics 


106     NURTURING  THOSE  IDEAS 

Companies  are  learning  to  harness 
brainstorms  from  the  rank  and  file 

110     MERGERS:  THE  FOE  OF  R&D? 

Debt  hasn't  drowned  research — yet 

120  INNOVATORS: 

THE  COMPANIES 

A  look  at  10  American  successes 
and  what  they're  doing  right 


PUflPOCI  DEVELflf  MENI 

DESIGNED  IN  AMERICA 

12  recent  samples  of  the  magic: 
lanterns,  modems,  minivans,  engines, 
gyms,  goggles,  computer  mice, 
electronic  yardsticks,  tractors, 
navigators,  luggage,  chemical  testers 

A  NEW  VISION 
FOR  THE  FACTORY 

Designing  products  for  easy  assembly 
speeds  them  to  market 

INNOVATORS:  THE 
MANUFACTURERS 

3  examples  of  pioneers  who  have 
streamlined  their  manufacturing 


167     INNOVATORS:  THE 
NEW  VENTURES 

3  that  took  an  idea  and  started 
from  scratch  to  exploit  it 


170 
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170     AGENDA  FOR  CHANGE 

It  is  time  for  the  government  to 
consider  an  "industry-led"  policy 

174     FAREWELL  TO  LAISSEZ-FAIRE? 

Even  some  diehard  free  traders  are 
starting  to  change  their  tune 


156     WITHOUT  WALL  STREET 

High  tech  is  striking  deals — 
both  foreign  and  domestic 

164     VENTURE  CAPITALISTS 

Few  are  flying  solo  anymore 


THE  MORE  YOU  RESEARCH, 
THE  BETTER  YOU  DO 

No  doubt  about  it:  Statistics  link 
strong  performance  with  heavy  r&d 


R&D  SCOREBOARD 


A  new  approach  to  BUSINESS  week's 
annual  R&D  spending  tabulation 
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Mercedes-Benz  has  ah 
world  on  the  stren 


FOR  FUHTHliR  INFORMATION  ABOUT  TODAY  S  MERCEDES  BENZ  AUTOMOBILES,  CALL  1-800-662-3001  ANYTIME. 


/s  ruled  the  luxury  car 
of  one  simple  idea. 


"The  Best  or  Nothing."  It  was  the 

^^^'Hi^'^F  P^'^^^"^'  motto  of  Gottlieb  Daimler 
v^^^"     and  the  criterion  he  applied  in  creat- 
ing the  automobile.  A  century  later,  it  remains 
the  guiding  spirit  of  the  company  he  cofounded. 

It  is  this  simple  idea  that  makes  Mercedes- 
Benz  not  only  a  fine  car  but  a  universal  auto- 
motive standard.  Engineered  to  such  enduring 
objectives  as  durability,  reliability,  safety-and 
quality,  down  to  the  last  fraction  of  a  millimeter. 


'IT 


"The  Best  or  Nothing."  It  means  engineer- 
ing integrity  that  creates  a  unique  bond  between 
Mercedes-Benz  owners  and  their  cars-a  sense  of 
pride  that  people  seldom  feel  toward  mere  pos- 
sessions. And  such  solid  long-term  value  for 
money  that  the  Mercedes-Benz  history  of  resale 
value  is  the  envy  of  the  industry. 

"The  Best  or  Nothing."  It  is  why  there  has 
never  been  a  feeling  like  the  feeling  of  owning  a 
Mercedes-Benz.  And  why  there  never  will  be. 


ENGINEERED  LIKE  NO  OTHER  CAR  IN  THE  WORLD 


Only  one 
contractor 

in  100 
is  qualified 
provide 
LINC 
Service®. 


THE  INNOVATION  TEAM 


Two  dozen  New  York  editors,  art  directors,  and  production  experts 
woriced  with  business  week  bureaus  to  produce  this  special  issue 


THE  MAGAZINE  YOU'RE  HOLDING 
is  the  end  result  of  the  single 
biggest  project  ever  undertaken 
by  the  staff  of  business  week.  In 
all,  two  dozen  New  York  editors, 
art  directors,  photo  editors,  and 
production  specialists  worked 
with  a  mountain  of  material  filed  by 
every  one  of  our  16  domestic  bureaus 
and  several  foreign  correspondents  as 
well.  The  upshot:  a  single-topic  bonus 
edition  sent  to  all  our  subscribers. 

Our  goal  was  to  capture  a  pivotal 
moment  in  the  history  of  a  nation. 
During  its  first  century,  America  dem- 
onstrated to  the  world  the  political 
power  of  a  new  idea:  democracy.  But 
that  idea  didn't  make  it  a  world  leader. 
What  did  was  the  economic  power  the 
country  mustered  during  its  second 


century.  Much  of  that  was  inherent,  of 
course,  in  its  timber,  minerals,  and 
cropland.  But  much  was  the  result  of 
economic  democracy — the  opportunity 
for  even  ordinary  citizens  to  take  an 
idea,  fashion  it  into  a  product,  and  sell 
it  for  a  profit.  That  opportunity  was 
not  unknown  abroad,  and  it  was  by  no 
means  universal  here.  But  the  process 
we  now  call  innovation  worked  best  in 
America. 

Or  did.  Today,  doomsayers  think 
that  Americans  are  losing  the  ability 
to  innovate.  This  special  issue  says 
otherwise.  From  high  tech  to  low  tech, 
from  Silicon  Valley  to  the  Ohio  Valley, 
our  correspondents  found  plenty  to 
write  about.  Innovation  can  be  seen  on 
the  floors  of  Rubbermaid's  factories 
not  just  the  halls  of  Hewlett-Packard. 


BusinessWeek 
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It  still  thrives  in  the  labs  of  such  gi- 
ants as  IBM,  Ford,  and  Eastman  Ko- 
dak. It's  sprouting  in  such  little  com- 
panies as  Lam  Research,  SEI,  and 
Aritech. 

Yet  we  are  clearly  not  as  competi- 
tive as  we  once  were.  In  part,  other 
nations  have  inevitably  mustered 
some  economic  power  of  their  own  to 
close  the  gap  that  loomed  so  large  at 
the  end  of  World  War  II.  But  in  part, 
we  ourselves  are  to  blame. 

ILL  THAT  CHANGE?  WE  PROBA- 

bly  won't  start  making  all 
our  consumer  electronics 
here  again.  We  probably 
shouldn't  anyway.  In  today's 
global  markets,  as  some 
countries  come  to  dominate 
certain  products,  the  displaced  leaders 
may  be  better  off  exploring  new  mar- 
kets. But  the  America  our  correspon- 
dents surveyed  is  alive  with  ideas  and 
eager  to  get  going  again.  We  have 
lived  off  our  larder  too  long,  and  we 
know  it.  Now  we  are  trying  to  find  a 
new  formiula  for  success. 

Which  companies  will  keep  the 
phrase  "Made  in  America"  meaning- 
ful? We've  tried  to  provide  a  few  an- 
swers. Although  Innovation  in  Ameri- 
ca was  mainly  a  subjective  exercise,  it 
has  a  quantitative  side  as  well.  The 
issue  includes  business  week's  annual 
R&D  Scoreboard,  a  tabulation  of  the 
research  spending  of  nearly  900  com- 
panies. This  year,  we  did  a  little  inno- 
vating of  our  own:  We  ranked  the 
companies  by  how  much  they  spend 
on  R&D  relative  to  their  size.  We  did 
this  after  commissioning  a  study  to 
determine  if  a  link  exists  between  re- 
search spending  and  success  in  the 
marketplace.  It  does — quite  a  strong 
one,  in  fact.  I'm  sure  you'll  find  this 
more  informative  approach  to  the 
Scoreboard  interesting. 

But  statistics,  no  matter  how  im- 


pressive, can  never  tell  you  all  you 
want  to  know  about  a  subject  as  elu- 
sive as  innovation.  Only  interpretive 
reporting  can — the  kind  that  is  BUSI- 
NESS week's  stock  in  trade.  This  spe- 
cial issue  is  an  outstanding  example  of 
that.  It  seeks  to  explain  how  things 
went  awry  in  America  and  to  fathom 
why  some  companies  remain  innova- 
tive while  others  do  not.  Through  in- 
numerable examples,  profiles,  and 
case  studies,  it  examines  the  impor- 
tance of  product  design  and  manufac- 
turing and  takes  a  close  look  at  how 
innovation  can  best  be  managed  and 
financed.  It  also  strives  to  understand 
what  the  government's  role  should  be 
in  all  this.  And  it  concludes  with  rec- 
ommendations that  some  readers  are 
bound  to  find  controversial. 

Of  necessity,  this  project  had  to  cut 
across  almost  all  our  departments.  It 
was  directed  by  Assistant  Managing 
Editor  Anthony  J.  Parisi,  who  was 
also  responsible  for  revising  the  R&D 
Scoreboard.  Senior  Editor  Alan  Hall 
marshaled  his  Science  &  Technology 
staff"  to  produce  four  of  the  sections: 
Introduction,  The  Technological  Base, 
Product  Development,  and  Recommen- 
dations. Senior  Editor  G.  David  Wal- 
lace drew  from  the  magazine's  Corpo- 
ration and  Finance  departments  to 
turn  out  Managing  Innovation  and  Fi- 
nancing Innovation.  The  stunning 
graphics  and  handsome  design  were 
the  handiwork  of  Associate  Art  Direc- 
tor Jay  Petrow. 

For  them  and  their  colleagues,  Inno- 
vation in  America  was  a  mammoth,  at 
times  overwhelming,  challenge.  But  I 
believe  they  captured  the  essence  of 
both  the  problem  and  the  solution. 
Judge  for  yourself. 
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THINK 

LING 


When  you  need  cost  effective, 
professional  building  he  iting  and 
air  conditioning  system  sen/ice  that 
only  a  select  few  contractors  can 
offer,  you  need  LINC  Service®. 

Your  LINC  Service®  contractor  is 
highly  reputable  and  capable  of 
providing  total  system  service.  You 
might  expect  that.  What  you  might 
not  expect  are  the  benefits  you 
receive  from  the  unique  capabilities 
that  set  LINC  Service®  contractors 
apart  from  99%  of  all  heating  and  air 
conditioning  service  contractors. 

Like  being  part  of  a  large,  interna- 
tional network  of  Line  Service® 
contractors  with  access  to  on-going 
technical  and  management  training, 
computerized  maintenance  plan- 
ning and  scheduling,  continuous 
operational  methods  updates,  com- 
plete  technical  data,  volume 
purchasing  power,  and  systematic 
cost  control. 

Al I  of  which  means  that ,  as  a  LI  N C 
Service®  customer,  you  save  time 
and  money  And  your  building's 
heating  and  air  conditioning  system 
get'^-  the  service  it  needs  to  run 
reliably,  efficiently  and  affordably. 

So  put  the  odds  in  your  favor  and 
THINK  LINC®  today 

Fbrthe  name  of  the  UNO  Service® 
contractor  nearest  you,  call 

800-638-2000 

(In  Maryland,  800-8314300) 


SERVICE 
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As  the  PC  industry  moves  rapidly  tcfwand  graphical  environments,  you  i 
faced  with  a  crucial  decision:  To  choose  the  graphical  spreadshe( 
that's  emerging  as  die  industry  standard.  Or  to  continue  trusting 


Customer  in  Canada,  call  (416)  673-9811.  Outside  North  America  call  (206)  882-8661. ©Copyright  1989  P^crosoft  forporation. /UH 
Microsoft  and  the  Micirjsoft  logo  are  registered  trademarks  and  Making  it  all  make  sense  is  a  trademark  of  Microsoft  Uirporation.  When  i 


haracter-based  staiidaixl  tiiat  caii  uiily  take  yoa  so  tdi:  To  help  you  decide,  call  for  a  free, 
%fimdional  Working  Model  of  Microsor  Excel  for  Windows:  (800)323-3577,  Dept.  J39. 
Remember,  we're  not  saying  it's  an  easy  decision.  Just  an  inevitable  one. 

Mkmsoft 

del  of  Microsoft  Excel  for  Windows,  inquire  about  specific  system  requirements.  Good  only  in  the  50  United  States.  Making  it  all  make  sense: 


HEN  GRANDMA  FIRST  SAW  A  FRIDGE 
without  a  clumsy,  noisy  compressor 
on  top,  she  beamed.  She  marveled 
again  at  the  washing  machine  with 
spin  dry  instead  of  a  wringer,  the 
toaster  that  popped  up  bread 
browned  just  right.  Granddad?  Well,  he  got  a  car 
with  an  electric  starter,  tubeless  tires,  and  a 


transmission  that  magically  selected  gears  on  its 
own,  sometimes  at  the  push  of  a  button. 

No,  these  weren't  major  scientific  break- 
throughs— ^just  incremental  improvements.  But 
they  made  life  a  little  easier,  a  little  better.  It 
was  called  innovation. 

Then  something  changed.  The  engineers  in 
America's  labs  and  factories  started  playing  sec- 


ILLUSTRATIONS  BY  ROY  WIEMANN 


ond  fiddle  to  sales.  "New,  Improved"  became  a 
cliche,  a  buzzword  of  the  slicksters  in  marketing. 

It  took  a  while  for  U.  S.  managers  to  realize 
what  they  had  sacrificed.  They  chuckled  when 
the  Japanese  arrived  with  little  transistor  radios. 
They  blanched  at  TVs  that  produced  vivid  colors 
with  a  single  cathode-ray  gun.  They  gasped  at 
VCRs  that  almost  anyone  could  afford. 


America  let  some  big  ones  get  away.  Yet  we 
still  have  the  wherewithal  to  create.  All  we  need 
is  to  get  back  to  basics.  We  still  lead  the  world  in 
science  and  technology.  What  we  have  lost — or 
almost  lost — is  the  skill  to  turn  incremental  im- 
provements into  products.  As  the  pages  ahead 
show,  innovation  in  America  isn't  dead — it  has 
been  dormant.  But  it's  stirring  again. 


BACK  TO  BASICS 

U.S.  COMPANIES  FORGOT  THAT  INNOVATION  MEANS  SMALL  BUT  STEADY 
IMPROVEMENTS— NOT  JUST  BIG  BREAKTHROUGHS.  NOW  THAT'S  CHANGING 


JAMES  FALLOWS,  AN  AMERICAN  AUTHOR 
living  in  Japan,  was  having  a  convivial 
beer  with  an  English  friend.  After  tak- 
ing a  long  drink,  Fallows'  companion 
put  down  his  glass  and  said:  "Why  don't 
you  just  face  the  fact  that  you're  sec- 
ond-raters, like  us?" 
That  question  reveals  just  how  far  the  U.  S. 
has  slipped  m  the  eyes  of  the  world.  Even  the 
British  are  wi)iidering  if  the  time  has  come  for 
their  former  colony  to  pass  the  baton — to  Ja- 
pan. Incredulous  at  the  U.  S.  retreat  in  market 
after  market  for  the  last  two  decades,  other 


countries  have  come  to  believe  that  America 
has  lost  its  spirit  of  enterprise.  Today,  as  Fal- 
lows notes  in  his  new  book.  More  Like  Us: 
Making  America  Great  Again,  the  phrase 
"lazy  American"  has  become  a  cliche. 

What  happened  to  the  mighty  U.  S.  innova- 
tion machine?  This  is  the  system  that  invented 
the  phonograph,  the  color  television,  the  tape 
recorder  (audio  and  video),  the  telephone,  and 
the  integrated  circuit,  to  name  a  few  milestone 
products.  Yet  today,  U.  S.  producers  account 
for  only  a  small  percentage  of  the  U.  S.  market 
for  most  of  those  products — and  an  even  small- 
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r  share  of  the  world  market  (table,  page  17). 

For  the  past  two  years,  the  Tokyo  govern- 
lent  has  been  prodding  companies  and  con- 
imers  to  buy  more  imported  goods.  Purchases 
f  European  products  have  jumped  substantial- 
But  not  American  imports.  The  Japanese,  it 
Jems,  have  no  more  use  for  things  stamped 
Made  in  the  USA"  than  Americans  did  for  the 
nickknacks  exported  by  Japan  in  the  1950s. 

Laziness  seems  the  only  logical  explanation 
)  many  people  in  Asia  and  Europe.  By 
early  all  measures,  the  U.  S.  should  be 
nbeatable.  America  has  15  million  com- 
anies;  no  other  nation  comes  close.  It 
as  5.5  million  scientists  and  engineers — 
ouble  the  number  in  Japan— and  they 
ave  won  more  Nobel  prizes  than  the 
?st  of  the  world  put  together.  Plus,  the 

.  S.  spends  almost  twice  as  much  on 
jsearch  and  development  as  Japan  and 
ermany  combined. 

There's  more:  Students  from  around 
le  globe  flock  here  for  the  world's  best 
•aining  in  advanced  science,  mathemat- 
s,  and  engineering.  The  U.  S.  remains  a 
athouse  of  ideas  and  technology:  Cali- 
)rnia's  Silicon  Valley  and  Boston's 


VERY  U.S. 


INVENTION  IS 
A  CHANCE  FOR  A 
FOREIGN  RIVAL 


TO  OUT-INNOVATE 
US  IN  MANUFACTURING 


Route  128  serve  as  perennial  models  for  other 
governments'  thrusts  into  high  tech.  And 
America's  venture-capital  and  job-generating 
engines  are  the  envy  of  the  world.  "We  have 
everything  in  spades — if  we  can  just  get  our 
act  together,"  says  D.  Bruce  Merrifield,  until 
recently  the  Assistant  Secretary  of  Commerce 
for  Productivity,  Technology  &  Innovation. 

But  as  is  now  painfully  clear,  there's  more  to 
innovation  than  Nobel  prizes  and  fat  R&D  bud- 
gets. "The  Japanese  would  gladly  give  us  all 
the  Nobel  prizes,"  says  H.  John  Caulfield,  di- 
rector of  the  Center  for  Applied  Optics  at  the 
University  of  Alabama  in  Huntsville.  "They're 
not  worth  a  damn  thing  unless  they're  convert- 
ed into  products." 


THE  PROBLEM  IS  THAT  MOST  AMERICANS, 
including  managers  and  government  lead- 
ers, believe  that  invention  and  innovation 
are  synonymous — or  at  least  that  one 
flows  inevitably  from  the  other.  That  is 
reflected  in  Washington's  standard  recipe 
for  boosting  innovation  and  competitive- 
ness: Throw  more  resources  into  basic  research 
and  education. 

But  this  knee-jerk  response  is  "a  devastating 
error,"  says  Rustum  Roy,  director  of  the  Sci- 
ence, Technology  &  Society  Program  at  Penn- 
sylvania State  University.  In  April,  he  told  a 
congressional  committee  that  Japan's  "awe- 
some machine  for  converting  new  scientific  dis- 
covery into  marketable  products  is  living  proof 
of  that."  Roy's  discouraging  conclusion:  The 
more  inventive  ideas  the  U.  S.  dreams  up,  the 
farther  it  will  fall  behind.  Each  one  will  be  just 
another  opportunity  for  a  foreign  rival  to  out- 
innovate  a  U.  S.  company  in  producing  it. 

So  the  crux  of  America's  problem  is  manu- 
facturing— translating  ideas  into  products  good 
enough  to  be  sold  on  international  markets  to 
pay  the  country's  import  bills.  "American  com- 
panies don't  like  to  build  things — they  like  to 
make  deals,"  says  C.  Gordon  Bell,  R&D  vice- 
president  of  Ardent  Computer  Corp.  and  for- 
merly with  Digital  Equipment  Corp.,  where  he 
engineered  the  hugely  successful  line  of  Vax 
minicomputers.  "Our  large  organizations  have 
become  purchasing  agents." 

It  wasn't  always  so.  Before  World  War  II, 
the  factory  was  the  cornerstone  of  American 
industry.  But  U.  S.  managers  started  to 
ignore  manufacturing  in  the  postwar 
years,  when  companies  sold  everything 
they  could  produce.  The  U.  S.  had  no 
~       competition  then,  so  the  job  of  running 
the  factory  could  safely  be  delegated  to 
—      second-rate   managers.  Just  keep  the 
plant  churning  out  widgets,  they  were 
_      told,  and  don't  fix  anything  that  works. 

In  that  static  environment,  manufac- 
_  turing  quickly  ceased  to  be  a  source  of 
innovation.  Companies  began  to  focus  all 
of  their  creative  support  on  product  de- 
signers. Those  technicians  knew  nothing 
about  production  and  therefore  focused 
on  developing  brand-new  products  from 
scratch.  Unfortunately,  of  the  two  main 
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routes  to  innovation,  that's  the  less  fertile  one. 

That  kind  of  product  innovation  tends  to  be 
like  a  ladder,  says  Ralph  E.  Gomory,  formerly 
IBM's  chief  scientist  and  now  president  of  the 
Alfred  P.  Sloan  Foundation.  Climb,  and  you 
acquire  new  knowledge  that  confers  a  competi- 
tive advantage — but  only  until  rivals  join  you 
at  the  top.  Then  you  have  to  build  a  new  lad- 
der—a very  slow  and  expensive  process. 

A  more  productive  route,  called  process-ori- 
ented innovation,  resembles  the  wheel  in  a 
hamster  cage — a  ladder  wrapped  into  a  cylin- 
der, with  no  beginning  and  no  end.  Each  turn 
of  the  wheel  improves  an  existing  prod- 
uct and  its  production  methods.  Year  af- 
ter year,  the  company  unveils  not-entire- 
ly-new products  that  keep  getting  better, 
more  reliable,  and  cheaper.  "It  sounds 
dull,"  Gomory  admits,  but  the  cumulative 
effect  can  be  exhilarating.  It  was  con- 
stant cyclical  refinements,  for  example, 
that  took  the  semiconductor  and  comput- 
er industries  from  memory  chips  that 
stored  1  bit  of  data  each  to  today's  4- 
million-bit  designs. 

Similarly,  auto  makers  don't  try  to  re- 
invent totally  new  forms  of  transporta- 
tion every  year.  It  was  incremental  inno- 
vation that  replaced  manual  transmis- 
sions with  automatics  and  resulted  in 
power  steering  and  power  brakes.  "The  cumu- 
lation of  a  large  number  of  small  improvements 
is  the  surest  path,  in  most  industries,  to  in- 
creasing your  competitive  advantage,"  says 
John  P.  McTague,  research  vice-president  at 
Ford  Motor  Co. 

The  Japanese  have  become  masters  at  that. 
When  tlii'  V  were  preparing  their  assault  on  the 
U.  S.  mai-ket,  they  spotted  a  glaring  weakness 
in  U.  S.  manufacturing.  Because  it  depended  on 
economies  of  scale  from  long  production  runs, 
it  was  vulnerable  to  a  system  that  could  whip 
out  a  constant  barrage  of  incrementally  better 


NDUSTRY  TODAY 
IS  SADDLED  WITH 
PEOPLE  IN  TOP 
POSITIONS  WHO 
DON'T  UNDERSTAND 
TECHNOLOGY 


products.  Even  today,  "we  put  twice  the  re- 
sources into  product  innovation  as  we  do  into 
process  innovation,"  notes  Arden  L.  Bement 
Jr.,  TRW  Inc.'s  vice-president  of  technical  re- 
sources. "Japan  does  the  opposite." 

Japan's  strategy  was  brilliant:  It  yanked  the 
economic  rug  from  under  U.  S.  industry.  It  has 
been  so  successful  that  U.  S.  manufacturers 
still  find  themselves  unable  to  compete,  even 
with  lower-cost  labor.  "Over  half  of  our  trade 
deficit  now  comes  from  foreign  industries  that 
pay  their  workers  higher  wages  than  we  do," 
emphasizes  Ira  Magaziner,  a  Providence  man- 
agement consultant.  "They  don't  beat  us 
with  cheap  labor.  They  beat  us  with  tech- 
nology and  skilled  labor." 

The  results  are  glaringly  apparent  in 
America's  balance  of  trade.  Since  1980, 
the  U.  S.  has  sunk  from  a  positive  trade 

—  balance  to  the  world's  biggest  debtor. 
And  no  end  is  in  sight.  DRi/McGraw-Hill 

—  Inc.  projects  that  the  trade  deficit  will 
ease  just  slightly  in  coming  years,  dip- 

  ping  from  1987's  $154  billion  to  "only" 

$111  billion  in  1995.  Then,  with  a  united 

  Europe  flexing  its  new-found  economic 

muscle,  the  deficit  could  head  upward 
again,  hitting  an  all-time  high — $160  bil- 
lion — in  the  year  2000.  "It  really  threat- 
ens our  future,"  said  U.  S.  Trade  Repre- 
sentative Carla  A.  Hills  at  a  recent  Senate 
hearing. 

Plot  almost  any  index  of  national  well-being, 
from  adult  literacy  to  per-capita  gross  national 
product,  and  the  U.  S.  trails  its  major  competi- 
tors. Take  the  rates  for  savings  and  fixed  in- 
vestment: During  the  1980s,  Japan  and  Germa- 
ny have  been  outstripping  America  by  two, 
three,  four,  or  five  to  one.  Even  in  the  bellweth- 
er area  of  industrial  research,  Japan  has  been 
progressively  outspending  the  U.  S.  (as  a  per- 
centage of  GNP)  since  1971.  By  1985,  the  dispari- 
ty had  swollen  to  47%  (1.9%  of  GNP  for  the  U.  S. 
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/s.  2.8%  for  Japan).  And  the  U.  S.  no  longer  has 
;he  world's  highest  per-capita  gnp. 

It  has  taken  a  long  time,  but  America's  lead- 
ers are  finally  beginning  to  see  that  manufac- 
turing is  indispensable.  Several  studies  have 
letailed  the  reasons  why,  the  latest  being  Made 
•n  America,  conducted  by  the  Commission  on 
industrial  Productivity  at  Massachusetts  Insti- 
tute of  Technology.  It  points  out  that  the  U.  S. 
consumed  roughly  $1  trillion  in  manufactured 
?oods  in  1987,  while  total  exports  of  services 
,hat  year  amounted  to  only  $57  billion.  Thus,  if 
;he  U.  S.  imported  half  of  its  manufactured 
tems,  exports  of  services  would  have  to  in- 
crease nearly  10  times  to  pay  the  bills. 

HAT  IS  HIGHLY  UNLIKELY.  EXPERIENCE 
shows  that  when  manufacturing  moves 
offshore,  many  related  services  soon  fol- 
low, including  high-value-added  functions 
such  as  design  and  engineering.  More- 
over, manufacturers  account  for  virtually 
all  of  the  basic  research  sponsored  by 
ndustry.  This  gener- 
ites  the  bulk  of  the 
.echnological  innova- 
ion  that  fuels  long- 
erm  economic 
rrowth,  inside  and 
)utside  the  indus- 
ries  that  funded  the 
•esearch. 

Even  the  business 
;chools  now  recog- 
lize  that  the  U.  S. 
cannot  go  on  ceding 
narkets  to  foreign 
competitors.  "We've 
?ot  to  fight  it  out  in 
,he  trenches,"  says 
^ester  C.  Thurow, 
lean  of  MIT's  Sloan 
khool  of  Manage- 
nent.  "Once  you 
;tart  retreating,  you 
;nd  up  retreating 
nto  oblivion." 

That's  quite  a 
,urnaround.  After 
iVorld  War  II,  when 
he  U.  S.  was  uncon- 
cerned about  over- 
>eas  competition, 
harvard  and  other 
)usiness  schools  in- 
troduced portfolio 

theory  to  contend  with  vacillations  in  the  do- 
nestic  market.  The  idea  was  to  diversify  into 
counter-cyclical  businesses  so  total  profits 
vouldn't  be  dragged  down  by  a  slump — or  in- 
tense price  competition — in  one  market. 

But  diversification  meant  that  top  manage- 
nent  could  no  longer  be  intimately  familiar 
vith  all  its  businesses.  So  the  schools  devised 
various  manage-by-the-numbers  formulas  that 
supposedly  enabled  an  executive  to  run  any 
business.  As  a  result,  U.  S.  industry  today  is 
saddled  with  people  in  important  positions  who 


don't  understand  technology,  notes  Richard  M. 
Cyert,  president  of  Carnegie  Mellon  university. 

To  corporate  technologists,  the  financial 
guidelines  imposed  by  these  managers  seem 
designed  mainly  "to  tell  you  why  what  you 
need  to  do  won't  pay,"  says  Robert  A.  Frosch, 
vice-president  for  research  at  General  Motors 
Corp..  "I'm  not  a  big  booster  of  the  MBA  analy- 
sis system,"  he  adds. 

Because  the  bean  counters  impose  such  high 
payback  expectations  on  capital  investments, 
research  departments  feel  forced  to  swing  for 
home  runs  father  than  slap  singles.  And  since 
the  payoff  from  basic  research  rarely  falls 
through  to  the  bottom  line  in  fewer  than  six  or 
seven  years — too  long  to  be  factored  into  Wall 
Street  valuations — most  companies  have 
stopped  doing  it  altogether. 

But  the  top  brass  and  Wall  Street  are  not 
solely  to  blame.  There's  also  the  high  cost  of 
U.  S.  capital,  says  Joseph  P.  Martino,  senior 
research  scientist  at  the  University  of  Dayton 
Research  Institute.  The  difference  between  a 
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1 987  market  size      share  of  domestic  market  (%) 


technology 

(millions  %) 

1970 

1975 

1980 

1987 

PHONOGRAPHS 

$630 

90% 

40% 

30% 

1% 

COLOR  TVS 

14,050 

90 

80 

60 

10 

AUDIOTAPE  RECORDERS 

500 

40 

10 

10 

0 

VIDEOTAPE  RECORDERS 

2,895 

10 

10 

1 

1 

MACHINE  TOOL  CENTERS 

485 

99 

97 

79 

35 

TELEPHONES 

2,000 

99 

95 

88 

25 

SEMICONDUCTORS 

19,100 

89 

71 

65 

64 

COMPUTERS 

53,500 

N.A. 

97 

96 

74 

DATA:  COUNCIL  ON  COMPETITIVENESS,  COMMERCE  DEPT. 


long-term  interest  rate  of  117'  in  the  U.  S.  and 
4.5%  in  Japan,  compounded  for  5  to  10  years, 
becomes  a  high  hurdle.  "So  it's  easy  to  see  why 
Japanese  industrialists  look  farther  ahead," 
says  Martino.  "They  can  afford  to." 

Another  factor  is  the  soaring  cost  of  doing 
leading-edge  research.  Just  to  develop  the  next- 
generation  chipmaking  method,  which  will  use 
X-rays  insteacl  of  light  to  "print"  circuit  pat- 
terns on  silicon,  IBM  is  spending  $435  million, 
according  to  recently  named  President  Jack  D. 
Kuehler.  Tack  on  the  cost  of  production  equip- 
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Back  10  Basics 


ment,  and  that  price  tag  will  more  than  double. 

How  many  other  U.  S.  chipmakers  will  be 
able  to  afford  similar  programs?  Only  a  hand- 
ful— five  at  most.  Yet  in  Japan,  19  such  proj- 
ects are  already  under  way.  Suggesting  that 
typical  U.  S.  companies  can  compete  on  their 
own  against  the  likes  of  Hitachi,  Matsushita, 
Sumitomo,  and  Toshiba  "brings  only  a  wan 
smile"  to  anyone  who  knows  the  current  state 
of  industrial  research  on  both  sides  of  the  Pa- 
cific, says  Penn  State's  Roy. 

Don't  write  off  America  as  a  rust-bucket 


raised  on  a  sushi  diet,"  quips  John  Zysman,  co- 
director  of  the  Berkeley  Roundtable  on  the  In- 
ternational Economy.  There  are  standout  per- 
formers in  the  U.  S.,  too.  The  MIT  productivity 
commission  found  one  or  two  in  every  industry 
it  studied.  "So  why  don't  more  companies  copy 
what  the  good  performers  are  doing?"  asks 
commission  Chairman  Michael  L.  Dertouzos. 

One  reason,  he  says,  is  that  it  calls  for 
disruptive,  wrenching  restructuring  of  the  en- 
tire corporation,  from  the  very  top  on  down. 
Organizing  for  innovation  means  flattening  the 


case  just  yet,  however.  There  are  signs  of 
brighter  days  ahead.  Harvard  business  school, 
for  example,  is  trying  to  shift  gears,  says 
Thomas  R.  Piper,  senior  associate  dean  for  edu- 
cational programs.  "In  the  past  three  or  four 
years,  there  has  been  a  change  to  where  facul- 
ty are  raising  public-policy  questions  on 
takeovers,  leveraged  buyouts,  and  the 
short-term  focus  of  management."  And 
the  school  no  longer  requires  students  to 
take  a  course  in  quantitative  manage- 
ment. 

Companies  are  struggling  to  do  a  bet- 
ter job  of  managing  innovation,  and  more 
products  are  being  designed  with  an  eye 
to  manufacturability.  In  many  industries, 
competitors  big  and  small  are  banding 
together  into  research  consortiums — and 
pushing  for  changes  in  antitrust  laws  so 
they  can  collaborate  on  manufacturing  as 
well.  While  they  are  asking  for  govern- 
ment support,  it's  not  a  handout,  says 
Robert  N.  Noyce,  chairman  of  Sematech, 
the  semiconductor  consortium.  If  it  helps  the 
U.  S.  chip  industry  grow  just  57f ,  he  says,  cor- 
porate taxes  on  those  added  revenues  will  re- 
pay the  investment. 

Size  needn't  be  a  prerequisite  for  competing 
with  Japan's  huge  conglomerates.  "The  Ger- 
mans and  Italians  do  it  well  without  being 


ASIC  RESEARCH 
CAN  TAKE  SO 
LONG  TO  PAY 
OFF  THAT  MOST 


COMPANIES  HAVE 
STOPPED  DOING  IT 


heirarchy,  giving  more  responsibility  to  th( 
lower  levels,  and  scuttling  discipline-orientec 
departments  in  favor  of  ad  hoc  mission-tean 
groups.  "Forget  the  organizational  structun 
we've  used  for  300  years,"  says  Robert  L.  Cal 
lahan,  president  of  Ingersoll  Engineers  Inc 
"Simply  put  together  people  who  can  ge' 
the  job  done,  regardless  of  their  func 
tion."  He  terms  it  "swarming." 

  So  far,  only  a  few  American  produc 

ers — perhaps  a  half -percent — are  swarm 
_  ing  to  embrace  such  drastic  overhauls 
They  include  Motorola,  Hewlett-Packard 
Deere,  Caterpillar,  and  Carrier.  But  i 
may  soon  become  a  matter  of  necessit; 
as  competition  heats  up  still  more. 

—  Tearing  down  internal  walls  could  als 
have  a  spinoff  benefit:  People  accus 

—  tomed  to  working  in  a  free-form  environ 
ment  should  perform  better  in  outsidi 

_      collaborations,  too.  The  upshot:  Japanese 
style  intra-company  teamwork  spice' 
with  American  superstar  researchers  ani 
Yankee  entrepreneurs.  "The  U.  S.  is  extremel; 
good  at  blending  cooperation  and  individual 
ism,"  says  MIT's  Dertouzos.  "Look  at  profes 
sional  sports."  So  with  any  luck,  when  Techno' 
ogy  Superbowl  2000  rolls  around.  Tear 
America  may  be  in  fitter  form  than  ever. 
By  Otis  Port  /w  New  York,  with  bureau  report 
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Take  Along  A  Little 
Peace  Of  Mind. 


When  you  travel  with  Gold  MasterCard®  • 
you  automatically  receive  MasterRentalJ" 

I'      the  best  car  rental  insurance  and  assistance 
plan  any  card  offers.  And  you  save  up 
to  $15  a  day  in  insurance.  You  also  enjoy 
MasterAssistJ"  the  best  emergency  medical  assistance 
program  available.  And  we  offer  one  toll-free 
24-hour  phone  number  for  emergencies. 
No  other  card  does. 
Which  is  why  when  you  travel  with 
Gold  MasterCard,  you've  got  far  more  than  a 
piece  of  plastic.  \buVe  got  peace  of  mind. 

Gdd  MasterCaixl 
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Piece  By  Piece  The  Best  Gold  Card. 


You  must  decline  rental  company's  collision  damage  waiver  insurance  for  our  coverage.  Insurance 
underwritten  by  BCS  Insurance  Co.,  in  the  state  of  TeAas  dba  Medical  Indemnity  of  America,  Inc. 
1989  MasicrCiird  lnicrnaiion.il  Inc.         Some  restrictions  and  exclusions  apply.  Services  available  on  U.S.-issued  Gold  MasterCard  cards. 


The  third  in  a  series  to  help  set  the  record  straight. 


The  Price  My 

''Some  long  distance  companies  say  they  can  save  you  moi 
However,  the  average  business  call  is  over  4  minutes!' 


jack  Duffy  AT&T 
District  Manager 
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ion  a  one-minute  call 


"It  pays  to  read  the  fine  print  in  ads 
for  long  distance  service.  Youll  find 
some  companies  making  cost  com- 
parisons to  AT&T  for  a  6-second  or  12- 
second  call.  Can  you  believe  that?  How 
many  6-second  calls  do  you  make? 

The  truth  is,  most  business 
calls  are  longer  than  one  minute. 
And  on  that  basis,  AT&T's  prices  are 
extremely  competitive. 

In  fact,  the  longer  you  talk,  the  more 
competitive  our  prices  become. 

All  of  which  is  pretty  remarkable.      ^^^^  ^"^>^' 
Especially  when  you  consider  that,with  us,you're  getting  AT&T 
quality  service,  technology  and  reliability 

You're  getting  the  most  advanced  network  in  the  world.  A  net- 
work that  checks  the  path  a  call  takes,  both  ways,  to  make  sure 
it's  trouble-free.  A  network  that  ofi^ers  the  fastest  call  setup  time. 
And  the  clearest,  highest  quality  data  transmission  possible. 

With  AT&X  every  time  you  make  a  long  distance  call,  time  is 
on  your  side.  And  so  is  a  whole  lot  more." 

It's  time  you  knew  the  facts  about  longdistance 
prices.  Call  us  noiv  at: 

1800  222-0400 


^AT&T 

^  The  right  choice. 
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JAPAN'S  GENIUS:  A  COMMITMENT  TO  'TINY 
IMPROVEMENTS  IN  A  THOUSAND  PLACES' 


N  197S,  YOSHITDMI  NAGAOKA  HEADED  A 
research  team  at  Matsushita  Electric  In- 
dustrial Co.  that  was  working  on  a  better 
lens  for  projection  TVs.  At  the  time,  such 
lenses  were  a  clumsy  conglomeration  of 
glass  elements  that  recjuired  12  different 
machine  tools  to  grind  and  assemble.  Then 
U.  S.  Precision  Lens  Co.  came  out  with  a  novel 
aspheric  design  made  of  plastic.  Because  of  its 
sophisticated  surfaces,  just  three  lens  elements 
did  the  trick.  Nagaoka  was  shocked:  "It  was 
the  ultimate  in  simplicity." 

But  tlie  story  didn't  end  there.  Matsushita's 
plastic  lens  turned  out  to  be  ill-suited  for  such 
laser-based  products  as  videodisk  and  compact- 
disk  players.  The  trouble  is  that  the  plastic 
tends  to  gel  so  hot  it  distorts.  In  videodisk 


Once  expensive 
to  produce,  vcR 
recording  heads 
can  now  be 
made  cheaply 
at  Matsushita 


systems,  that  just  meant  a  fuzzy  picture.  But  ir 
optical-disk  systems  used  to  store  computei 
data,  it  could  result  in  corrupted  or  even  los 
information. 

So  the  Matsushita  team  stuck  to  its  worl 
with  glass.  The  promise  of  major  new  markets 
for  consumer  products  based  on  lasers  and  op 
tics  was  the  lure,  and  "lenses  were  the  bottle 
neck  in  cost  and  performance,"  says  Nagaoka 
Finally,  in  1986,  Nagaoka's  team  of  100  techni 
cians,  PhD  scientists,  and  factory  engineers  un 
veiled  an  aspheric  lens  made  from  glass.  Small 
er  and  more  precise  than  plastic  lenses, 
slashed  manufacturing  costs  by  90%.  Sine* 
then,  aspheric  glass  is  rapidly  replacing  plastii 
in  lenses  used  in  CD  players — and  Matsushita': 
design  is  No.  2  in  the  market. 

In  the  game  of  innovation,  Japanese-style 
Nagaoka's  was  a  classic  triumph.  The  researcl 
had  modest,  incremental  goals:  to  improve 
component  of  an  already  successful  product 
The  development  team  was  large  and  interdisc 
plinary,  and  the  sponsor  was  a  huge  corpora 
tion  with  the  patience  to  wait  a  decade  or  men 
to  see  a  return  on  its  investment.  For  the  Japa 
nese,  innovation  is  "the  result  of  tiny  improve 
ments  in  a  thousand  places,"  says  Michiyuk 
Uenohara,  NEC  Corp.'s  research  director  and 
senior  vice-president. 

Such  piecemeal  advances  rarely  get  heraldec 
in  the  press,  so  the  whole  process  remains  in 
visible  to  most  people.  Consumers  take  th' 
steady  march  of  better  quality  at  lower  price 
for  granted.  Only  other  engineers  appreciat 
the  creativity  behind  such  gradual  progres; 
"Revolutionary  breakthroughs  belong  to 
older  paradigm,"  says  Fumio  Kodama,  directo 
of  the  National  Institute  of  Science  &  Techno 
ogy  Policy  in  Tokyo.  "Today's  paradigm  fo 
innovation  is  the  fusion  of  different  techno 
ogies,  which  is  what  Japan  does  best." 

That's  why  the  West  continues  to  call  th 
Japanese  imitators.  Yet  for  a  decade  or  mon 
Japanese  engineers  have  set  the  pace  of  innc 
vation  in  both  low-  and  high-tech  industries 
from  steel  and  textiles  to  consumer  electronic 
and  semiconductor  devices.  "Real  industrial  ir 
novation  is  more  than  scientific  breal< 
throughs,"  says  Moriya  Uchida,  an  applie 
chemist  who  directs  synthetics  research  at  Te 
jin  Ltd.,  a  leading  textile  house.  "It  spans  th 
search  for  new  materials,  process  technologj 
successful  manufacturing  schemes,  and  su( 
cessful  marketing." 

The  consumer-electronics  industry  show 
Japanese  innovation  at  its  best.  Today,  Amer 
can  homes  are  stuffed  with  entertainment  sy 
tems  and  gadgets  that  have  been  upgrade 
continuously — and  that  keep  on  getting  bette 
and  cheaper.  In  just  a  few  years,  CD  playei 
and  videocassette  recorders  have  shrunk  frot 
suitcase-size  luxury  items  to  slim  commoditie 
found  in  two-thirds  of  America's  homes.  An 
VCR  prices  may  dip  still  more.  Matsushita  n 
cently  developed  the  first  robot  that  can  aut( 
matically  make  the  intricate  and  expensive  n 
cording  heads  in  VCR  machines. 

Whenever  a  new  technology  promises  t 
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The  bottom  line  is  8.9 

InfoWorld  magazine  tested 
and  compared  multiuser  databases. 
With  a  bottom  line  score  of  8.9, 
Borland's  new  Paradox®  3.0  beat 
the  well-knowns  and  unknowns 
hands  down. 

So  read  what  InfoWorld^ 
Report  Card  says  about  relational 
databases— and  if  you'd  like  to  try 
Paradox  3.0  first,  there's  one  more 
thing  you  can  do. 


Reprmled  with  permission  from  InfoWorld.  Paradox  is  a  registered  trademark  of  Borland  International.  Copyright  ®1989  Borland  International.  Inc.  All  rights  reserved.    BI  1326  j 


Call  800-345-2888,  ext.  100. 
We'll  send  you  a  free  Trial  Version 
of  Paradox  3.0 

and  a  reprint      fii  PARADOX  I 
of  InfoWorld 's 


multiuser  data- 
base review. 
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If  you  think  you  only  have  one  choice  when  it  comes  to 

picking  office  typewriters 
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link  again. 


Think  Canon.  We  make  tough,  reliable  typewriters  that  are  more  than  a  match  for  any  electronic 
today's  market,  feature  for  feature. 

If  you  think  only  one  company  lets  you  customize  your  typewriters,  think  again.  With 
ion's  Custom  Series  you  can  mix  and  match  features-memory  size,  type  of  display  etc.  You 
ign  the  perfect  typewriter  for  each  workstation. 

If  you  think  only  one  company  makes  easy-to-use  office  typewriters,  think 
in.  Corrections  and  text-editing  are  a  snap  with  Canon.  And  our  machines  :.,r 
exceptionaUy  quiet. 

Finally  if  you  think  only  one  company  provides  comprehensive 
vice  and  support,  think  ^ain.  Canon  has  a  network  of  over  700 
y  trained  dealers  nationwide. 

So  before  you  put  your  money  down  on  a  new  office  type- 
ter,  visit  your  nearest  Canon  dealer  Once  all  the  cards  are  on  the 
le,  we're  sure  you'll  agree  that  it  pays  to  think  twice. 

For  more  information  call  1-800-453-1900.  Or  check  the 
ow  pages  for  the  Canon  Typewriter  Dealer  nearest  you. 

8t"ior  Msy  etfetKtei  ca^menls  urtfi  me  Canon  CrWii  diO  _^0^^ 
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A  Wave  01  Ideas 


make  things  smaller  and  simpler — thus  less  ex- 
pensive and  more  reliable — the  Japanese  want 
it  yesterday.  Consider  so-called  surface-mount 
technology,  a  method  of  bonding  microchips 
directly  to  a  printed-circuit  board  to  eliminate 
the  bulky  housings  normally  used  to  protect 
the  fragile  slivers  of  silicon.  The  idea  was  first 
floated  in  the  U.  S.,  but  Japan  beat  everyone 
else  to  market  with  credit-card-size  calculators 
from  Casio,  automatic  cameras  from  Minolta, 
and  laptop  computers  from  Toshiba. 
No  individual  garnered  fame  and  glory  for 


those  coups.  "We  don't  care  where  the  improve 
ment  was  achieved,  or  even  who  achieved  it,' 
says  NEC's  Uenohara.  "The  point  is  to  put  tech 
nology  to  use"  to  serve  market  needs,  not  thi 
egos  of  researchers.  Given  time,  such  anony 
mous  progress  can  culminate  in  products  n< 
less  important  than  the  breakthroughs  so  dea 
to  U.  S.  companies. 

To  stoke  such  collaboration,  Sony  Corp.  hold: 
monthly  meetings  so  that  lab  teams  can  pre 
sent  their  latest  work  directly  to  top  manage 
ment.  Sumitomo  Electric  Industries  Ltd.  con 


PATIENCE  TILL  THE  PROMISE  PAYS  OFF 


hen  Ivan  L.  Kinne,  director  of  international  opera- 
tions at  Bottelle  Memorial  Institute  in  Columbus, 
Ohio,  tried  to  find  corporate  backers  for  a  new 
research  project  in  advanced  optical  technology, 
at  first  he  had  trouble  drumming  up  support.  Only 
one  U.  S.  company  signed  on.  But  when  he  turned  to 
Japan  to  get  backing,  the  response  was  overwhelming. 
Twenty-five  companies  anted  up  for  a  chance  to  look  at 
the  results.  "The  Japanese  have  become  the  technological 
risk-takers,"  says  Kinne.  "U.  S.  companies  want  fix-it  or 
problem-solving  technologies." 

The  Japanese  have 
long  been  known  for 
their  ability  to  scour 
the  world  for  technol- 
ogy they  can  turn  into 
products  back  home. 
But  increasingly,  Japa- 
nese corporations — 
even  steel  companies 
and  others  looking  to 
diversify — ore  outdoing 
their  U.  S.  counterparts 
in  tapping  America's 
reservoir  of  budding 
technologies  that  will 
spawn  products  far  in 
the  future.  On  campus- 
es from  the  University 
of    California    at  San 

Diego  to  Massachusetts  Institute  of  Technology,  Japanese 
delegations  are  often  more  common  than  U.  S.  visitors. 

Independent  research  labs  such  as  Battelle,  SRI  Interna- 
tional, and  PA  Consulting  all  report  a  sharp  increase  in 
research  contracted  for  by  the  Japanese.  Indeed,  nearly 
all  the  basic  research  that  SRI  now  conducts  is  funded  by 
Japanese  corporations.  "They  are  looking  at  research  that 
won't  become  a  product  for  10  or  15  years,"  says  David 
L.  Keaton,  vice-president  for  marketing  at  SRI. 

.At  university  labs,  too,  Japanese  backers  are  looking 
ahecd.  U.  S.  companies  look  to  the  university  for  specific 
technology,  says  Paul  E.  Brown,  director  of  the  Advanced 
Study  Program  for  visiting  scientists  at  MIT.  "But  the 
Japanese  have  broader,  longer-term  objectives."  And 
Japanese  companies  are  willing  to  give  their  scientists 


time  to  keep  up  with  research  in  university  labs. 

Japanese  firms  hardly  need  a  crowbar  to  pry  open 
cash-strapped  U.  S.  lobs.  David  Sarnoff  Research  Cen- 
ter— the  former  RCA  Corp.  lab  that  pioneered  television 
and  videotaping — still  gets  $40  million  of  its  $85  million 
budget  from  General  Electric  Co.,  which  gave  the  lob  to 
SRI  after  acquiring  RCA.  But  GE  is  phasing  down  its  contri- 
bution, so  lab  officials  welcome  the  Japanese.  "We  want 
to  go  where  people  spend  on  high-tech  research,"  says 
James  H.  Clingham,  vice-president  at  Sarnoff. 

The  Japanese  don't  always  get  what  they  want  out  of 

these  investments.  Now 
in  the  fourth  year  of  a 
five-year  contract  for 
$5  million  to  sponsor 
research  at  MIT's  Can- 
cer Research  Institute, 
Ajinomoto  Co.  says  it  is 
disappointed  with  the 
small  return  it  has  got- 
ten on  the  technology 
it  has  licensed. 

But  Tokooki  Sato, 
one  of  three  Ajinomoto 
scientists  working  at 
MIT,  soys  that  instead 
of  withdrawing  from 
the  deal,  Ajinomoto 
has  simply  changed  its 
agendo.  The  company 
now  wonts  him  to  study 
the  American  approach 
to  basic  research  and 
to  monitor  technologi- 
cal development  in  the 
U.  S. 

Such  flexibility  has  paid  off  in  the  past.  Nearly  10 
years  ago,  an  Ajinomoto  scientist  attending  a  U.  S.  con- 
ference picked  up  a  paper  on  a  new  sweetener.  He 
grabbed  a  telephone  and  relayed  the  information  to 
Japan,  and  Ajinomoto  rushed  out  a  manufacturing  tech- 
nique that  won  it  a  process  patent  for  making  aspartame. 
Sato  doubts  that  he  will  stumble  across  another  coup  like 
that.  But  he  is  keeping  his  eyes  peeled  just  in  case. 

By  Leslie  Helm  in  Boston 


Visiting  University  off 
California  labs:  "Tiie 
Japanese  have  broader, 
longer-term  obiectives" 
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Every  day,  15%  of  America's  workforce 
runs  across  26  major  obstacles. 


Reading  a  letter.  Writing  a  memo.  Filling  out  a  job  applica- 
tion. Things  most  of  us  do  without  thinking  are  difficult  tasks 
for  17  million  working  adults  in  this  country.  They're  func- 
tionally illiterate.  And  illiteracy  in  the  workiforce  is  the  kind 
of  problem  that  affects  every  single  one  of  us. 


As  a  leading  provider  of  temporary  workers  with  offices 
throughout  North  America,  Olsten  is  committed  to  advancing 
the  cause  of  literacy.  Because  everyone  needs  to  help  make 
America's  workforce  letter  perfect.   

Supporting  a  Literate  Workforce.  lUUSBEnL 

SERVICES 


How  Fujitsu  helps 
a  legendary  railroad 
make  history. 


The  Union  Pacific  Railroad  is  not  just  a 
company,  it's  a  call  to  the  consciousness  of 
a  nation.  Created  by  Abraham  Lincoln's 
signing  of  the  Pacific  Railroad  Act  of  1862, 
it  laid  tracks  across  a  wild  continent  from 
Omaha,  Nebraska  to  Promontory,  Utah, 
where  it  met  the  Central  Pacific  coming 
from  the  sea.  A  golden  spike  marked  the 
birth  of  America's  first  transcontinental 
railroad. 

Settled  the 
American  West 

Union  Pacific  settled  the  American 
West,  carrying  hundreds  of  thousands  of  pi- 
oneers into  the  world  of  wide  open  spaces. 
It  made  history  then,  and  it's  still  making 
history:  today  it  is  one  of  America's  most 
progressive  railroads,  with  23,000  miles  of 
track  in  20  states,  30,000  employees,  and  a 
reputation  for  far-sighted  thinking  in  every 
area  of  its  operations— including  its  remark- 
able communications  network. 

Nationwide 
network 

Union  Pacific  owns  a  private  voice  and 
data  communications  network,  one  of  the 
largest  in  the  world.  Covering  tens  of  thou- 
sands of  miles  nationwide  and  functioning 
as  the  railroad's  central  nervous  system,  it 
is  extremely  sophisticated  and  absolutely 
crucial  to  the  company's  success.  Which  is 


why,  when  Union  Pacific  recently  decided 
to  upgrade  the  network,  it  turned  to  Fujitsu. 

Number  one 
computer  maker 

Fujitsu  is  Japan's  number  one  com- 
puter maker,  and  one  of  the  world's  top 
telecommunications  makers,  with  100,000 
employees,  annual  sales  of  $16  billion,  and 
projects  completed  in  a  hundred  countnes. 
A  high-tech  giant  that's  a  major  force  in  the 
global  information  revolution,  Fujitsu  gave 
Union  Pacific  a  multi-nodal  integrated  voice 
and  data  communications  system  that  is 
the  next  generation  of  business  telecom- 
munications. The  system  will  boost  prod- 
uctivity, upgrade  customer  service,  and 
help  the  railroad  keep  making  history- by 
helping  it  be  what  it  has  always  been:  a  living 
legend  that  knows  where  the  future  is. 


Jim  Merrick  of  Union  Pacific  talks  to  Jay 
SclirimpI  of  Fujitsu  before  tfie  Fujitsu  F9600  ISDN 
switctiing  system.  Union  Pacific  recently  purchiased 
a  number  of  such  systems,  the  most  advanced  in 
the  world,  to  function  as  node  points  in  its  nation- 
wide communications  network.  For  information  call 
Fujitsu  Business  Communication  Systems  at 
1-800-654-0715. 
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venes  weekly  sessions  at  which  basic 
researchers  mingle  with  applied  engi- 
neers. "The  key  is  interdepartmental 
communications,"  says  Junichi  Baba,  an 
adviser  to  Mitsubishi  Electric  Corp.  "In- 
novation is  the  product  of  endless  in- 
house  brainstorming." 

Intercompany  cooperation  has  also 
been  pivotal  to  the  rise  of  Japanese  in- 
dustry. Since  1961,  the  government, 
heeding  advice  from  companies,  has  con- 
vened more  than  70  research  consor- 
tiums to  focus  on  one  technology  or  an- 
other. Probably  the  most  famous  was 
the  Ministry  of  International  Trade  & 
Industry's  $200  million  VLSI  Project  in 
the  late  1970s.  It  laid  the  groundwork 
for  Japan's  current  domination  of  world- 
wide memory-chip  markets. 

A  similar  MITI  project,  costing  $82  mil- 
lion over  six  years,  ended  in  1986  and 
pushed  Japan  to  the  forefront  of  opto- 
electronics, which 
many  believe  will  be 
as  important  by  the 
21st  century  as  elec- 
tronics is  now.  In  Feb- 
ruary, NEC  announced 
the  first  1,000-bit  opti- 
cal-logic chij3 — a  cru- 
cial step  toward  a 
computer  in  which 
lightning-fast  laser 
pulses  will  replace  to- 
day's slower  electrical 
signals. 

Such  programs  have 
hammered  home  the 
value  of  cooperation 
to  the  likes  of  Hitachi, 
Fujitsu,  and  Matsu- 
shita. "These  compa- 
nies are  fierce  compet- 
itors," notes  NEC's 
Uenohara.  "But 
through  joint  re- 
search, even  brilliant  engineers  learned 
to  compromise." 

Japan's  penchant  for  teamwork  may 
presage  even  more  dramatic  gains  in 
coming  years.  Science  and  technology 
are  getting  too  complex  for  any  but  the 
most  outstanding  inventors  to  make 
meaningful  contributions  on  their  own. 
More  and  more,  even  basic  inventions 
and  creative  inspirations  stem  from 
group  collaborations. 

Already,  in  fact,  there  are  signs  that 
the  Japanese  are  beginning  to  surge 
past  the  U.  S.  in  creativity.  By  the  early 
1980s,  new  U.  S.  patents  were  more  like- 
ly to  cite  prior  technology  in  U.  S.  pat- 
ents issued  to  Japanese  inventors  than 
to  U.  S.  citizens,  according  to  the  Nation- 
al Science  Foundation  (NSP").  This  is  a  key 
barometer  of  a  patent's  importance. 
Moreover,  the  number  of  U.  S.  patents 
awarded   to   Japanese   applicants  has 


the 


researchers 


been  climbing  steadily.  In  1975,  they  col- 
lected only  97'  of  new  U.  S.  patents;  by 
1987,  their  share  had  jumped  to  20%.. 

Another  indicator  is  the  flow  of  patent 
royalties  and  license  fees.  From  1972  to 
1985,  U.  S.  receipts  of  royalties  and  fees 
from  Japan  grew  at  an  average  rate  of 
7%  annually.  But  U.  S.  payments  to  Ja- 
pan soared  207-  a  year,  reports  the  NSF. 
Meanwhile,  other  countries  have  been 
clamoring  for  Japanese  technology.  Be- 
tween 1970  and  1985,  Japan's  revenues 
from  licenses  nearly  quadrupled,  to  $721 
million  (in  1982  dollars). 

Now,  the  target  is  basic  science.  Ja- 
pan's new  Exploratory  Research  for  Ad- 
vanced Technology  Office  (ERATO)  spon- 
sors long-term  studies  in  fields  that 
would  be  too  expensive  or  too  risky  for 
private  industry.  Among  the  12  pro- 
grams that  have  been  started  is  one  in 
bioelectronics  By  studying  how  nerve 
cells  process  informa- 
tion, ERATO  hopes  to 
pin  down  the  knowl- 
edge needed  to  make 
the  ultimate  in  minia- 
ture "chips" — comput- 
er circuits  built  from 
bioengineered  cells. 
Even  MITI,  which  in 
the  past  coordinated 
projects  with  clear  in- 
dustrial goals,  now 
has  a  program  devot- 
ed to  pure  research. 
Its  $17-million-a-year 
Human  Frontier  Sci- 
ence Project  will  at- 
tempt to  unlock  the 
secrets  of  molecular 
biology. 

Japan  is  going  back 
to  basics  to  balance  its 
global  books.  Kenichi 
Fukui,  a  Nobel  laure- 
ate in  chemistry,  says  Japan  has  a  "mor- 
al obligation"  to  reinvest  some  of  the 
profits  reaped  from  imported  technol- 
ogy. But  even  without  breaking  new  the- 
oretical ground,  Japanese  industry  has 
advanced  to  the  cutting  edge  of  many 
disciplines,  from  biotechnology  and  ce- 
ramics to  integrated  circuits  and  super- 
computers. And  the  new  thrust  in  basic 
science  seems  sure  to  amplify  the  com- 
petitive pressures  on  U.  S.  companies. 

There's  another  reason  for  the  new 
interest  in  basic  research:  Manufactur- 
ing is  becoming  "a  very  science-intensive 
activity,"  says  NSF  Director  Erich  Bloch. 
Tomorrow's  materials,  microchips,  and 
other  products  will  be  created  and  pro- 
cessed atom-by-atom.  Tweaking  individ- 
ual atoms  will  open  up  boundless  possi- 
bilities for  incremental  improvement. 
And  the  Japanese  want  to  be  ready. 

By  Neil  Gross  in  Tokyo 
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EyBOPE'S  MISCLE 

AS  1992  LOOMS,  LABS  AND  FACTORIES  ARE 
GETTING  LEANER  AND  MEANER  IN  A  HURRY 


HUBERT  CURIEN  LEANS  OVER  A  SLEEK 
black  television  and  fiddles  with  the  di- 
als. In  a  few  moments,  a  huge  red  hibis- 
cus bursts  onto  the  screen,  and  Beetho- 
ven's Ninth  Symphony  booms  through 
his  ofiice  in  vivid  stereo.  "Voila, " 
beams  France's  minister  of  research,  as 
he  shows  a  visitor  Europe's  new  high-definition 
television  system. 

Why  is  Curien,  a  physicist  by  training,  hawk- 
ing a  new  concept  in  TVs?  It's  symptomatic  of  a 
big  change  taking  place  in  the  Old  World.  Long 
noted  for  being  fast  in  the  labs  and  poky  in  the 
marketplace,  Europe  is  doing  everything  it  can 
to  pick  up  its  pace.  The  main  strategy  is  to  use 
cooperative  research  projects  to  funnel  money 
into  such  promising  new  technologies  as  high- 
definiiion  TV.  By  spending  more  in  the  right 
places,  Europe  hopes  it  can  get  back  into  the 
high-tech  race  with  Japan  and  the  U.  S. 

At  the  same  time,  the  move  toward  a  unified 
market  by  1992  is  forcing  European  companies 
to  get  bigger  and  meaner  in  a  hurry.  They're 
scrambling  to  build  up  critical  mass  in  research 


Belgium's  Plant 
Genetic  Systems 
is  way  ahead  in 
bioengineering 
plants  that  are 
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through  a  rash  of  mergers 
and  alliances.  And  they 
hope  their  larger  home 
base  will  give  them  more 
muscle  to  fight  foreign  ri- 
vals. But  Europe's  bright 
prospects  are  also  attract- 
ing tough  new  competition 
from  U.  S.  and  Japanese 
powerhouses. 

Europe  has  plenty  o^ 
strengths  to  fall  back  oni 
Its  basic  technology  id 
good.  In  chemicals  and 
pharmaceuticals,  for  exam! 
pie,  Germany's  Hoechsl 
and  BASF  and  Switzerland'^ 
Sandoz   and  Hoffman-La| 
Roche  are  world  leaders] 
The  Netherlands'  Philips] 
which  invented  compadi 
disks,  is  No.  1  in  TVs.  Ir 
basic  science,  Oxford  anc 
Cambridge  universities  ir 
Britain,  the  Pasteur  Insti 
tute  in  France,  and  Ma) 
Planck  Institute  in  Germany  are  top-notch.  "If 
Europe  technologically  competitive?  The  an 
swer  is  a  resounding  'Yes,'  "  says  John  M.  Mar 
cum,  a  former  Reagan  Administration  scienct 
adviser  who  has  set  up  a  new  technology  insti 
tute  with  offices  in  Paris  and  Verona,  Italy. 

Even  where  Europe  is  weak,  its  large  compa 
nies  may  have  the  financial  might  to  get  bad 
into  the  game — especially  with  governmen 
help.  Siemens,  Philips,  and  SGS-Thomson  an 
trying  to  do  that  in  memory  chips,  with  somi 
success.  And  Hoechst  clearly  has  the  capabilit; 
to  do  it  in  genetic  engineering,  though  Germai 
environmental  legislation  has  held  it  back 
"There  is  no  area  I  can  think  of  where  we  havi 
to  give  up,"  says  Curien. 

Venture  capital,  a  rarity  five  years  ago,  i: 
now  abundant.  A  few  startups  are  nimbly  keep 
ing  big  companies  jumping,  just  as  U.  S.  starl 
ups  do.  Belgium's  Plant  Genetic  Systems  i 
way  ahead  of  most  competitors  in  the  bioeng 
neering  of  insect-resistant  plants,  for  instance 
and  it's  doing  deals  with  Japanese  and  U.  S 
biggies.  France's  Saint-Gobain  even  lured  a  to; 
researcher  from  the  national  labs  to  become  it 
chief  scientist.  "The  psychology  has  changed, 
says  Jean  Louis  Befl'a,  chairman  of  the  bi; 
glassmaker.  "In  the  past,  scientists  weren't  ir 
terested  in  profit-making  institutions." 

Still,  it  wasn't  long  ago  that  critics  carpe 
about  "Eurosclerosis" — the  hardening  of  th 
arteries  that  kept  Europe  from  moving  as  fas 
as  Japan  or  the  U.  S.  The  problems  are  dimii 
ishing  as  1992  approaches,  but  too  many  Eun 
pean  companies  are  smallish,  sheltered  nations 
champions  that  can't  compete  Europewide,  k 
alone  globally.  Research  is  often  duplicate 
from  country  to  country.  "Europe  has  been  to 
fragmented,"  says  Pasquale  Pistorio,  presider 
of  chipmaker  SGS-Thomson.  Unlike  Japan,  "w 
have  not  mass-produced  for  mass  markets." 
Europeans  are  hoping  that  cooperative  rt 
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Europe's  New  Hustle  ♦ 

search  can  streamline  their  R&D.  The  Eu- 
ropean Commission  has  launched  a  raft 
of  such  programs,  including  the  $3.5  bil- 
lion Esprit  project  in  information  tech- 
nology, with  individual  companies  and 
the  EC  splitting  the  cost.  The  programs 
bring  companies  and  academic  research- 
ers together,  often  for  the  first  time, 
and  they  jjromote  cross-border  deals. 

By  far  the  most  potent  of  the  pro- 
grams is  likely  to  be  Eureka,  launched  in 
1985.  Conceived  by  Curien  and  other  ad- 
visers to  French  President  Frangois  Mit- 
terrand, Eureka  has  emerged  as  Eu- 
rope's ad  hoc  industrial  policy  in  high 
tech.  By  July,  nearly  300  Eureka  pro- 
jects will  have  been  approved,  worth 
about  $5  billion.  Companies  put  up  two- 
thirds  of  the  money,  with  governments 
supplying  the  rest. 

Eureka  has  already  proven  to  be  an 
effective  weapon.  Companies  are  using 
it  to  counter  Japan 
with  Europe-first  stan- 
dards in  digital  mobile 
phones,  home  automa- 
tion systems,  and 
HDTV.  A  few  U.  S. 
companies,  such  as 
Digital  Equipment 
Corp.  and  LTV,  have 
been  invited  into  Eure- 
ka projects.  Jack 
Schmuckli,  head  of 
Sony  Europe,  wants  to 
apply  but  feels  that 
Eureka  "is  designed 
to  keep  the  Japanese 
out."  He's  right.  "I 
don't  see  any  interest 
in  letting  in  Sony," 
says  Curien. 

One  of  Eureka's 
aims  is  to  give  Euro- 
pean companies  a 
jump  start  in  hot  new 
markets.  Take  HDTV. 
France's  Thomson,  Nos.  1 
world  in  TVs,  created  the  European  HDTV 
standard  as  part  of  a  Eureka  project. 
The  Japanese  may  not  be  able  to  learn 
the  exact  technical  specifications  of  Eu- 
ropean HDTV  until  Philips  and  Thomson 
TVs  hit  store  shelves.  The  companies 
also  were  instrumental  in  lobbying  the 
U.  S.  government  to  choose  a  different 
HDTV  standard  from  Japan's.  "If  the 
Japanese  control  the  standard,  they  can 
overrun  the  market,"  says  a  Thomson 
executive. 

Europe  is  also  using  Eureka  to  shore 
u|j  its  weak  industries.  While  most  coun- 
tries are  redirecting  money  into  Eureka, 
not  spending  more,  a  massive  new  $500- 
million-a-year  project  in  computer  chips 
is  expected  to  be  announced  within  the 
next  few  months.  The  Joint  European 
Submicron  Silicon  program  will  encom- 
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pass  the  whole  industry,  from  chip- 
makers  and  producers  of  chipmaking 
equipment  to  companies  that  use  the 
chips. 

•  For  smaller  national  companies,  the 
choice  is  adapt  or  die.  By  merging  with  a 
local  rival,  Danish  insulin  maker  Novo- 
Nordisk  now  does  over  107f  of  Den- 
mark's industrial  research.  But  it's  still 
small  potatoes  by  world  standards.  So 
Novo  has  built  a  lab  in  Japan  and  ac- 
quired a  U.  S.  biotech  company.  And  it's 
focusing  on  niches  in  biotechnology  that 
it  hopes  the  big  players  will  ignore 
"We're  trying  to  be  very  market-  and 
research-driven,"  says  Novo-Nordisk 
President  Mads  Ovlisen. 

Will  these  strategies  put  Europe  on 
the  comeback  track?  Skeptics  point  to 
Britain's  $600  million  Alvey  program  as 
a  cautionary  tale.  Designed  to  compete 
with  Japan's  Fifth  Generation  computer 
project,  Alvey  pro- 
duced some  remark- 
able advances.  But  in 
nearly  every  field  ad 
dressed  by  the  pro- 
gram, Britain  remains 
a  has-been.  One  exam- 
ple: A  $90  million  soft- 
ware-engineering pro- 
gram "has  been 
disappointing  in  every 
way,"  says  Peter  C 
Grindley,  a  London 
Business  School  pro 
fessor  who  wrote  a 
scathing  report  on  the 
project.  Rather  than 
spending  more  to  com 
mercialize  the  ad 
vances,  Britain  is 
slashing  funding. 

Some  worry  that 
Europe  may  be  put- 
ting too  much  into  the 
pursuit  of  flashy  technology.  "In  mod 
ern  industry  there's  no  such  thing  as 
high-tech  and  low-tech.  You  need  all-tech 
to  be  competitive,"  says  Jean-Jacques 
Duby,  IBM's  European  director  of  sci 
ence  and  technology. 

In  the  end,  the  struggles  of  companies 
such  as  Saint-Gobain,  Novo-Nordisk,  anc 
Siemens  will  likely  be  the  decisive  ones 
But  the  broad  directions  set  in  Europe's 
big  projects  have  to  be  right,  too.  "Wher 
you're  playing  for  such  huge  stakes,  yoi 
had  damned  well  better  know  how 
you're  going  to  win,"  notes  Robb  Wil 
mot,  co-chair'  in  of  Britain's  Europeat 
Silicon  Structures.  "If  you  make  tin 
wrong  choices,  you  take  the  whole  n 
dustry  down."  That's  why  people  suci 
as  French  Research  Minister  Curien  at  i 
suddenly  taking  a  deep  interest  in  T\  - 
B//  Tlianc  Peterson  in  Pnrit;  with  Ma ' 
M(iiri)io)it  ill  London  uiid  binviiii  rcpor' 
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49.  Sears  Communications 
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GICAL  BASE 


IN  CORPORATE  BOARDROOMS  AND  CLUTTERED 
university  laboratories,  in  the  hurried  halls  of 
government,  the  word  these  days  is  "coopera- 
tion." Companies  are  forming  research  con- 
sortiums, and  scientists  at  universities,  in 
government  labs,  and  in  industry  are  joining 
forces.  Powerful  new  research  centers,  funded 
by  industry  and  government,  are 
springing  up  on  the  nation's  col- 
lege campuses. 

Cooperation  promises 
to  help  the  U.  S.  push  its 
technology  into  the  market- 
place better  than  ever  before. 
But  it's  not  happening  without  a  fuss.  Critics 
worry  that  the  academic  pursuit  of  basic  science 
will  become  the  poor  cousin  of  applied  research 
and  that  the  corporate  penchant  for  secrecy  will 
pinch  the  flow  of  scientific  knowledge.  Moreover, 
it  remains  to  be  seen  if  these  consortiums  will  be 
able  to  give  the  U.  S.  the  edge  it  needs  to  match 
Japan  Inc. 


CAN  COOPERATION'  POT 
THE  O.S.  DACK  ON  TOP? 


WHILE  THERE'S  STILL  NO  CLEAR-CUT  POLICY,  THE  FEDERAL  GOVERNMENT 
IS  ACTIVELY  FOSTERING  TIES  BETWEEN  SCIENCE  AND  INDUSTRY 


BEGINNING  IN  1986.  A  SERIES  OF 
extraordinary  meetings  took  place  at 
the  Commerce  Dept.  in  downtown 
Washington.  Top  executives  from  more 
than  a  dozen  U.  S.  semiconductor  com- 
panies were  summoned  to  hatch  an  idea 
that  used  to  be  anathema  at  Com- 
merce— and  illegal.  The  topic:  banding  together 
to  meet  the  onslaught  of  Japanese  competition. 
"We  got  the  companies  together  and  kicked 
them  in  the  shins,"  recalls  D.  Bruce  Merrifield, 
then  Assistant  Secretary  of  Commerce  for  Pro- 
ductivity, Technology  &  Innovation. 

With  Commerce  taking  the  lead,  the  compa- 
nies formed  Sematech,  a  consortium  designed 
to  develop  advanced  chipmaking  technology  to 
boot  the  U.  S.  back  into  the  lead  in  the  interna- 
tional semiconductor  race.  Fueled  by  $200  mil- 
lion from  the  Pentagon  and  14  companies,  Se- 
matech is  one  of  the  most  visible  signs  of  a 
profound  change  in  the  way  the  U.  S.  supports 
technology:  Washington  is  now  actively  and  di- 
rectly fostering  industrial  innovation. 


National  labs 
have  been 
encouraged 
to  push  their 
patents  in  the 
marketplace 


In  the  past,  the  government  has  often  fo- 
cused the  nation's  scientific  and  engineering 
talent  on  specific  problems.  Federal  dollars 
tamed  the  atom,  gave  birth  to  the  computer, 
rocketed  man  to  the  moon,  and  spawned  the 
most  advanced  aerospace  industry  in  the  world. 
Moreover,  the  development  of  the  supercom- 
puter, artificial  intelligence,  and  advanced  ma- 
terials were  driven  by  military  needs  and  fund- 
ed by  the  Defense  Dept. 

Those  programs,  however,  rightly  assumed 
that  the  U.  S.  industrial  base  was  alive  and 
well.  But  in  the  1980s,  as  one  critical  industry 
after  another  fell  to  foreign  competition,  it  be- 
came obvious  that  the  industrial  base  was 
cracking.  Suddenly,  it  was  painfully  clear  that 
individual  companies — even  some  of  the  na- 
tion's mightiest — often  could  not  compete  alone 
on  a  global  scale. 

While  there  is  still  no  clear  policy,  over  the 
past  eight  years  Washington  has  gradually 
mounted  a  broad  eff'ort  to  emulate  the  coopera- 
tive successes  of  Japan  Inc.  Antitrust  laws 
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ave  been  relaxed;  so  have  laws  restricting  the 
aility  of  national  laboratories,  such  as  Ar- 
Dnne  National  Laboratory  and  Oak  Ridge,  to 
ish  their  technology  into  the  private  sector. 
Already,  scores  of  industrial  consortiums 
ive  been  created  so  companies  can  conduct 
int  research  on  common  problems,  from  su- 
jrconductors  to  machine  tools.  Now  Congress 
ay  consider  relaxing  antitrust  laws  even  fur- 
ler  so  companies  can  form  consortiums  that 
ould  actually  manufacture  a  product — high- 
jfinition  television  (HDTV)  sets.  Says  Represen- 
ttive  Harris  Fawell  (R-Ill):  "Cooperation  is 
le  of  the  buzzwords  for  competitiveness." 
Washington  has  created  more  than  30  cen- 
rs  at  universities  to  marry  industry  with 
itting-edge  science.  The  National  Science 
oundation  was  one  of  the  first  to  make  a 
ajor  push.  Under  its  current  director, 
)rmer  IBM  Vice-President  Erich  Bloch, 
le  NSF  has  set  up  18  Engineering  Re- 
;arch  Centers  on  university  campuses 
;ross  the  country  since  1985.  The  idea  is 
I  use  the  carrot  of  government  funding 
he  NSF  pays  approximately  half  the  costs 
'  each  center)  to  lure  universities  into 
)nducting  research  directly  related  to  the 
3eds  of  industry. 

Researchers  at  the  national  laboratories 
"e  also  being  turned  into  front-line 
oops  in  the  international  economic  bat- 
e.  Far  too  much  of  the  useful  technology 
ley  developed  for  the  government  was  just 
tting  on  the  shelf,  instead  of  being  turned 
to  products  by  industry.  So,  Congress  stepped 
.  The  Stevenson-Wydler  Technology  Innova- 
Dn  Act  of  1980  ordered  the  labs  to  pursue 
^plications  of  their  work,  while  the  Federal 
echnology  Transfer  Act  of  1986  allowed  them 
I  collaborate  with  business. 
Take  Dieter  M.  Gruen,  a  materials  scientist 
;  Argonne.  In  1983,  Gruen  and  two  colleagues 
scovered  a  process  that  allows  lasers  of  cer- 
lin  wavelengths  to  slice  through  materials 
ithout  heating  them.  "It  had  tremendous  im- 
lications,"  says  Gruen.  The  result:  a  laser  scal- 
i\  for  repairing  damaged  eyes  that  was  intro- 
uced   last   year  by 


ongress  may 
soon  relax 
antitrust  law 
even  more, 
to  let  consortiums 
pursue  HDTV 


ummit  Technology  Inc. 
I  Watertown,  Mass. 

Other  government 
.bs  are  tackling  prob- 
ms  specifically  for  in- 
ustiy.  The  Commerce 
'ept's  National  Insti- 
ite  of  Standards  & 
echnology  (the  old  Na- 
onal  Bureau  of  Stan- 
ards)  is  building  a  pilot 
ersion  of  the  automat- 
i  factory  of  the  fu- 
ire.  Earlier  this  year, 

formed  three  centers 
t  college  campuses,  in- 
luding  Rensselaer 
olytechnic  Institute 
nd  the  University  of 
outh    Carolina,  to 
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spread  the  gospel  to  companies  that  could  use 
the  technology. 

Fearing  that  weak  U.  S.  industries  threaten 
national  security,  the  Pentagon  is  also  adjust- 
ing its  role.  The  Defense  Advanced  Research 
Projects  Agency  (DARPA)  has  long  funded  key 
studies  in  computers,  electronics,  and  advanced 
materials.  Now,  darpa  is  taking  a  larger,  more 
public  role — funding  and  overseeing  Sematech, 
and  awarding  grants  in  HDTV  technology.  At 
the  same  time.  Defense's  Strategic  Defense  Ini- 
tiative agency  has  moved  quickly  to  dump  seed 
money  into  new  technologies,  such  as  diamond 
films,  that  have  important  short-term  applica- 
tions for  industry. 

One  of  the  most  successful  government 
programs  relies  on  the  traditional  mother 
lode  of  U.  S.  innovation — entrepreneurial 
spirit.  Small  Business  Innovation  Re- 
search grants,  for  instance,  are  awarded 
by  federal  agencies  to  small  companies 
with  promising  ideas.  So  far,  they  have 
nurtured  hundreds  of  new  products. 
Among  them:  a  high-pressure  water  jet 
for  cutting  materials,  a  crib  that  soothes 
colicky  babies,  and  new  ceramic  materials. 
"The  program  has  been  phenomenally 
successful,"  says  Merrifield,  now  a  con- 
sultant at  the  American  Electronics  Assn. 

It's  too  soon  to  say  that  consortiums 
are  the  way  to  go.  Although  they  have 
swept  the  research-and-development  land- 
scape, most  are  still  very  new,  and  few  have 
borne  fruit.  While  consortiums  in  Japan  have 
clearly  pushed  their  members  to  world  leader- 
ship, a  recent  Commerce  Dept.  evaluation  of 
Sematech  warned  that  such  ventures  may  not 
work  smoothly  in  other  U.  S.  industries  because 
many  companies  don't  want  to  share  research 
results.  "The  jury  is  still  out,"  says  Robert  A. 
Frosch,  vice-president  for  research  at  General 
Motors  Corp. 

Most  experts  also  believe  that  it's  just  as 
important  to  boost  funds  for  basic  research  and 
for  science  and  engineering  education.  Over  the 
past  decade,  the  defense-related  slice  of  the 
government  R&D  pie  has  risen  from  50%  to 
more  than  70%.  But 
over  the  same  period, 
military  spending  on  ba- 
sic research  dropped 
dramatically. 

Many  still  think  the 
government's  best  role 
is  that  of  hands-olT  gar- 
dener, sprinkling  grants 
on  fertile  fields  and 
waiting  for  innovation 
to  spring  forth.  But  the 
more  active  role  has 
worked  before.  And, 
with  U.  S.  industry  tak- 
ing a  drubbing  in  the 
marketplace,  similar 
moves  may  yet  prove 
wise. 

By  John  Carey  in 
Washingtofi 
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Sure-Footed. 


\  Y  /  hen  the  winds  of 
VVchange  stir  the 
economy,  a  corporation  i 
can  maintain  its  momen- 
tum if  it  measures  each 
step  carefully. 

Ibr  100  years,  in  even  the  most 
unsettling  conditions,  The  Thorough 
bred  and  its  predecessor  companies 
have  done  more  than  just  keep  their 
balance.  In  1988,  the  natiorfe  most  effi- 
cient major  railroad  system  adroitly 
moved  on  to  new,  higher  ground. 

It  was  a  record  year.  Increases  in 


trattic,  higher  revenue 
y  ields  and  cost  reductions 
resulted  in  net  income  of 


$635  million.  With  reve 
nues  of  over  $4  billion 
and  assets  of  over  $10 
billion,  Norfolk  Southern  stands  on 
very  solid  footing.  The  Thoroughbred's 
marketing  flexibility  and  aggressive 
capital  improvements  program  position 
it  firmly  for  the  future. 

Clearly;  management  can  nego- 
tiate changing  terrain  and  still  stay  a 
step  ahead. 


NORFOLK 
SOUTHERN 


MEET  D.  ilLUIN  BHOMIEY 

'MY  RESPONSIBILITY  ...  IS  SOLID  SCIENCE  AND  TECHNOLOGY  INPUT' 


IN  APRIL,  YALE  UNIVERSITY  PHYSICIST 
D.  Allan  Bromley,  63,  was  named  White 
House  science  adviser,  a  job  President 
George  Bush  elevated  to  Cabinet  rank.  The 
founder  of  the  Arthur  W.  Wright  Nuclear 
Structure  Laboratory  at  Yale,  Bromley  is 
more  highly  regarded  as  a  scientist  than 
were  his  two  predecessors  in  the  adviser's  job. 
Bromley  has  also  served  in  a  number  of  sci- 
ence-policy posts  over  the  past  decade,  includ- 
ing president  of  the  American  Association  for 
the  Advancement  of  Science  and  member  of  the 
White  House  Science  Council. 

Last  month,  the  new  adviser  discussed  sci- 
ence and  technology  issues  at  his 
Yale    office    with  BUSINESS 
week's  Washington  science  re- 
porter, John  Carey: 

Q.  Will  you  have  the  access  to 
the  Oval  Office  that  you  need  to 
be  effective? 

A.  I  have  been  assured  by  the 
President  that  I  will  have  direct 
access.  It's  absolutely  essential 
that  the  science  adviser  be 
viewed  as  a  member  of  the  Presi- 
dent's team.  That  is  obviously 
something  I  will  not  abuse. 

Q.  You  face  an  unusual  situa- 
tion because  White  House  Chief 
of  Staff  John  H.  Sununu  is  an 
MIT-educated  engineer.  Will 
that  present  problems? 
A.  We  both  are  recognized  as 
having  strong  opinions,  but  I 
think  that  there  is  mutual  re- 
spect. I  think  the  chemistry  will 
be  excellent. 

Q.  There  are  a  number  of  big 
science  projects  pending.  Since 
the  budget  probably  won 't  cover 
them  all,  how  will  you  decide 
which  ones  to  support? 
A.  What  we're  talking  about  more  than  any- 
thing else  is  a  question  of  timing.  What  people 
have  called  megaprojects — the  superconducting 
supercollider,  the  human  genome  map,  the 
space  station,  the  space  plane,  the  compact- 
ignition  tokamaks — wouldn't  have  reached  this 
stage  if  a  lot  of  people  weren't  actively  sup- 
porting them.  What  has  to  be  established  is  the 
relative  priority. 

Q.  What  about  collaborating  with  other  na- 
tions on  some  of  these  big-ticket  projects? 
A.  We  do  have  to  address  the  question  of 
whether  we  treat  these  as  uniquely  American 


Bromley  is  first 

in  the  iob  of 
science  adviser 
at  Cabinet  rank 


projects.  Quite  frankly,  the  luxury  of  going  i 
alone  is  perhaps  no  longer  available  to  us. 

Q.  How  much  should  scientists  be  involved  it 
setting  such  priorities? 
A.  We  in  this  country  are  already  unique  in  th( 
degree  to  which  our  science  policy  and  budge 
are  developed  from  the  bottom  up,  under  pro 
posal  pressure,  with  tremendous  input  from  thi 
scientific  community. 

But  the  decisions  on  major  projects  are  no 
purely  scientific  ones.  There  are  political  con 
siderations  and  considerations  of  national  secu 
rity  and  national  prestige.  My  responsibilit; 

will  be  to  make  sure  there  is  soi 
id  science  and  technology  input 


Q.  What  are  the  most  impor 
tant  issues? 
A.  If  our  economy  isn't  strong 
then  we  simply  aren't  going  ti 
be  able  to  do  all  the  other  goo( 
things  we  want  to  do.  Tha 
means,  first  of  all,  we  have 
find  ways  to  really  develop 
partnership  between  researcl 
universities,  the  private  sector 
and  national  laboratories.  W 
also  have  to  focus  on  improvinj 
the  quality  of  science  and  mathe 
matics  education,  not  only 
high  school  but  at  the  grade 
school  level  as  well. 


Q.  Why  do  countries  like  Japai 
seem  better  able  to  compete  o'l 
a  global  scale? 
A.  We  have  tax  laws,  antitrusfj 
laws,  and  a  whole  body  of  legif  I 
lation  that  was  developed  purei 
with  the  mindset  of  a  nation; 
market.  We've  been  slow  to  re;  : 
ognize  that  we  are  dealing  in 
global  market. 


Q.  But  you  don 't  believe  ir 
should  prevent  Japan  and  other  countrii 
from  tapping  into  U.  S.  science? 
A.  No.  Science  is  public  knowledge.  Anythiu 
you  hold  close  to  your  chest  is  priestly  lore;  it 
not  science.  Of  course,  there's  always  the  que; 
tion  of  where  the  openness  of  basic  scienci 
ends  and  where  the  specific  knowhow — th 
competitive  edge  in  the  technology  for  the  pi  ( 
duction  of  a  product — takes  over. 

Q.  Are  you  ready  for  Washington  politics? 
A.  Having  survived  30  years  on  an  Ivy  Leagn 
faculty,  I  doubt  there's  much  in  the  way  . 
politics  that  I  haven't  encountered. 
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HOTELS  MERIDIEN 


The  style  to  which  you've  become 
accustomed  is  ahve  and  well  at 
Le  Meridien.  Whether  your  tastes 
run  toward  a  high-powered,  cos- 
mopolitan business  center,  or  a 
relaxing,  Eden-like  getaway, 
Le  Meridien  offers  a  bouquet  of 
nine  perfect  hotels  in  North 
America  to  pick  from. 


At  each  you'll  bask  in  the 
inimitable  "Meridien  Style."  From 
an  indulgently  complete  health 

MERIDIEN 

Travel  Companion  of  Air  t  rance 
Over  50  Hotels  and  Resorts  Worldwide 


club  to  artful  regional  cuisine  you'll 
relish  all  the  petals  of  our  perfection. 
A  bouquet  of  this  quality  is  so  rare, 
how  can  you  refuse  it? 

For  reservations  call 
(800)  543-4300  or  your  travel 
planner,  and  don't  forget  to  ask 
dkiWi\.^'ui(tifa/wn,  ourfrequent- 
guest  program. 


In  North  America:  Boston  •  Montreal  •  Nassau,  Bahamas  •  New  Orleans  •  New  York  •  Newport  Beach  •  San  Diego  •  San  Francisco  •  Vancouver 


Appreciation  of  detail  results  in  perfection. 

Come  blossom  in  ours. 


•  See  youv  Mazda  dealer  for  limiled-warranty  details  "  *  Manufacturer's  suggested  retail  price,  (LX  model  stiown.)  Actual  price  s 


Just  going  out  for  a  drive  takes  on  a  whole 
new  meaning  in  the  Mazda  625  l_X.  Because 
626  includes  a  level  of  luxury  and  performance 
you  may  not  expect  in  an  automobile  so  well 
suited  to  so  many  requirements. 
The  look  and  feel  of  a  European  road  car. 
The  626  features  classic  exterior  lines  and  one 
of  the  most  spacious  cabins  in  its  class.  Its 


sophisticated  amenities  include  AM/FM  stere 
cassette,  power  windows,  door  locks  and  mirr 
plus  a  multi-adjustable  driver's  seat.  And  th 
626  is  also  available  in  a  5-door  Touring  Sec 
Its  large  hatch  and  folding  rear  seatbacks  (stci 
dard  on  all  models)  provide  wagon-like  versatl 
World-class  driving  performance.  The  Ma 
626 's  2.2-litre  engine  and  patented  Twin 


;e,  freight  and  other  dealer  charges  extra.  Price  may  change  without  notice.  (C)  1989  Mazda  Motor  of  America,  In. 


ezoidal  Linkage  rear  suspension  are  at  tine 
t  of  its  responsive  performance  and  precise, 
:  handling.  Five-speed  manual  overdrive 
emission  is  standard  on  625  with  an  optional 
Dde,  4-speed  automatic  available.  And  it's 
acked  by  a  "bumper-to-bumper,"  36-month 
D,000-mile  warranty -the  best  in  its  class. 
I  prices  starting  as  low  as  ^13,399,** you 


will  also  find  that  buying  a  Mazda  626  can 
be  just  as  much  fun  as  driving  one.  So  for 
more  information, call  this  toll-free  number: 
800-424-0202,  ext.  716.  And  find  out  more 
about  the  sedan  that's  designed  to  exhilarate. 

The  Mazda  626 


IHE 
POLICV 


The  Bush  Administration  faces  big 
decisions  on  big-ticket  science 
projects:  the  supercollider,  the 
space  plane,  the  human  genome 
map,  and  more.  Here  are  profiles 
of  12  Washington  players  who  will 
be  putting  their  spin  on  policy- 
making in  science  and  technology. 


DAVID  ALLAN  BROMLEY 

Science  Adviser  to  the  President 

Key  Administration  adviser 
Bom:  5/4/26.  Westnieath,  Ontario. 

■  PhD  in  physics,  University  of  Roch- 
ester. Career  path:  physicist  at  Univer- 
sity of  Rochester,  Atomic  Energy  of 
Canada  Ltd.,  and  Yale;  director  of  the 
Office  of  Science  &  Technology  Policy  and  assistant  to 
the  President  for  Science  &  Technology  in  1989.  Also 
directs  the  White  House  Office  of  Science  &  Technology 
Policy.  Earned  a  reputation  as  a  shrewd  politician  while 
serving  on  the  White  House  Science  Council.  Faces  task 
of  sorting  out  priorities  in  an  era  of  tight  budgets;  must 
deal  with  chief  of  staff  with  strong  ideas  on  technology. 


ROBERT  E.  GRADY 

Assoc.  Dir.,  OfFice  of  Mgmt.  &  Budget 


Influences  science  and  technology  budget 
BoniT' 10/22/57,  Livingston,  N.J. 

■  mba,  Stanford  University.  Career 
path:  staffer  for  former  Representa- 
tive Millicent  Fenwick  (R-N.  J.)  and  for 
New  Jersey  Governor  Thomas  H. 
Kean;  speechwriter  for  Bush;  OMB  czar  for  natural  re- 
sources, energy,  and  science.  No  science  background, 
hut  wrote  Bush's  first  major  budget  speech,  calling  for 
increases  for  science.  Tells  the  science  community  it 
needs  to  lobb„-  harder  for  funds,  yet  has  been  so  optimis- 
tic about  scien.  e  faring  well  in  upcoming  budget  battles 
that  some  wor.der  if  he  grasps  the  realities  of  his  job. 


BARBARA  A.  MIKULSKI 

Choir,  Senate  oppropriotions  subcommittee 

Holds  purse  strings  for  research  agencies 
Bom:  6/20/36,  Baltimore. 

■  msw.  University  of  Maryland.  Career 
path:  Baltimore  City  Council;  U.  S. 
House  of  Representatives  (D-Md.); 
U.  S.  Senate  in  1986;  chair  of  subcom- 
mittee for  HUD  and  independent  agencies  in  1988.  As 
such,  oversees  NSF,  NASA,  and  EPA,  and  funds  hud  and 
the  VA.  Believes  science  and  technology  are  directly 
linked  to  the  nation's  international  competitiveness.  Is 
expected  to  defend  appropriations  for  her  agencies  ag- 
gressively. Threatens  to  oppose  funding  for  science  if 
housing  funds  are  inadequate. 


ERNEST  F.  HOLLINGS 

Choir,  Senate  Committee  on  Commerce, 
Science  &  Transportation 

Shapes  sci/tech  agenda  in  Congress 

Bom:  1/1/22,  Charleston,  S.  C. 


■  LL.B.,  University  of  South  Carolina. 
Career  path:  Army  in  World  War  H; 
South  Carolina  House  of  Representa- 
tives; U.  S.  Senate  (D-S.  C.)  in  1966.  Chair  of  the  Com- 
merce, Science  &  Transportation  Committee.  Heads  ap- 
propriations subcommittees  that  control  Commerce 
Dept.  budget.  Believes  technology  is  key  to  a  strong 
defense  and  civilian  economy.  Spearheaded  legislation 
permitting  Commerce  to  promote  technology.  Advocates 
government  funding  of  technologies  such  as  HDTV. 
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BOB  TRAXLER 

Chair,  House  appropriations  subcommittee 

Holds  purse  string  for  basic  research 
Bom:  6/21/31,  Kawkawlin,  Mich. 

■  LL.B.,  Detroit  College  of  Law.  Ca- 
reer path:  Army;  county  prosecutor; 
state  representative;  U.  S.  Representa- 
tive (D-Mich.)  in  1974.  Chair  of  the  ap- 
propriations subcommittee  over  hud,  NSF,  NASA,  and 
EPA.  Pushed  agricultural  initiatives  in  the  past.  Is  not 
expected  to  push  hard  in  Congress  for  science  funding. 
Supports  an  increase  in  the  NSF  budget,  but  is  lukewarm 
toward  the  space  station.  Sees  little  hope  of  funding  all 
the  science  and  technology  efforts  that  Bush  has  put  in 
the  proposed  Administration  budget. 


FRANK  PRESS 

President,  National  Academy  of  Sciences 

Influences  government  on  science  policy 
Bom:  12/4/24,  Brooklyn,  N.  Y. 

■  PhD  in  geophysics,  Columbia  Univer- 
sity. Career  path:  professor  of  geo- 
physics at  Columbia,  California  Insti- 
tute of  Technology,  and  MIT;  science 
adviser  to  President  Carter;  president  of  the  National 
Academy  of  Sciences  in  1981.  Under  Press,  reports  and 
testimony  from  the  Academy's  1,573  elected  members 
are  increasingly  used  to  direct  science  policy.  Its  recom- 
mendations, however,  tend  to  be  conservative.  He  has 
suggested  that  scientists  should  help  set  priorities  in 
science.  Advocates  doubling  U.  S.  spending  on  R&D. 


ROBERT  A.  ROE 

Chair,  House  Committee  on  Science, 
Space  &  Technology 

Influence  over  science  priorities 

Bom:  2/28/24.  Wayne,  N.J. 

■  Washington  State  University.  Career 
path:  mayor  of  Wayne,  N.  J.;  New  Jer- 
sey commissioner  for  conservation  and 
economic  development;  U.  S.  Representative  (D-N.  J.)  in 
1969.  As  chair  of  the  House  Committee  on  Science,  Space 
&  Technology,  has  a  visible  pulpit.  Made  a  name  pushing 
water  projects  and  probing  the  space  shuttle  accident. 
Fought  for  the  proposed  doubling  of  the  NSF  budget. 
Plans  legislation  to  help  industry  hold  key  markets,  such 
as  supercomputers.  Could  exercise  greater  influence. 


JOHN  A.  YOUNG 

President,  Hewlett-Packard  Co. 

Influential  industry  voice  on  policy 
Bom:  4/24/32,  Nampa,  Idaho. 

■  MBA,  Stanford  University.  Career 
path:  Joined  HP  in  1958,  president  in 
1977,  CEO  in  1978;  chair  of  President's 
Commission  on  Industrial  Competitive- 
ness in  1983.  Founded  the  privately  funded  Council  on 
Competitiveness,  whose  positions  became  the  basis  for 
Bush's  science  and  technology  plank.  Has  stumped  for 
permanent  R&D  tax  credits,  for  grants  or  loans  for  tech- 
nical professorships,  and  for  doubling  the  NSF  budget. 
Lobbied  for  raising  status  of  Science  Adviser  to  Cabinet 
level.  A  frequent  voice  at  Congressional  hearings. 


ERICH  BLOCH 

Director,  National  Science  Foundation 
Directs  the  important  basic  research  agency 
Bom:  1/9/25,  Sulzburg,  West  Germany. 

■  BS  in  electrical  engineering,  Universi- 
ty of  Buffalo.  Career  path:  22  years  at 
IBM — from  engineer  to  vice-president; 
NSF  director  in  1984.  This  visible,  pow- 
erful, and  controversial  director  persuaded  Congress  to 
increase  the  agency's  budget  to  $1.8  billion  in  fiscal  1989. 
Wants  further  funding  boosts  this  year.  Changed  NSF's 
direction  by  adding  technology — and  collaborations  with 
industry — to  the  agency's  mission  of  supporting  basic 
scientific  research.  Respected  by  the  Administration  and 
Congress.  Tough  and  abrasive. 


RALPH  E.  GOMORY 

President,  Alfred  P.  Sloan  Foundation 

Respected  industry  voice  on  R&D  issues 
Bom:  5/7/29,  Brooklyn,  N.  Y. 

■  PhD  in  mathematics,  Princeton  Uni- 
versity. Career  path:  20  years  at  IBM, 
director  of  research  in  1970,  senior 
vice-president  for  science  and  technol- 
ogy in  1986;  president  of  the  Sloan  Foundation  in  1989. 
Chaired  Presidential  advisory  committee  recommending 
consortiums  develop  high-temperature  superconductors. 
Instrumental  in  creating  the  superconductivity  consor- 
tium formed  recently  by  MIT,  AT&T,  and  IBM.  Believes 
product  development  and  manufacturing  in  industry,  not 
research,  is  key  to  competitiveness. 


ROBERT  M.  WHITE 

President,  Nat.  Academy  of  Engineering 

Influences  Congress  on  technology  policy 
Bom:  2/13/23,  Boston. 

■  PhD  in  meteorology,  Massachusetts 
Institute  of  Technology.  Career  path: 
meteorologist  at  MIT;  chief  of  weather 
bureau  at  NOAA;  president  in  1983  of 
the  National  Academy  of  Engineering,  a  1,300-member 
sister  organization  of  the  National  Academy  of  Sciences. 
Is  gradually  gaining  influence  as  Congress  looks  more 
to  technology  and  engineering  to  solve  problems  of  U.  S. 
industrial  competitiveness.  Supports  funding  more  ap- 
plied science,  warning:  "We  fiddle  while  our  engineering 
and  technology  base  burns." 


ROBERT  M.  ROSENZWEIG 

President,  Assn.  of  American  Universities 

Speaks  for  universities  on  science  issues 
Bom:  8/27/31,  Detroit. 

~'  PhD  in  political  science,  Yale  Univer- 
sity. Career  path:  instructor,  dean, 
vice-president  at  Stanford;  aau  presi- 
dent since  1983.  Represents  the  inter- 
ests of  56  powerful  research  universities  that  receive 
60%  of  federal  research  funds  for  all  universities.  Is  a 
strong  presence  in  Washington  because  of  the  universi- 
ties' clout.  Now  lobbying  Congress  for  money  for  bricks 
and  mortar.  Is  concerned  that  the  rapid  deterioration  of 
university  buildings  and  research  facilities  is  putting  the 
U.  S.  research  enterprise  in  danger. 
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BUSINESS  6IES 
TO  COIIEGE 

AS  GOVERNMENT  FUNDS  TAPER  OFF, 
COMPANIES  ARE  BACKING  UNIVERSITY  LABS 


Irs  SPRING  IN  ITHACA,  N.  Y.,  AND  STUDENTS 
at  Cornell  University  are  playing  soccer 
and  lolling  on  the  grass  of  Upper  Alumni 
Field.  In  a  tunnel  beneath  their  feet,  high- 
energy  electrons  are  zipping  around  a  cir- 
cular nuclear  accelerator  that  spews  out  a 
powerful  beam  of  X-rays.  Scientists  from 
Cornell  and  such  companies  as  Exxon,  Eastman 
Kodak,  and  Merck  use  that  "synchrotron  light" 
for  a  variety  of  experiments,  from  cleaning  up 
fuels  to  looking  at  the  structure  of  transistors. 


At  the  end  of  the  field,  a  new  $32.5  million 
building  houses  the  university's  biotechnology 
research.  Since  1983,  Eastman  Kodak,  General 
Foods,  Corning  Glass  Works,  and  others  have 
pumped  $7.5  million  of  research  funds  into  proj- 
ects under  way  there. 

Not  far  away,  there's  the  Center  for  Theory 
&  Simulation  in  Science  &  Engineering,  one  of 
five  national  supercomputer  centers.  IBM  has 
already  kicked  in  $47.5  million  in  computers  and 
support.  Some  13  corporations,  including  Gener- 
al Electric  Co.  and  Ford  Motor  Co.,  regularly 
use  the  center.  Cornell  also  hosts  the  nation's 
largest  materials-research  center  and  a  Nation- 
al Nanofabrication  Facility  aimed  at  producing 
tiny  structures  for  tomorrow's  computer 
chips — and  industry  pays  to  use  them. 

In  just  a  decade,  Cornell  and  the  other  lead- 
ing research   universities   have  been  trans- 


Corporate  funds 
at  Texas  AAM 
helped  pay  for 
equipment  to 
manipulate  the 
embryos  of  mice 


formed  by  a  new  partnership  with  industry. 
Cooperative  research  centers,  incubator  parks, 
and  other  ventures  are  bringing  top  schools  a 
flood  of  research  dollars.  Last  year,  industry 
kicked  in  $850  million  to  U.  S.  universities,  up 
from  $293  million  in  1981.  The  influx  has  made 
"the  research  enterprise  far  more  vigorous 
than  it  was  10  years  ago  and  more  sensitive  to 
the  needs  of  society  than  at  any  other  time 
since  1940,"  says  Roger  L.  Geiger,  an  associate 
professor  of  education  at  Pennsylvania  State 
University. 

Although  corporate  cash  contributes  a  small 
percentage  of  universities'  research  budgets — 
only  6.67'  of  the  $13  billion  that  universities 
spend  each  year — the  money  is  by  no  means 
evenly  distributed.  Some  30  of  the  top  engineer- 
ing and  technical  schools  corner  half  the  funds, 
so  the  impact  at  those  schools  is  significant.  At 
Carnegie  Mellon  university  in  Pittsburgh,  for 
example,  Westinghouse  Electric  Corp.,  IBM,  andj 
other  companies  now  account  for  almost  255''  of 
the  school's  R&D  funding.  And  corporate  mont  ) 
helped  buy  Texas  a&m  University  a  new  Insii 
tute  for  Biosciences  &  Technology. 

It's  hardly  the  first  time  that  top  science  ami 


INDUSTRY'S  GROWING 
PRESENCE  ON  CilMPUS 


INDUSTRY  CONTRIBUTION  TO  TOTAL 
UNIVERSITY  R&D  FUNDING 


79  '80  '81  '82  '33  '84  '85  '86  '87 
▲  BILLIONS  OF  DOLURS 

DATA:  NATIONAL  SCIENCE  FOUNDATION 


engineering  schools  have  altered  their  course 
for  funding.  Until  1940,  the  federal  government 
supported  almost  no  university  research  except 
in  agriculture.  But  during  and  after  World  War ' 
II,  universities  received  huge  amounts  of  go\ 
ernment  money  for  directed  defense-related 
projects.  Then,  after  Sputnik  was  launched  in 
1957,  the  government  plov/ed  money  into  bricks 
and  mortar,  fellowships  to  train  more  scien- 
tists, and  basic  research. 

With  the  government  supporting  academi< 
science,  what  industry  money  there  was  sooi 
dried  up.  Even  so,  the  universities  stayed  flusl 
until  the  1970s,  when  government  support 
didn't  keep  pace  with  inflation.  To  cope  witi 
their  aging  facilities,  cash-strapped  schools 
turned  to  industry,  with  the  government  actiiu' 
as  matchmaker.  Now,  many  schools,  includiii;.' 
Penn  State,  Massachusetts  Institute  of  Tech 
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OUR  COMMITMENT  TO  AMERICA 
GOES  ON  POR  MILES.  i 


AMBAC  is  America's  leading  municipal  bond  insurer.  And  that  leadership  position 
carries  a  commitment. 

Just  how  is  that  commitment  measured?  One  way  is  by  looking  at  the  types  of 
AMBAC  insured  issues  AMBAC  insures.  In  1988,  nearly  $1  billion,  or 
^^^^ ISSU  ES  '^^'^^  dollar  of  every  ten  insured  by  AMBAC, 

IKS  lOQQ  XLJAKI  transportation-related  projects.  That  translates 

A  L  i\/  /^VT-i    r-  ri^^"^      directly  into  new  and  better  roads,  bridges,  transit 
/A  IN  Y  v»/  I  li  L  K  and  airport  facilities  all  across  America,  benefitting  millions 
C^D^APi^NI  Y.  of  commuters,  vacationers  and  business  travelers. 

Another  way  to  measure  AMBAC's  commitment  is  by  looking  at  the  total  number 
of  new  issues  we  insured.  By  that  standard,  AMBAC  insured  more  issues  last  year 
than  any  other  company— a  total  of  699— for  an  insured  issue  volume  of  $7.93  billion, 
or  nearly  30%  of  all  new  insured  issues. 

By  almost  any  measure  of  commitment,  AMBAC  is  truly  first  in  municipal  bond 
insurance.  And  that's  good  not  only  for  America's  travelers.  It's  good  for  the  whole 
country.  AMBAC.  Helping  Insure  a  Stronger  America. 

One  State  Street  Plaza,  New  York,  NY  10004  (212)668-0340 
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IfOurHotelsMakeBusinessTravel 
Feel  iJke  AVacation,ImagineWhat  Our 
ResortsMakeAVacationFeelUke. 

whether  business  takes  you  to  one  ol  our  hotels,  or  pleasure  to  one  M 
of  our  resorts,  at  Four  Seasons  you'll  always  enjo)'  the  same  metieulous  ^:^e 
service  and  uncompromising  attention  to  your  personal  comfort.  pQ|j|'5g350nS 

Making  us  a  perfect  escape  from  the  rigors  of  a  pressure-  THt  GRANOHon  LsANn 
tilled  worid-  Should  that  escape  last  weeks,  or  merely  overnight.     Rlsortsoi  Ol^rtimi: 

UNITED  STATES  Auilm.  Bnuim.  Chuuj^u.  Chna^nlTheRilz-Carllim),  Hoiiimn  I  Center  I.  Hiiustim  ( Inn  im  ihe  Park  I.  Liu  Angeles. 
New  Yiirk  I  The  Pierre).  Neuport  BeaihCahfornia.  PhiUtieiphta.  San  Eramnco.  Seattle.  VCaihrngttm  D  C.  CANADA:  Montreal 
(LeQiiatreSaiuin>l.  Ottatta.  Tfmintn.  TiirmituI  Inn  ,in  the  Park).  Vanmuier  UNITED  KINGDOM:  LunJon  I  Inn  nn  the  Park  I  JAPAN: 
'Titp:l  IWI I  RESORTS  CarthhcinlNetti.  W  /  .  IWt)).  Dallai  I  Las  Coltnai).  Mailt  tWatlta.  19m).  Santa  Barbara  (The  Biltmiire). 

CanaJa  ( Minati  )  Tnr  rem-iatiiuis  in  the  U  S  call  1X00)  i  s2-U-lJ.  in  CanaJa  iall  I HOO )  2(sH-(s2X2  iir  call  yiiiir  travel  agent 


IT)  1989  Four  Sedson".  Hoit  is  I  id 


BusinessMfeek  Travel  Facts 


DID  YOU  KNOW?  Business  Week's  next  Steve  Birnbaum 
edited  Frequent  Traveler  Section  is  scheduled  for  the 
October  30,  1989  issue.  Closing  is  September  18.  For 
more  information  call  your  Business  Week  Representative 
or  John  Holden  at  (212)  512-6394. 


Business  Goesiocoiieoe^ 

nology,  and  Carnegie  Mellon  are  churn- 
ing out  technology  aimed  at  the  needs  of 
industry. 

The  coziness  with  industry  has  its  per- 
ils. School  officials  are  wrestling  with  a 
conflict  between  academic  freedom — to 
pursue  basic  research  and  to  publish — 
and  the  priorities  of  industry:  privacy, 
patent  protection,  and  research  results 
companies  can  use.  But  the  issues  are 
hardly  insurmountable. 

Take  the  research  partnership  be- 
tween Washington  University  in  St.  Lou 
is  and  Monsanto  Co.  Since  1982,  Mon 
santo  has  invested  $65  million  in 
biomedical  research  at  the  school.  A 
joint  company-university  committee 
makes  grants  to  researchers  to  make 
sure  the  missions  of  both  are  met.  Is  it 
working?  The  agreement  has  generated 
over  35  patents  and  Monsanto  has  two 
potential  drugs  in  testing.  "The  best  in 
dication,"  says  Edward  L.  MacCordy,  as- 
sociate vice-chancellor  for  research, 
that  we  both  continue." 


IS 


.\SHINGTON  UNIVERSITY  AND  A 
handful  of  other  schools  have 
even  gone  a  step  further: 
They  are  setting  up  venture 
capital  operations  on  theii 
campuses.  These,  too,  are  con 
troversial.  Boston  University 
for  one,  has  recently  been  shopping  foi 
a  partner  so  that  a  nearly  broke  biotechj 
nology  company  the  school  helped  sej 
up,  Seragen  Inc.,  can  get  an  experimen 
tal  cancer  drug  to  the  market.  BU  ha^ 
plowed  $47  million  into  the  company| 
But  others  have  had  more  luck.  Washj 
ington  University's  venture  fund,  for  e.x 
ample,  has  spun  out  two  promising  medi 
cal  device  companies. 

While  the  presence  of  business  ot 
campus  is  helping  some  schools  im 
mensely,  it's  clear  that  continued  gov 
ernment  funding  of  the  nation's  univer 
sities  is  critical.  Since  it  is  mainly  th( 
leading  schools  that  are  profiting  frop 
industry  collaboration,  there  is  a  dan^' 
of  creating  a  university  system  of  ha\  r 
and  have-nots  in  science  and  technolog\ 
That  could  jeopardize  the  training  o 
new  science  and  technical  professional:- 
D.  Allan  Bromley,  President  Bush's  ne\ 
science  adviser,  estimates  that  it  wi 
take  $10  billion  to  upgrade  outdated  un 
versity  science  facilities. 

But  most  experts  believe  that  tn 
benefits  of  the  new  relationship  betwee 
academe  and  the  boardroom  outweig 
the  risks.  "Universities  can  influenc 
and  accelerate  the  innovation  cycle, 
says  Angel  G.  Jordan,  provost  of  Carm 
gie  Mellon.  Right  now,  that  certaiiil 
can't  hurt. 

By  Naomi  Freundlich  in  New  York,  trii 
bureau  reports 
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ENGLAND 

KNOWN  FOR  ITS  BIRD  WATCHERS. 


FHE  GIN  OF  ENGLAND.  AND  THE  WORLD. 

O  R  D  O  N '  S 

PRODUCED  IN  U.S.A.  ACCORDING  TO  THE  FORMULA  OF  ALEXANDER  GORDON  AND  COMPANY  LONDON,  ENGLAND 
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Time  Management:  the 


The  fashion  world  can  be 
dqg-eat-dog.  ^u're  either  on 
the  cutting  edge,  or  you're 
out  of  business.  It's  that  sim- 
ple. In  an  industry  as  fast- 
paced  as  this,  I've  no  choice 
but  to  manage  my  time  as  ef- 
fectively as  possible. 

I  never  beat  around  the 
bush.  I  try  to  focus  my  ener- 
gies and  never  stop  pushing. 

I  always  look  for  certain 
time-saving  tools  to  help  me. 

That's  where  Dictaphone 


comes  in. 


i 


Oil  idphonc*  IS  a  trademark  o(  Lin  ;.ii)h<.rif  Curporalif; 
Sirdlfnrd,  CT  ©  19«y  Dictaphone  C  nrp 


ibric  of  any  good  business. 


When  inspiration  hits,  I'm 
ays  ready.  I  carry  my 
taphone  portable  to  re^ 
d  quick  ideas  abou^^ 
es  and  colors. 


step  ahead. 
While  travel- 
ing between 


my  offices  in  Paris  and  New 
\brk,  my  Dictaphone  equip- 
ment lets  me  phone  in  any 
hour  of  the  day  or  night 
and  leave  a  message 
'  for  my  entire 
staffj  or  dictate 
a  letter  to  my  secretary 
from  a  car  phone.  Or 
even  from  a  plane  at  36,000 
feet.  I  can  also  check  the 
system  for  messages  left  for 
me  by  others,  and  respond 
to  them  all  with  one  phone 
call.  So  I'm  never  out  of 


touch,  no  matter  where  my 
travels  may  take  me. 

To  me.  Time  Manage- 
ment has  always  been  the 
fabric  of  any  good  business. 

And  to  help  manage  time 
more  effectively.  Dictaphone 
will  always  be  in  fashion. 

Dictaphone. 
Time  Management. 


Call  1-800-433-0880 

for  more  information.  Or  mail  to:  Dictaphone 
Corporation,  3191  Broadbridge  Avenue 
Stratford,  CT 06497-2559 


Name . 


Title. 


Company. 

Address  

Citv  


Phone . 


State . 


L 


m  Dictaphone 

A  Pitney  Bowes  Company 
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Last  year,  industry  kicked  in 
$850  million  to  U.  S.  universi- 
ties, up  from  $298  million  in 
1981.  A  few  dozen  top  institutions, 
however,  have  cornered  the  lion's 
share  of  the  funds.  These  12 
schools  have  attracted  the  most 
industry  dollars  for  research. 


MASSACHUSETTS  INST.  OF  TECH. 

Cambridge,  Mass. 
Industry  funding:  $35  million 
Industry's  share  of  school's  R&D  funds:  13.3% 
PhDs  conferred  in  science  or  engineering:  212 

■  MIT  is  a  trendsetter  in  engineering, 
engineering  education,  and  cooperative  industry-universi- 
ty research.  It  sports  40  interdisciplinary  labs  in  such 
fields  as  artificial  intelligence,  cancer  research,  space 
science,  and  communications.  In  the  past  50  years,  it  has 
churned  out  an  impressive  array  of  new^  technology, 
including  radar,  inertial-guidance  systems,  and  LISP,  a 
computer  language  used  to  write  artificial-intelligence 
programs.  MlT  has  eight  Nobel  laureates  on  the  faculty; 
nine  alumni  are  also  winners.  It  owns  900  patents. 


GEORGIA  INST.  OF  TECH. 

Atlanta 


Industry  funding:  $24  million 
Industry's  share  of  school's  R&D  funds:  20% 
PhDs  conferred  in  science  or  engineering:  93 

■  Just  15  years  ago,  this  school  spent 
only  $10  million  a  year  on  research.  This  year,  the  bud- 
get tops  $145  million.  Its  Microelectronics  Research  Cen- 
ter raised  $17  million  from  industry.  Other  centers  focus 
on  manufacturing,  computational  mechanics,  and  nuclear 
fusion.  The  campus  also  hosts  15  industry  consortiums 
exploring  sucn  topics  as  zeolite  chemistry,  for  refiners 
seeking  new  catalysts,  and  materials  handling,  for  which 
28  firms  each  cough  up  $40,000  annually  for  automation 
and  processing  technology. 


PENNSYLVANIA  STATE  UNIV. 

State  College,  Pa. 

Industry  funding:  $20  million 
Industry's  share  of  school's  R&D  funds:  12% 
PhDs  conferred  in  science  or  engineering:  253 

■  Penn  State  is  a  powerhouse  in  earth 
and  mineral  sciences — geoscience,  geography,  mining  en- 
gineering, and  meteorology.  It's  also  in  the  forefront  in 
advanced  materials  research — particularly  electronic  ce- 
ramic materials.  It's  the  nation's  leading  center  for  re- 
search on  diamond  films,  which  promise  superhard  coat- 
ings and  electronic  circuits  that  can  withstand  high 
temperatures.  NASA  is  a  big  contributor,  supporting 
three  multimillion  dollar  centers  studying  propulsion  sys- 
tems and  the  effects  of  living  in  space. 


UNIV.  OF  WASHINGTON 

Seattle 

^\  Industry  funding:  $18.6  million 

Industry's  share  of  school's  R&D  funds:  10% 
PhDs  conferred  in  science  or  engineering:  277 

■  The  University  of  Washington  made 
its  name  in  medical  technology,  pioneering  the  develop- 
ment of  dialysis  for  kidney  failure.  This  year,  the  univer- 
sity expects  to  hit  $1  million  in  royalty  income  from  40 
patents,  and  50  more  are  pending.  Its  big  winners:  pat- 
ents covering  a  hepatitis  B  vaccine  and  a  probe  that's 
the  treatment  of  choice  for  bleeding  ulcers;  both  are 
licensed  to  Merck  &  Co.  The  state-funded  Washington 
Technology  Center  promotes  on-campus  research  in  sup- 
port of  local  high-tech  industries. 
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CORNELL  UNIV. 

Ithaca,  N.  Y. 


Industry  funding:  $17  million 


Industry's  share  of  school's  R&D  funds:  7% 
PhDs  conferred  in  science  or  engineering:  365 

■  A  star  in  agricultural  studies,  Cornell 
has  also  recently  become  a  hub  of  cooperative,  high-tech 
research.  It's  home  to  six  national  research  centers — 
more  than  any  other  university.  Included:  a  National 
Nanofabrication  Facility,  an  electron-positron  storage 
ring,  a  supercomputing  center,  and  the  largest  materials- 
science  center  funded  by  the  National  Science  Founda- 
tion. Microscopic  transistors,  high-temperature  supercon- 
ductors, and  life-like  computer  graphics  are  among  the 
developments  moving  out  of  these  labs. 


TEXAS  A&M  UNIV. 

College  Station,  Tex. 


Industry  funding:  $13.4  million 
Industry's  share  of  school's  R&D  funds:  6% 
PhDs  conferred  in  science  or  engineering:  291 

■  Texas  A&M,  long  known  for  its  mili- 
tary-style corps  of  cadets,  has  now  catapulted  itself  into 
the  forefront  of  research  universities.  It  has  spent  $34 
million  over  the  past  two  years  on  new  equipment  and 
facilities.  Last  year's  research  funds  nearly  doubled  the 
1982  expenditure.  And  much  of  the  increase  has  come 
from  federal  sources:  NSF's  ocean-drilling  project,  which 
studies  earth-core  samples,  brings  in  $30  million  annual- 
ly. The  university  broke  ground  last  year  on  an  Institute 
for  Biosciences  &  Technology. 


CARNEGIE  MELLON 

Pittsburgh 


Industry  funding:  $16  million 


Industry's  share  of  school's  R&D  funds:  19% 
PhDs  conferred  in  science  or  en^neering:  117 


■  Hosting  more  than  20  interdisciplin- 
ary research  centers,  CM  is  a  leader  in  computer  science 
and  robotics.  Westinghouse  Electric  Corp.  was  the  origi- 
nal supporter  of  the  decade-old  Robotics  Institute,  but 
funding  has  swelled  to  $10  million  as  other  companies 
and  government  agencies  have  kicked  in.  CM's  computer- 
science  department  pioneered  research  in  artificial  intelli- 
gence and  parallel  processing.  In  1984,  CM  won  a  grant 
from  the  Defense  Dept.  to  set  up  a  $103  million  Software 
Engineering  Institute. 


WASHINGTON  UNIV. 

St.  Louis 


Industry  funding:  $12  million 


Industry's  share  of  school's  R&D  funds:  12% 
PhDs  conferred  in  science  or  engineering:  102 

■  Washington  University  is  a  leader  in 
biological  sciences,  especially  biotechnology.  The  first 
genetically  engineered  tomato  plant  with  virus  resis- 
tance came  out  of  these  labs,  and  researchers  are  work- 
ing on  a  vaccine  to  make  animals  resistant  to  salmonella. 
The  well-respected  medical  school  is  developing  a  prom- 
ising biotech  drug  to  control  high  blood  pressure.  The 
university  also  houses  an  NSF-funded  National  Facility 
for  Nuclear  Magnetic  Resonance.  Monsanto  Co.  is  the 
BMOC  here,  kicking  in  $62  million  so  far. 


UNIV.  OF  MICHIGAN 

Ann  Arbor,  Mich. 


SA\  Industry  funding:  $14.4  million 


Industry's  share  of  school's  R&D  funds:  6.4% 
PhDs  conferred  in  science  or  engineering:  217 


■  Medical  studies  grab  a  third  of  total 
science  and  engineering  funds,  and  aggressive  recruiting 
has  attracted  research  stars.  One  notable  result:  UM 
scientists  led  early  clinical  testing  of  the  blood-clot-bust- 
ing drug  TPA.  The  university  is  the  traffic  center  for 
data  pouring  out  of  six  national  supercomputing  centers. 
It  has  longstanding  ties  to  local  industry:  the  Big  Three 
carmakers  and  Dow  Chemical  Co.  Chrysler  Corp.  is  help- 
ing to  fund  research  on  "smart  fluids"  that  change 
viscosity  in  response  to  an  electric  current. 


NORTH  CAROLINA  STATE  UNIV. 

Raleigh,  N.  C. 

Industry  funding:  $12  million 
I  Industry's  share  of  school's  R&D  funds:  12% 
PhDs  conferred  in  science  or  engineering:  210 
"^^x  ■This  land-grant  university  has  pro- 
grams in  engineering,  textiles,  forestry,  and  agriculture. 
It  was  the  first  to  build  and  operate  a  nuclear  reactor 
for  educational  purposes  and  to  offer  nuclear-engineer- 
ing degrees.  The  first  synthetic  aorta  was  developed  at 
its  textile  school,  the  nation's  largest,  and  its  foresters 
conduct  important  acid-rain  research.  NCSU  has  NSF  cen- 
ters in  communications,  food  processing,  and  electronic 
materials.  Recent  breakthrough:  a  process  for  making 
thin  films  of  high-temperature  superconductors. 


UNIV.  OF  CALIFORNIA  (UCLA) 

Los  Angeles 

Industry  funding:  $14.4  million 
Industry's  share  of  school's  R&D  funds:  7.6% 
PhDs  conferred  in  science  or  engineering:  362 

■  Once  revered  as  the  mecca  of  colle- 
giate basketball,  UCLA  has  become  almost  as  well  known 
for  the  exploits  of  its  scientists.  The  school  of  medicine 
receives  top  funding  from  private  and  federal  sources, 
and  it  has  built  enviable  expertise  in  AIDS  research.  Its 
lithotripter,  which  uses  shock  waves  to  blast  away  kid- 
ney stones,  and  a  method  for  inducing  bone  formation 
are  just  two  inventions  to  come  out  of  UCLA  recently. 
The  Brain  Research  Institute  is  breaking  new  ground  in 
imaging  and  in  the  treatment  of  epilepsy. 


UNIV.  OF  ARIZONA 

Tucson 


Industry  funding:  $11£  million 
Industry's  share  of  school's  R&D  funds:  8.4% 
PhDs  conferred  in  science  or  engineering:  219 

■  Arizona  leads  in  optical  science,  mate- 
rials science,  and  medicine.  Two  optics  consortiums  are 
exploring  optical-data  storage  and  computing.  In  materi- 
als science,  it's  a  leader  in  creating  made-to-order  metals 
with  properties  not  found  in  nature.  One  example:  ce- 
ramics with  the  strength  of  steel.  Astronomy  is  also  a 
major  focus:  Arizona  researchers  have  a  new  process  for 
making  huge  but  lightweight  mirrors  for  long-range 
telescopes.  Plus,  medical  researchers  are  working  with 
Toshiba  Corp.  to  develop  filmless  X-rays. 
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A  lot  of  people  are  uninformed  about 
the  latest  developments  in  business  banking 

(Unfortunately,  many  of  them  are  bankers.) 

The  business-banking  field  is  fairly  exploding  with  new  products' 
and  services  these  days.  Just  ask  any  banker.  ! 

Hmm.  On  second  thought, 
maybe  you  shouldn't. 

Now,  understand,  we  don't 
mean  to  disparage  our  chosen  pro- 
fession. But  most  bankers  have  been 
brought  up  to  be  conservators  of 
the  status  quo— as  straight  as  the 
pinstripes  they  wear,  as  staunch  and 
solid  as  the  buildings  they  inhabit. 
And  that's  fme. 

We're  a  little  different  here 
at  Continental,  though.  We  have  this  nagging  feeling  that  a  bank's  job  shouldn't 
be  to  resist  change,  but,  rather,  to  help  its  clients  deal  with  change.  < 

So  we've  become  quite  preoccupied  with  the  search  for  new  ways  to  assist 
businesses  like  yours.  Even  to  the  point  of  shedding  our  retail  banking  interests  entirely 

«'  198V  Conuncnt.d  Bank  N.A  231  Soulh  L-iSallu  Street,  Chicjjjc.  Illinois  60697 


You'll  discover  what  this  means  the  first  time  you  sit  down  with  a 
Continental  banker. 

Instead  of  massaging,  kneading  and  pummeling  your  problems  until  they 
It  the  standard  banking  solutions,  we  study  your  situation  as  it  really  is,  from 
very  conceivable  angle. 

Instead  of  trotting  out  the  same  timeworn  collection  of  financial  tools, 

we're  perfectly  willing  to  head 
for  the  foundry  and  forge  some- 
thing new. 

Instead  of  viewing  ortho- 
doxy as  a  thing  to  be  worshipped, 
we  prefer  to  look  at  it  as  a  thing  to 
be  improved  upon. 

What's  our  problem?  Can't 
we  leave  well  enough  alone? 

Well,  we  could.  But  there 
are  plenty  of  banks  doing  that 
Iready.  And  plenty  of  companies  to  keep  them  busy  at  it. 

If  your  company  is  interested  in  not  being  one  of  them,  it's  time  we  talked, 
ust  call  (312)  828-5799  and  ask  us  what's  new.  Although  we  should  warn  you: 

round  here  that's  a  leading  question.  Continental  Bank 

A  new  approach  to  business." 


year  with  General  Motors  Corp.'s  Delco  Elec- 
tronics Corp.  Two  years  ago,  Motorola  became 
the  first  U.  S.  chipmaker  to  team  up  with  a 
Japanese  rival:  With  Toshiba  Corp.,  it  has  a 
plant  outside  Tokyo  that  produces  dynamic  ran- 
dom-access memory  chips  and  microprocessors. 

Motorola  isn't  alone  in  its  effort  to  reshape 
the  way  it  goes  about  R&D.  In  a  frantic  drive  to 
keep  up  with  foreign  competition,  U.  S.  compa- 
nies are  tying  their  R&D  labs  more  closely  to 
business  units — and  business  plans — to  speed 
up  product  development.  In  search  of  new  tech- 
nology at  a  price  they  can  afford,  they're  step- 
ping outside  to  participate  in  new  research  ar- 
rangements. These  days,  consortiums,| 
university  partnerships,  international  efforts,! 
and  joint  ventures  are  all  widely  used  weapons! 
in  the  arsenal  of  corporate  R&D  strategies. 

Even  industry  behemoths  like  IBM,  Ford  Mo- 
tor, and  American  Telephone  &  Telegraph  can 
no  longer  afford  to  be  self-sufficient.  Last  year, 
the  companies  included  in  BUSINESS  week's  r&d 
Scoreboard  spent  $59.4  billion  on  R&D  (pagej 
176),  up  11%  from  the  year  before.  But  thei 
price  tag  of  ever-more-complex  technology  is 
rising  at  a  relentless  pace.  Developments  such 
as  high-temperature  superconductors  "con-, 
stantly  surface,  but  are  beyond  the  capacities 
of  even  IBM  to  develop  alone,"  says  D.  Bruce 
Merrifield,  former  assistant  secretary  for  tech 
nology  at  the  Commerce  Dept. 

It  wasn't  always  so.  In  1900,  General  Electric 
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CONSORTIUMS,  UNIVERSITY  DEALS,  AND 
CO-VENTURES  HELP  COMPANIES  COMPETE 


ILLIAM  V.  BRAUN  HAS  ONE  TOUGH  JOB. 

As  R&D  director  at  Motorola  Inc.,  the 
only  U.  S.  company  still  among  the 
top  five  chipmakers  worldwide,  he 
needs  to  match  the  alacrity  with 
which  the  Japanese  introduce  new 
technology,  race  through  product  cy- 
cles, and  improve  their  production  processes. 
At  the  same  time,  he  has  to  keep  Motorola 
forging  ahead  to  the  next  generation  of  chips, 
which  cost  gargantuan  sums  to  develop. 

But  Braun's  $750  million  R&D  budget  can't 
pay  all  those  bills,  so  he's  looking  outside  for 
help.  Motorola  has  joined  the  semiconductor 
R&D  con.sortium,  Sematech,  and  is  jointly  de- 
signing products  with  customers,  including  a 
32-bit  microprocessor  that  it  introduced  this 


Kodak's  lab 
in  Japan  is  among 
137  that  are 
U.S.-owned  or 
U.S.-controiied 


^bout  this  copSeK 

It  can  take 
zare  of  itself. 


;rox  is  known  for  worry-free  copiers,  but 
is  one  takes  the  cake. 

can  actually  spot  potential  service 
oblems  and  call  for  help— all  by  itself, 
le  advanced  technology  that  makes  this 
issible  is  called  Remote  Interactive 
mmunications.  But  you  can  call  it  RIC. 
C  sits  on  top  of  your  1090  copier, 
3nitors  its  performance  24  hours  a  day 
d  relays  the  information  to  a  service 
mputer.  The  computer  analyzes  the 
formation  and  alerts  your  local  Xerox 
rvice  center  if  it  detects  an  impending 


problem.  Service  can  then  be  scheduled  at 
your  convenience.  Before  you  know  it, 
the  potential  problem  is  no  problem  at  all. 

Needless  to  say,  RIC  is  getting  rave  reviews 
from  our  customers  for  increasing  uptime 
and  reducing  aggravation.  In  fact,  it's  such  a 
good  idea  that,  in  the  future,  you'll  find  RIC 
included  in  all  our  high-volume  copiers. 

But  you  can  take  advantage  of  it  immediately. 
Just  call  1-800-TEAM-XRX,  Ext.  1011,  or  fill 
in  the  coupon. 

Team  Xerox.  IVe  document  the  world. 


Yes,  my  copier  is  the  last  thing  I  want  to  woiry  about. 
Please  send  me  more  information  on  how  RIC  can  take 
care  of  it  for  me. 

□  Please  send  me  information. 

□  Please  have  a  sales  representative  contact  me. 
Send  this  coupon  to: 

Xerox  Corporation,  PO.  Box  24,  Rochester.  NY  14692 


ADDRESS 

CITY  STATE        ZIP  0003-6- 1^ 

Or  call  l-800-TEAM-XRX,Ext.  101 1 
(1-800-832-6979,  Ext.  1011). 

XEROX.'  RIC  and  1090  are  Irademarks  of  XEROX  CORPORATION 


orecast:  Access  to  the 
CATs  program 
will  keep 
New  York  State 
businesses  on 
the  leading  edge 
of  technology. 

There's  little  (juestion  about  it. 
During  the  next  decade,  innovative 
new  technologies  will  he  the  key  to 
business  ethciency  and  growth. 

That's  why  New  York  State  has 
created  ten  Centers  lor  Ad\  anced 
TechnologN'  (CATs). 

CATs  are  unixersity-based 
research  and  development  centers. 
Each  one  concentrates  on  an 
industriall\-rele\ant  area,  such  as 
computers,  telecommunication  or 
bioniedicine.  And  each  has  a 
specific  goal:  to  develop  leading 
edge  technologies  that  can  be 
transferred  to  the  private  sector 

(JATs  have  already  had  a  major 
impact  on  the  business  community. 
They've  led  to  new  monitoring 
systems  for  computers,  new 
processes  in  genetic  engineering, 
plus  other  important  patents  that 
involve  weather  tracking  and 
potential  AlDs  treatments.  What's 
more,  the  (Centers  ha\  e  generated 
several  spin-ofl  companies, 
hundreds  of  collaboratixe  projects 
with  industry  and  have  trained 
nearK  a  thousand  graduate 
students. 

The  CATs  program.  Just  one 
more  reason  New  York  State  is  the 
place  where  business  can  expect  to 
grow  —  now  and  in  the  future. 
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Ask  us  how  to 
cut  your  risk  in 
today's  market 

If  you  want  to  reduce  your  market  risk, 
Twentieth  Century  Investors'  five  fixed 
income  funds  can  give  you  a  wide  range 
of  quality,  no-load  investment  options. 

•Cash  Reserve 

•U.S.  Governments 

•Lx)ng-Term  Bond 

•Tax-Exempt  Intermediate  Term 

•Tax-Exempt  Lxjng  Term 
For  complete  information  about 
Twentieth  Century  Investors,  including 
charges  and  expenses,  call  toll-free  for 
an  Information  Kit  and  Prospectus. 
Please  read  the  Prospectus  carefully 
before  investing. 

Ask  for  your  free 
Guide  to  Cutting  Risk. 

1-800-345-2021 
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Co.  set  up  its  first  corporate  laborato- 
ry— in  a  barn  on  the  banks  of  the  Erie 
Canal.  And  until  World  War  II,  corpo- 
rate R&D  labs  were  relatively  simple  or- 
ganizations; one  laboratory  conducted 
research  for  several  manufacturing  ar- 
eas. But  industrial  labs  expanded  rapidly 
after  the  war,  pumped  up  by  military- 
inspired  advances  in  nuclear  energy, 
electronics,  and  manufacturing.  The 
great  industrial  R&D  labs  at  such  compa- 
nies as  GE,  IBM,  AT&T,  Westinghouse 
Electric,  and  RCA  spewed  out  products 
from  television  to  computers. 

By  the  late  1970s,  the  salad  days  were 
over  as  Japan  began  usurping  market 
after  market.  Recession  and  a  drop  in 
government  R&D  funding  pinched  bud- 
gets just  as  whole  new  fields  such  as 
biotechnology  and  microprocessors  burst 
on  the  scene.  A  recent  wave  of  corporate 
belt-tightening  forced  executives  to  look 
at  shorter  and  shorter 
horizons,  squeeze  bud- 
gets, pare  operations, 
and  harness  R&D  to 
support  existing  busi- 
nesses. At  Westing- 
house,  R&D  has  been 
cut  so  much  that  the 
company  recently  of- 
fered its  neighbor, 
Carnegie  Mellon  uni- 
versity, unused  space 
in  its  labs. 

To  stretch  their  slim 
R&D  budgets,  compa- 
nies are  learning  that 
they  must  overcome 
"the  natural  cultural 
reluctance"  to  band 
together,  says  Robert 
P.  Caren,  corporate 
vice-president  for  sci- 
ence and  technology 
at  Lockheed  Corp. 
Dozens  of  consortiums  are  churning  out 
production  processes,  product  improve- 
ments, and  new  technologies.  A  study  of 
semiconductor  manufacturers  conducted 
by  the  Center  for  Science  &  Technology 
Policy  at  Rensselaer  Polytechnic  Insti- 
tute (RPI)  found  they  were  spending  an 
average  of  35%  of  their  research  bud- 
gets on  technical  alliances. 

Collaborations  don't  solve  all  the  prob- 
lems, however.  By  trying  to  become 
"leaner  and  meaner,"  companies  are  put- 
ting intense  pressure  on  their  corporate 
R&D  units  to  get  "optimum  results  in 
each  area,  which  takes  away  from  big 
projects,"  says  Herbert  I.  Fusfeld,  direc- 
tor of  the  RPI  center.  As  a  result,  many 
companies  have  dropped  long-term  basic 
research.  The  short-term  focus  "is  a 
very  real  problem  with  innovation  in  this 
country,"  says  Ian  M.  Ross,  president  of 
AT&T  Bell  Laboratories. 


Take  Eastman  Kodak  Co.  In  1983,  its 
research  group  was  decentralized  to 
serve  six  key  business  units.  Since  then, 
overall  R&D  funding  has  dropped  from  a 
high  of  9.2%  of  sales  in  1986  to  7%  last 
year.  Long-term  research  efforts  were 
abandoned  or  drastically  reduced. 
Among  the  victims:  photoresists  for 
printing  circuits  on  semiconductors  and  i 
the  development  of  new  magnetic  re- 1 
cording  technology. 

Instead  of  plying  the  unknown  on: 
their  own,  some  companies,  including 
Digital  Equipment,  IBM,  Monsanto,  and  I 
Hewlett-Packard,  have  become  adept  ati 
mining  universities  for  their  basic  knowl- 
edge. Digital  Equipment  Corp.,  for  in- 
stance, confines  most  of  its  own  R&D  to 
applied  work,  while  an  extensive  web  of 
university  arrangements,  including  con- 
tracts with  100  of  them,  supplies  the 
fundamental  research.  But  others  are 
becoming  disenchant- 
ed with  such  arrange- 
ments, says  Richard 
M.  Cyert,  Carnegie 
Mellon's  president. 
Trouble  comes  when 
companies  have  unre- 
alistic expectations  for 
short-term  gains  or 
treat  the  deals  as  a 
passive  investment. 
"The  right  way  to  do 
cooperative  research 
is  to  view  it  as  a  joint 
venture,"  he  says. 

Increasingly,  R&D  in 
larger  companies  is 
following  the  manu- 
facturing operations 
abroad.  Japan's  Minis- 
try of  International 
Trade  &  Industry 
(MITI)  says  there  are 
137  labs  in  Japan  that 
are  U.  S.-owned  or  U.  S.-controlled.  Com 
panies  such  as  Eastman  Kodak  are  inter 
nationalizing  their  R&D  both  to  create 
freestanding  foreign  subsidiaries  and  to 
repatriate  technology  that  does  not  exist 
in  the  U.  S.  Since  overseas  labs  are  ex- 
pensive, other  U.  S.  companies  are  team- 
ing up  with  foreign  outfits.  Union  Car 
bide,  which  already  owns  laboratories  in 
Europe  and  Hong  Kong,  is  actively 
searching  out  foreign  R&D  partners. 

For  the  most  part,  experts  see  the 
new  climate  of  cooperation  as  a  positive 
step — but  only  if  it's  not  a  substitute  foi 
real  commitment  to  developing  new  tech- 
nology for  the  long  haul.  The  danger  is 
that,  in  its  zeal  to  stay  competitive  to- 
day. Corporate  America  could  abdicate 
the  ground-breaking  research  that  lays 
the  foundation  for  future  winners. 

By  Naomi  Freundlich  in  New  York,  mth 
bureau  reports 
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FHE  TOTAL  TRUCK 


1  dramatic  new  aerodynamic  efficiencies  integrated  into 
ry  last  detail,  the  Mack"  CH600  has  to  be  the  most 
histicated  long-distance  truck  design  of  the  twentieth 
fury. 

nlike  other  so-called  "new"  fleet  trucks  being  sold  today, 
CH600  gives  you  eye-opening  beauty  that  is  not  just 
metic  surgery.  In  keeping  with  Mack's  unique  concept 
aianced  Design,  this  heavy-duty  highway  hauler  was 
ated  totally  new  from  the  frame  up. 

1  fact,  it's  new  from  two  frames  up.  There's  a  strong  new 
/  frame  for  increased  payload.  And  a  unique,  air-cushion 
jubframe  for  unsurpassed  driving  and  sleeping  comfort. 

icorporated  into  this  unified  design  is  an  axle-back 


configuration  for  executing  a  tight,  24-foot  turning  radius. 
While  you  enjoy  far  better  front-axle  load  distribution. 

Inside,  lavish  new  accommodations,  roominess,  and 
thoughtfully  designed  instrumentation  demonstrate  a 
whole  new  dimension  in  driver  sensitivity.  All  geared  to 
making  good  drivers  happier  and  more 
productive. 

We  invite  you  to  see  the  new  CH600. 
Contact  your  Mack  dealer  today.  For 
the  total  experience. 


Corporations  are  reshaping  the 
way  they  do  research,  in  part 
because  the  price  tag  of  tech- 
nology is  rising  so  relentlessly. 
Here  are  the  R&D  directors  of  the 
12  U.  S.  companies  with  the  big- 
gest R&D  budgets — in  all,  close  to 
40%  of  all  U.  S.  industrial  R&D. 


rlrH 

 r-  ir~  i 


GENERAL  MOTORS  CORP. 

Robert  A.  Frosch,  v-p  for  research 

Warren,  Mich. 
R&D  budget:  $4.8  billion 

■  Born:  5/22/28,  New  York  City. 
PhD  in  tiieoretical  physics,  Columbia 
University.  Career  path:  researcher, 
R&D  director.  Running  GM's  labs  is  the 
first  industry  job  of  the  former  DARPA  director.  Navy 
R&D  head,  and  UN  official.  Since  being  named  research 
director  in  1982,  Frosch  has  worked  hard  to  improve 
plant  efficiency.  The  role  of  R&D,  he  believes,  is  to  "sit 
around  and  think  up  ways  the  automobile  might  be  made 
obsolete — before  the  other  guy  does."  Biggest  battle: 
"Convincing  people  it's  worth  taking  a  risk  on  change." 


FORD  MOTOR  CO. 

John  P.  McTogue,  v-p  for  research 
Dearborn,  Mich. 

R&D  budget:  $2.93  billion  

■  Born:  11/28/38,  Jersey  City,  N.J.; 
PhD  in  physical  chemistry,  Brown  Uni- 
versity. Career  path:  research,  man- 
agement. Was  hired  as  vice-president 
for  research  in  1986,  after  serving  as  acting  Science 
Adviser  to  President  Reagan.  Views  his  government  ex- 
perience as  "a  help  at  this  time  in  Ford's  history." 
Achievements:  flexible-fuel  vehicles  and  neural-network 
automobile  diagnostic  systems.  Believes  that  accumulat- 
ing small  improvements  in  products  and  processes  is  the 
surest  path  to  competitive  advantage. 


IBM 

John  A.  Armstrong,  v-p 


Yorktown  Heights,  N.  Y. 


R&D  budget:  $4.4  billion 


■  Born:  7/1/34,  Schenectady,  N.Y. 
PhD  in  physics,  Harvard  University. 
Career  path:  research,  management. 
Conducted  laser  and  optics  research  at 
Harvard,  was  director  of  physical  sciences  at  IBM,  and 
managed  a  cutting-edge  semiconductor  group.  Became 
research  director  in  1986.  Directs  research  at  35  develop- 
ment centers  and  labs  in  New  York,  California,  Switzer- 
land, and  Japan.  IBM  researchers  have  won  two  Nobel 
prizes  in  the  past  three  years,  even  though  IBM  funding 
for  research  unrelated  to  immediate  needs  is  small. 


AT&T 

Ian  M.  Ross,  president,  AT&T  Bell  Labs 

Holmdel,  N.J. 

R&D  budget:  $2.6  billion 


■  Born:  8/15/27,  Southport,  England. 
PhD  in  electrical  engineering,  Cam- 
bridge University.  Career  path:  re- 
search, management.  Director  of  Bell 
Labs  since  1979,  Ross's  task  was  keeping  it  together 
after  AT&T's  breakup.  Is  determined  to  keep  Bell  Labs 
on  the  leading  edge  in  semiconductors,  photonics,  and 
software.  Stresses  his  commitment  to  long-term  re- 
search. Achievements:  advanced  digital  switches  and  op- 
tical fiber  cables.  Says  Ross:  "We  can  probably  do  more 
than  the  customer  knows  how  to  absorb." 
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DU  PONT  CO. 

Alexander  MacLachlan,  sr.  v-p  for  technology 

Wilmington,  Del. 

R&D  budget:  $1.32  billion  

■  Born:  1/22/33,  Boston. 
PhD  in  physical  organic  chemistry, 
Massachusetts  Institute  of  Technol- 
ogy. Career  path:  research,  marketing, 
management.  At  Du  Pont  since  1957,  MacLachlan  be- 
came R&D  director  in  1985.  Has  built  up  biotech  research. 
Is  pushing  for  development  of  high-temperature  super- 
conductors and  substitutes  for  ozone-depleting  chloroflu- 
orocarbons.  Current  challenge:  Promoting  synergy 
among  diverse  researchers  in  chemicals,  fibers,  electron- 
ic materials,  agricultural  products,  and  pharmaceuticals. 

DIGITAL  EQUIPMENT  CORP. 

Samuel  H.  Fuller,  v-p  for  resesarch 

Maynard,  Mass.  

R&D  budget:  $1.3  billion  

^fey       HBom:  6/1/46,  Detroit. 
^^^^HMf^^m  PhD  in  computer  engineering,  Stan- 
^^^l^^^^l  ford  University.  Career  path:  educa- 
B^^r^T         tion,  research.  A  former  Carnegie  Mel- 
lon University  researcher  in  parallel  processing.  Fuller 
joined  dec  to  head  development  of  VAX  computer.  Was 
named  vice-president  for  research  in  1983.  Relies  on  ties 
vnth  universities  for  basic  research.  Achievements:  soft- 
ware called  X-wdndows  and  an  algorithm  that  speeds 
problem  solving  by  parceling  work  to  multiple  comput- 
ers. Goal:  Reducing  time  from  idea  to  product. 


GENERAL  ELECTRIC  CO. 

Walter  L.  Robb,  sr.  v-p 


Schenectady,  N.  Y. 


R&D  budget:  $1.15  billion 


■  Born:  4/25/28,  Harrisburg,  Pa. 
PhD  in  chemical  engineering,  Universi- 
ty of  Illinois.  Career  path:  research, 
division  head,  R&D  director.  Ran  GE's 
Medical  Systems  Div.,  overseeing  the  development  of 
MRI  imaging,  before  being  named  R&D  head  in  1986. 
Under  Robb's  direction,  emphasis  at  the  laboratory  has 
swung  from  "D"  to  "R."  Says  the  shift  "has  encouraged 
us  to  plan  longer-range,  higher-risk  research  programs 
that  have  a  chance  of  being  home  runs."  R&D  center  is 
exploring  polymers,  advanced  electronics,  and  metals. 


HEWLETT-PACKARD  CO. 

Frank  P.  Carrubbo,  director,  HP  Laboratories 

Palo  Alto,  Calif. 

U  '  "-^    WlI        budget:  $1  billion  

m     ^^^^  ■  Born:  8/3/37,  Waterbury,  Conn. 

MS  in  operations  management,  Univer- 
sity of  New  Haven.  Career  path:  engi- 
neering, design,  management.  A  pio- 
neer in  RISC  architecture,  Carrubba  was  wooed  from  IBM 
in  1982  to  head  up  automated-circuit  design  and  testing 
systems  for  HP's  RISC-based  computer  family,  Spectrum. 
Was  named  R&D  director  in  1987.  Has  expanded  research 
to  include  other  computer  architectures,  such  as  neural 
networks.  Is  pushing  multidisciplinary  research  in  such 
fields  as  optics  and  electronics. 


UNITED  TECHNOLOGIES  CORP. 

Robert  J.  Hermann,  v-p,  science  &  technology 

Hartford 


R&D  budget:  $932  million 


■  Bom:  4/6/33,  Sheldahl,  Iowa. 
PhD  in  electrical  engineering,  Iowa 
State  University.  Career  path:  govern- 
ment intelligence,  Defense  Dept.  re- 
search, technology  management.  UTC  R&D  director  in 
1987.  The  former  NSA  and  Air  Force  R&D  official  aims  to 
apply  UTC's  aerospace  technology  to  civilian  products. 
Believes  big  companies  can  no  longer  rely  on  their  own 
R&D,  but  must  collaborate,  especially  with  small  compa- 
nies. "The  habits  of  larger  companies  have  to  change  to 
get  access  to  advanced  technology,"  he  says. 


CHRYSLER  MOTORS  CORP. 

Harry  E.  Cook,  gen.  mgr.  for  scientific  affairs 


Highland  Park,  Mich. 


R&D  budget:  $881  million 


■  Born:  2/14/39,  Americus,  Ga. 
PhD  in  materials  science.  Northwest- 
ern University.  Career  path:  research, 
education.  R&D  director  since  Febru- 
ary, 1989.  Joined  Chrysler  after  13  years  at  Ford  in 
research  and  engineering  positions.  Spearheaded  the  cre- 
ation of  an  R&D  partnership  with  Ford  and  GM  to  pursue 
emerging  technologies  in  reinforced  plastic  composite 
materials.  Says  one  of  the  greatest  challenges  to  car- 
makers is  confronting  the  environmental  issues  that  are 
raised  by  auto  emissions. 


EASTMAN  KODAK  CO. 

Edv/in  P.  Przybylowicz,  sr.  v-p  for  research 

Rochester,  N.  Y. 

R&D  budget:  $1.1  billion 


m  Born:  6/29/33,  Detroit. 
PhD  in  chemistry,  MIT.  Career  path: 
researcher,  R&D  director.  As  a  Kodak 
researcher  since  1956,  Przybylowicz 
has  done  key  work  applying  Kodak's  film  know-how  to 
its  blood-analyzer  business.  After  becoming  R&D  director 
in  1982,  decentralized  R&D  by  placing  six  labs  under  key 
business  units.  Goal:  shortening  the  product-develop- 
ment cycle.  "There  is  more  demand  for  R&D  than  the 
ability  to  satisfy  it,"  he  says — since  Kodak's  R&D  fund- 
ing dropped  to  7%  of  sales  from  9.2%  three  years  ago. 


XEROX  CORP. 

William  J.  Spencer,  v-p  for  corporate  research 
Stamford,  Conn. 
R&D  budget:  $794  million 

■  Born:  9/25/30,  Raytown,  Mo. 
PhD  in  physics,  Kansas  State  Universi- 
ty. Career  path:  electronics  research. 
The  former  Defense  Dept.  and  Bell 
Labs  researcher  oversaw  the  development  of  lower  cost 
laser  printers  at  Xerox.  Became  R&D  director  in  1986. 
Believes  the  greatest  challenge  is  capitalizing  on  technol- 
ogy— by  moving  "R&D  from  an  individual  to  a  team 
sport."  That  means  more  collaboration  with  marketing 
and  sales  and  more  joint  research  agreements  like  Xer- 
ox's deal  with  Ciba-Geigy  Corp.  to  develop  laser  diodes. 
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SIEMENS 


Remember  when 
all  it  did  was  talk? 


In  the  U.S.  alone,  Siennens  R&D 
operations  include  a  major  research 
center  23  development  locations 
and  over  1200  R&D  scientists,  engi- 
neers and  technicians.  All  working 
on  the  technology  of  tomorrow,  toda\ 

Which  means  you'll  receive  some  of 
the  latest,  most  advanced  electronic 
products  and  systems  in  the  world 
Systems  that  speak  quality  and  per- 
formance loud  and  clear 

Discover  more  about  what  Siemens 
can  offer  you.  Write  for  "Siemens 
Report  '89",  Box  8003  R-2, 
Trenton,  NJ  08650. 


Technological  breakthroughs. 

Today  Siemens  makes  telecommun- 
ications systems  that  can  transmit  a 
lot  more  than  just  voices  Siemens 
technology  now  enables  voice,  data, 
text  and  images  to  be  sent  simulta- 
neously over  a  single  telephone  line. 
This  technology  called  "ISDN",  will 
soon  be  the  standard  for  high-speed 
communications  world-wide. 

A  direct  tie  line  to  the  products  of 
tomorrow. 

Last  year  Siemens  invested  more 
than  $3.5  billion  in  research  and 
development  on  projects  that  will 


improve  the  way  we  communicate, 
store  information,  generate  power 
automate  factories,  treat  illnesses 
and  build  cars. 


Telecommunications  •  Medical  Systems  •  Automotive  Electronics  •  Energy  •  Graphic  Systems  •  Electronic  Component; 
Automation  •  Lighting  Systems  •  Information  Systems  •  Power  Generation 
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great  leap  into  the  nuclear  age,  for  example, 
was  led  by  physicists  who  fled  Europe.  Whole 
fields  of  engineering  and  science  still  depend  on 
hungry  young  minds  from  China  and  India. 

UTSIDE  THE  COMMUNIST  BLOC,  THE  U.S. 

technical  work  force  is  far  and  away  the 
largest.  All  told,  5.4  million  scientists 
and  engineers  work  in  the  U.  S.  (table). 
Partly  because  of  the  number  involved, 
America  has  produced  more  Nobel  prize 
winners  than  any  other  nation.  But  suc- 
cess stems  from  more  than  numbers:  "We  will 
always  lead  the  world  in  the  creation  of  new 
ideas,"  says  H.  John  Caulfield,  a  leading  optics 
researcher  at  the  University  of  Alabama.  "By 
culture,  Americans  are  great  scientists— people 
who've  never  seen  a  rule  they  wouldn't  like  to 
break  to  make  something  work." 

That  doesn't  mean  it's  easy.  Breakthroughs 
make  headlines:  gene-splicing,  high-tempera- 
ture superconductors,  the  possibility  of  cold  fu- 
sion. But  the  reality  is  long  hours  of  hard  work, 
and  a  lot  more  failures  than  successes.  Even 
with  modern  instru- 
ments, science  remains 
a  painstaking  process  of 
trial  and  error. 

It  tends  to  be  the  sci- 
entists who  grab  the 
headlines.  After  all, 
they're  the  ones  who 
venture  into  uncharted 
territory,  sending  back 
news  of  amazing  find- 
ings and  speculating  on 
the  wonders  of  their 
discoveries.  But  push- 
ing back  the  frontiers 
of  knowledge  is  only 
the  first  step  in  the  ar- 
duous process  of  turn- 
ing breakthroughs  into 
useful  technology.  That 
task  falls  to  applied  sci-  .^^^ 
entists  and  engineers. 

Take  the  discovery  of  cenunie  sup^^rconduc- 
tors.  It  won  a  Nobel  prize  for  two  IBM  scientists 
in  Zurich,  K.  Alex  Miiller  and  J.  Georg  Bed- 
norz,  in  1986.  But  in  hundreds  of  labs,  research- 
ers are  still  wrestling  with  the  problems  that 
stand  in  the  way  of  commercial  applications  for 
those  quirky,  brittle  ceramics. 

On  both  the  science  and  technology  fronts, 
however,  the  U.  S.  has  never  had  a  shortage  of 
people  willing  to  try.  Since  the  19th  century, 
Yankee  ingenuity  has  spawned  industrial  gi- 
ants turning  out  products  based  on  research 
both  homegrown  and  imported.  As  two  wars 
ravaged  Europe,  those  companies — GE,  RCA, 
AT&T,  GM — built  labs  that  attracted  the  world's 
best  scientific  and  engineering  talent. 

The  key  role  science  played  in  World  War  II, 
especially  the  Manhattan  Project,  highlighted 
the  importance  of  research.  Government  money 
began  funneling  into  universities.  Then  came 
Sputnik  and  the  realization  that  the  U.  S.  didn't 
lead  in  every  area  of  science  and  technology. 
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MILLIONS  OF  SCIENTISTS  AND  ENGINEERS,  BY  EMPLOYMENT,  1988  ESTIMATES 


Washington  boosted  funding  for  science  and 
technical  education,  creating  a  whole  genera- 
tion of  eager  young  practitioners. 

But  now,  the  momentum  has  slowed.  The 
U.  S.  is  still  the  source  of  major  breakthroughs, 
but  as  the  trade  deficit  shows,  others  are  beat- 1 
ing  us  to  the  punch  at  marketing  new  technol-  1 
ogy.  "We've  finally  discovered  that  we're  not  I 
the  only  people  in  the  world,"  says  physicist  | 
Robert  L.  Park,  of  the  University  of  Maryland.  I 
Fears  of  falling  behind  in  the  global  econom-  j 
ic  race  have  prompted  a  number  of  proposals  j 
for  changing  the  face  of  U.  S.  science  and  tech-  i 
nology.  One  crucial  front,  most  experts  say,  is  | 
education.  In  the  best  tradition  of  American ! 
science,  students  from  Taiwan,  India,  China,  I 
Korea,  and  other  countries  are  flooding  into  1 
U.  S.  universities.  That's  healthy  for  now,  but  1 
what  if  growing  industrialization  abroad  lures  1 
this  budding  scientific  talent  back  home? 

As  a  result,  scientists  say  that  it's  vital  to  get 
more  native-born  Americans  into  the  techno- 
logical pipeline.  That  means  luring  more  wom- 
en and  minorities.  In  1985,  the  last  year  for 
which  such  figures  are 
available,  85.4%  of  U.  S. 
scientists  and  engineers 
with  PhDs  v/ere  male 
and  88.7%  of  them  were 
Caucasian,  although  the 
shares  of  both  are  on 
the  decline. 

Such  initiatives  are 
already  bringing  pro- 
found changes  to  the 
scientific  work  force. 
New  interdisciplinary 
centers,  as  well  as  new 
ties  between  universi- 
ties, government,  and 
industry,  are  breaking 
down  traditional  barri- 
ers among  once  stub- 
bornly individualistic 
^j^^^lgH^^^m  scientists.  "There  is  a 
lot  of  good  crosstalk  go- 
ing on,"  says  Thomas  E.  Stelson  executive  vice- 
president  of  Georgia  Institute  of  Technology. 
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AT  THE  SAME  TIME,  TIES  WITH  BUSINESS 
are  pressuring  academic  scientists  to 
think  profit.  "The  commercial  entangle- 
ments raise  troubling  questions  about 
withholding  information  or  shading  re- 
search findings  to  promote  a  product,' 
says  Park.  Also,  few  engineers  are  in- 
terested in  careers  in  production  or  manufac 
turing.  Unless  that's  changed,  "we  can't  com 
pete  in  a  world  market,"  says  D.  Allar 
Bromley,  the  President's  new  science  adviser. 

Still,  the  critical  resource — the  people — ii 
alive  and  well.  As  the  profiles  on  the  following 
pages  show,  U.  S.  scientists  and  engineers  an 
still  on  the  cutting  edge.  It  would  be  a  travestj 
to  go  on  letting  the  fruits  of  their  eff'orts  b( 
turned  into  products  by  America's  competitors 
By  Alan  Hall  in  New  York,  with  John  Carey  ir 
Washington 
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REGORY  J.  McRAE  HAS  NEVER  BEEN 
comfortable  with  accepted  wisdom.  As  a 
youngster,  he  was  thrown  out  of  con- 
vent school  in  his  native  Ararat,  Austra- 
lia, "for  asking  the  nuns  too  many  ques- 
tions," he  says.  Now  a  chemical 
engineering  professor  at  Carnegie-Mel- 
on University  in  Pittsburgh,  McRae  is  still 
challenging  the  conventional  wisdom — and 
cicking  up  quite  a  fuss  in  the  process. 

McRae  is  one  of  a  handful  of  scientists  who 
ire  using  the  world's  most  powerful  computers 
,0  predict  how  pollution  behaves  in  the  atmo- 
sphere. His  computer  model,  based  on  work  he 
irst  did  at  California  Institute  of  Technology  in 
;he  late  1970s,  relies  on  500,000  equations  to 
;hart  ozone  and  50  other  pollutants. 

Based  partly  on  McRae's  modeling  of  pollu- 
ion  in  the  Los  Angeles  basin,  officials  of  Cali- 
"ornia's  South  Coast  Air  Quality  Management 
district  recently  announced  a  stringent  plan  to 
:urb  air  pollution.  Even  lighter  fluid  for  back- 
ward barbecues  would  be  banned  after  1992. 
'He's  had  a  major  impact  on  policy,"  says  Rob- 
!rt  W.  Hahn,  a  senior  economist  at  the  Council 
)f  Economic  Advisers. 

Not  surprisingly,  these  complex  computer 
limulations  are  controversial.  The  models  are 
)nly  as  good  as  the  equations,  assumptions, 
md  data  pumped  in.  Yet  they  are  increasingly 
)eing  used  by  governments  and  industry  to 
nake  decisions  that  have  enormous  economic 
mplications.  "You  have  to  have  the  problems 
■ight,"  McRae  says. 

To  examine  atmospheric  conditions  in  such 
)ollution-prone  areas  as  Los  Angeles,  the  mod- 
els must  take  into"  account  topography,  meteo- 
■ology,  and  existing  pollution  levels,  as  well  as 
lemographic  changes  and  economic  projections, 
^hey  must  also  predict  how  various  pollutants 
nteract.  Emissions  from  automobiles,  refiner- 
es,  and  power  plants  react  with  sunlight  to 
)roduce  photochemical  oxidants — or  smog. 

So  complex  is  McRae's  simulation  of  Los  An- 
geles pollution  that  just  doing  the  calculations 
ook  120  hours  on  the  Pittsburgh  Supercomput- 
ng  Center's  Cray  YMP  supercomputer — a  com- 
)uter  capable  of  doing  2.7  billion  calculations 
ler  second.  Had  the  work  been  done  on  a  con- 
'entional  minicomputer — the  type  widely  used 
n  scientific  labs  and  factories — the  calculations 
vould  have  taken  two  full  years. 
McRae's  results  showed  that  Los  Angeles 
ould  comply  with  Clean  Air  Act  standards  only 
iy  controlling  both  hydrocarbons  and  nitrogen 
ixides.  That  means  limiting  emissions  from  ev- 


McRae's  atmospheric  model  of  Los 
Angeles  relies  on  500,000  equations 

erything  from  oil  refineries  and  paint  factories 
to  substituting  methanol  for  gasoline  used  in 
cars,  trucks,  and  buses.  The  primary  contractor 
for  the  South  Coast  pollution  study.  Systems 
Applications  Inc.  (SAI)  in  San  Rafael,  Calif.,  says 
its  model  showed  that  the  best  method  would 
be  to  limit  hydrocarbon  emissions  alone. 

Both  SAI  and  industry  groups  attacked 
McRae's  model.  Among  other  things,  they 
questioned  why  he  measured  atmospheric  con- 
ditions 50  miles  offshore  instead  of  conditions 
beginning  at  the  coastline.  Such  conflicts  may 
be  inevitable.  With  so  much  margin  for  error, 
says  atmospheric  scientist  Basil  Dimidreodis,  a 
senior  adviser  at  the  Environmental  Protection 
Agency,  "we  can  look  at  the  other  guy's  model 
and  tear  it  to  pieces."  But  McRae,  41,  is  con- 
vinced that  the  sophisticated  computer  models 
do  reflect  reality — and  he  is  beginning  to  con- 
vince officials  at  Office  of  Management  &  Bud- 
get, EPA,  and  various  public  policy  groups. 

A  self-proclaimed  product  of  the  ecology 
movement  of  the  late  1960s,  McRae  says  his 
woi'k  is  driven  by  the  quest  to  find  out  "how 
we  can  use  our  understanding  of  the  basic  sci- 
ences to  solve  environmental  problems."  Tech- 
nological progress,  he  argues,  doesn't  have  to 
mean  environmental  trade-ofi;s. 

By  Michael  Schroeder  in  Pittsburgh 
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HEN  OFFICIALS  OF  THE  SWEDISH 
Academy  of  Sciences  called  chemist 
Donald  J.  Cram  of  the  University  of 
California  at  Los  Angeles  to  tell  him 
he  had  won  the  1987  Nobel  prize, 
they  mistakenly  dialed  Donald  0. 
Cram,  a  carpet  cleaner  in  nearby  Al- 
tadena,  Calif.  The  scientist  got  the  news  of  his 
prize  only  when  a  local  radio  station  called  ear- 
ly the  next  day.  "I  told  them  they  shouldn't  be 
calling  anyone  this  early  in  the  morning,"  Cram 
jokes.  "Then  I  hung  up." 

The  robust  70-year-old  chemist,  who  is  just  as 
likely  to  be  found  hanging  ten  in  Malibu  as 
working  at  his  Westwood  (Calif.)  laboratory, 
won  his  prize  for  pioneering  a  new  branch  of 
chemistry.  He  developed  a  way  to  build  molecu- 
lar "cages"  in  which  one  molecule  traps  anoth- 
er, like  a  ship  in  a  bottle.  Cram  has  dubbed 
these  complex  molecules  carceplexes,  from  the 
Latin  word  for  prison. 

After  winning  the  Nobel  prize.  Cram  didn't 
rest  on  his  laurels.  In  March,  he  announced 
that  he  had  succeeded  for  the  first  time  in 
altering  his  molecules  so  they  would  dissolve  in 
a  liquid.  That  enabled  his  research  team  to 
produce  crystals  of  the  carceplexes— a  key  step 
in  understanding  the  properties  of  the  unique 
substances  and  in  purifying  them  so  that  they 
can  be  used  in  commercial  applications. 

The  crystals  have  novel  properties  indeed. 
While  the  cages  line  up  to  form  a  rigid  crystal, 
the  molecules  trapped  inside  float  in  their  mo- 
lecular traps,  existing  in  a  state  that  is  not  like 
those  of  liquids,  solids,  or  gases.  Chemists  are 
already  pursuing  a  range  of  uses  for  these 
strange  crystals,  including  new  drugs.  One 
idea:  A  poisonous  radioactive  element  could  be 
trapped  in  a  carceplex  and  rendered  nontoxic  so 


Nobel  laureate  Cram:  "Research  is  my  temple  of  worship" 


that  it  could  be  injected  into  the  body  to  iri-adi- 
ate  tumor  cells. 

Cram  also  envisions  new  types  of  displays 
based  on  carceplexes.  If  transparent  cages  can 
be  built,,  the  molecules'  ability  to  transmit  light 
might  be  altered  by  rotating  the  molecules  in- 
side with  a  magnetic  field,  a  process  similar  to 
today's  liquid  crystals.  Moreover,  the  sub- 
stances may  also  be  used  to  mimic  enzymes  in 
the  human  body.  All  of  these  ideas,  Cram  cau- 
tions, will  take  years  of  research  before  they 
emerge  from  the  lab. 

Cram's  beginnings  were  humble.  He  grew  up 
on  a  farm  in  Brattleboro,  Vt.  His  father  died 
when  Cram  was  only  four,  and  as  a  youth  he 
worked  as  many  as  80  hours  a  week  to  help  his 
mother  make  ends  meet.  And  Cram's  early  aca- 
demic career,  at  Florida's  Rollins  College  in  the 
late  1930s,  did  not  seem  the  stuff  of  which 
legends  are  made.  In  the  school's  two-professor 
chemistry  department,  he  had  to  make  his  own 
makeshift  laboratory  equipment.  His  grades 
were  so  lackluster  that  a  teacher  urged  him  to 
forget  about  a  teaching  career.  But  he  ignored 
the  advice.  "I  drove  myself  and  drove  myself," 
he  says. 

In  1942,  after  earning  a  master's  degree 
from  the  University  of  Nebraska,  Cram  broke 
off'  his  academic  career  for  three  years  to  work 
with  a  research  team  at  Merck  &  Co.  to  develop 
purified  penicillin.  Then,  he  was  awarded  a  fel- ' 
lowship  to  continue  his  studies  at  Harvard, 
where  he  earned  a  PhD.  In  1947,  UCLA  offered 
him  a  teaching  position,  which  he  still  holds. 

Cram  takes  play  as  seriously  as  chemistry, 
however.  As  an  avid  surfer,  he  has  ventured  as 
far  as  Australia  and  South  Africa  in  search  of 
the  perfect  wave.  During  the  winter,  he  hits 
the  slopes  in  Vail,  Colo.  "Sometimes  my  chemis- 
try work  doesn't  go  right 
until  I  go  skiing,"  he  says. 
A  self-taught  guitarist,  he  i 
often  sings  folk  songs  for 
his  undergraduate  stu- 
dents at  the  end  of  his  last; 
lecture. 

But  Cram   is   also  a, 
tough-minded  teacher  who 
often  chides  his  students* 
for  taking  weekends  off 
from  lab  work.  "He  really 
put  my  nose  to  the  grind- il 
stone,"  recalls  Howard' 
Steinberg,      who  was'i 
Cram's  first  doctoral  stu-! 
dent  in  1948  and  is  now  a-^ 
vice-president    at    U.  S. 
Borox  &  Chemical  Corp.  in 
Los  Angeles. 

Cram  says  his  work  pac<' 
will  slow  over  the  next  fivr 
years,  at  which  point  hr 
plans  to  retire.  But  for 
now,  he's  plowing  ahead 
"Research,"  he  says,  "is 
my  temple  of  worship." 

By  Patrick  E.  Cok  in 
A  ngcles 
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IN  LATE  1982,  ROBERT  T.  BATE  DESCRIBED  HIS 
ideas  for  a  radically  new  ty]3e  of  transistor 
to  a  group  of  semiconductor  engineers  at 
the  University  of  Illinois.  When  he  was 
halfway  through  his  brief  paper,  in  which 
he  argued  that  continuing  to  shrink  micro- 
circuits  would  require  new  devices  "based 
)n  completely  different  physical  concepts,"  the 
rexas  Instruments  Inc.  engineer  was  interrupt- 
;d  by  applause.  When  Bate  completed  his  talk, 
le  was  greeted  with  a  standing  ovation.  "I  will 
lever  forget  that  moment,"  he  says. 

Bate's  superiors  at  Tl  were  equally  im- 
)ressed,  and  they  charged  him  with  building 


By  the  early  1980s,  Bate  and  others  began  to 
see  the  limits  of  shrinking  devices  on  silicon. 
They  realized  that  conventional  transistors  can- 
not be  built  much  smaller  than  0.3  micron  with 
existing  technology — a  point  the  industry  is 
likely  to  reach  in  the  mid-1990s.  And  at  0.02 
micron,  quantum  mechanics  would  take  over. 

So  Bate  decided  to  take  the  plunge  and  de- 
sign a  quantum-effect  transistor  that  takes  ad- 
vantage of  "tunneling,"  a  curious  state  in 
which  electrons  can  jump  through  insulating 
materials.  Building  the  actual  device,  which 
was  807'  funded  by  the  Pentagon,  required  a 
'tour  de  force  in  semiconductor  fabrication," 


Bate;  Military  applications  should  be  ready  a  decade  down  the  road 


he  transistor  he  had  described.  Last  summer, 
le  and  his  team  of  eight  scientists  and  engi- 
leers  announced  that  they  had  constructed  the 
vorld's  first  quantum-effect  transistor.  A  mere 
100  angstroms  wide — 10,000  times  narrower 
han  a  human  hair — the  device  can  potentially 
witch  on  and  off  1,000  times  as  fast  as  today's 
peediest  devices.  The  new  transistor  relies  on 
he  quirky  effects  of  quantum  mechanics  that 
ake  over  when  electrons  are  squeezed  through 
onductors  so  thin  that  they  almost  have  to 
crape  through  one  at  a  time. 
The  success  of  Bate's  project  doesn't  sur- 
irise  anyone  at  Tl.  Bate  became  attracted  to 
ihysics  at  Denver's  East  High  School  and  pur- 
ued  it  against  the  wishes  of  his  father,  a  build- 
ng  contractor,  who  wanted  his  son  to  follow  in 
(is  footsteps.  After  earning  degrees  at  the  Uni- 
'ersity  of  Colorado  and  Ohio  State  University 
n  the  mid-1950s.  Bate  plunged  into  semiconduc- 
or  research  at  Battelle  Memorial  Laboratories 
n  Ohio.  In  1964,  the  desire  to  apply  his  work 
lirectly  to  commercial  products  led  him  to  Tl. 
le  soon  became  one  of  the  company's  most 
)rolific  innovators,  winning  15  patents  and 
'laying  a  major  role  in  developing  random-ac- 
ess-memory  chips  for  computers  and  signal- 
irocessing  technology. 


says  Bate.  Using  a  technique  called  molecular- 
beam  epitaxy,  the  team  built  up  layers  of  con- 
ductive and  insulating  materials  that  are  a 
mere  50  atoms  thick. 

By  last  July,  the  Tl  team  thought  they  had 
reached  their  goal.  But  because  success  is  so 
hard  to  measure  at  the  sub-micron  level,  they 
spent  several  weeks  analyzing  and  arguing 
over  the  results.  Finally  convinced,  they  cele- 
brated with  a  Texas-style  barbecue. 

Bate  is  the  first  to  caution  that  "much  devel- 
opmental work  remains."  Scientists  must  fig- 
ure out  how  to  connect  these  tiny  transistors 
with  one  another  and  whether  the  transistors 
can  be  built  in  silicon,  the  material  used  for 
most  of  today's  chips.  Bate  foresees  another 
decade  of  work  at  Tl  before  the  first  uses,  most 
likely  in  highly  specialized  military  equipment. 

Today,  at  58,  Bate  is  one  of  54  Tl  Fellows,  a 
prestigious  title  reserved  for  the  company's  top 
scientists.  That  gives  him  the  freedom  to  pur- 
sue projects  of  his  own  choosing.  At  the  mo- 
ment, he  is  doing  research  on  a  project  to  make 
even  denser  chips — "quantum-coupled"  devices, 
which  he  calls  "a  step  beyond  quantum  transis- 
tors." For  Bate  and  Tl,  the  work  is  an  early 
step  into  the  21st  century. 

By  William  C.  Symonds  in  Dallas 
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rHYSICIST  HENRY  F.  GRAY,  OF  THE  NAVAL 
Research  Laboratory  in  Washington, 
says,  "It's  so  easy  to  go  along  with  the 
crowd."  But  that  isn't  Gray's  way.  He 
took  technology  most  electronics  re- 
searchers believed  was  obsolete — and  is 
pushing  it  into  the  21st  century. 
In  the  mid-1980s.  Gray  etched  an  array  of 
microscopic  vacuum  tubes  onto  a  silicon  chip. 
Those  tiny  tubes — called  field  emitters  because 
they  spew  out  streams  of  electrons  in  the  pres- 
ence of  an  electrical  field — promise  to  open  up 
a  new  field  he  calls  vacuum  microelectronics. 
Gray  foresees  superfast  computers,  flat-panel 
video  displays,  and  exotic  telecommunications 
gear.  "We've  got  a  whole  new  microelectronics 
staring  us  in  the  face,"  says  Gray. 

Gray,  who  is  now  52,  joined  the  nrl  in  1967 
shortly  after  receiving  his  PhD  from  Notre 
Dame  University.  Gray  soon  became  intrigued 
with  the  work  of  engineer  Charles  A.  Spindt  at 
SRI  International  in  Menlo  Park,  Calif.  Spindt 
was  making  tiny  field  emitters — primarily  as  a 
way  of  creating  "cold"  cathodes  that  didn't 
need  heat  to  spew  out  electrons  as  do  conven- 
tional vacuum  tubes.  But  Gray  had  a  diiferent 
idea  from  Spindt's.  "I  thought  it  could  be  used 
to  create  a  transistor  technology,"  he  says. 

Gray  knew  that  vacuum  microelectronics 
would  have  many  advantages:  Electrons  trav- 
eled much  faster  through  a  vacuum  than  a 


electromagnetic  pulse  of  exploding  nuclear 
warheads  or  the  radiation  levels  in  outer  space. 
He  had  an  example  to  point  to:  When  a  Soviet 
pilot  defected  to  Japan  with  an  advanced  fight- 
er jet  in  1976,  many  U.  S.  observers  were 
amused  to  find  that  its  complex  electronics 
were  based  on  vacuum  tubes.  But  Gray  and 
other  experts  realized  that  the  Soviets  might  be 
smarter  than  they  seemed:  Old-fashioned  vacu- 
um tubes  were  virtually  immune  to  damage 
from  radiation  or  temperature  extremes. 

Fortuitously,  the  lab  on  the  banks  of  the 
Potomac  is  one  of  the  leading  research  centers 
for  vacuum  tubes,  which  are  now  mainly  used 
for  high-powered  military  applications.  There, 
Gray  and  his  team  used  semiconductor  process- 
ing techniques  to  etch  the  tiny  vacuum  devices 
on  silicon.  The  technical  challenge  appealed  to 
him.  "I  always  used  to  take  things  apart  as  a 
kid,  much  to  the  chagrin  of  my  parents,"  says 
Gray.  He  now  has  a  handful  of  patents  for 
vacuum  microelectronics  and  has  applied  for 
others,  including  one  for  computer  memories 
based  on  the  technology. 

Today,  like  many  scientists  who  pioneer  new 
fields.  Gray  has  become  something  of  an  evan- 
gelist. He  organized  the  first  international  vac- 
uum microelectronics  conference,  held  in  Wil- 
liamsburg, Va.  in  June,  1988.  And  he  frequently 
consults  with  scientists  from  all  over  the  world, 
many  of  whom  have  visited  him  at  NRL,  a  lab 


Gray;  "We've  got  a  whole  new  microelectronics  staring  us  in  the  face" 


solid,  such  as  silicon.  If  the  microscopic  field 
emitters  could  be  made  small  enough,  they 
could  switch  on  and  off'  faster  than  transistors 
on  conventional  computer  chip.s — opening  up  a 
wide  array  of  applications. 

To  win  funding  for  the  idea  at  NRL.  Gray 
pointed  out  another  property  of  vacuum  tubes 
to  his  superiors:  They  could  be  one  solution  to  a 
high-priority  military  problem — making  radia- 
tion-hardened electronics  that  could  survive  the 


founded  in  the  1920s  at  the  suggestion  ol 
Thomas  A.  Edison. 

A  bust  of  Edison  stands  on  the  NRL  grounds, 
but  Gray  worries  that  his  pioneering  spirit  has 
been  lost.  "The  incentives  for  Americans  not  tc 
invest  in  new  technologies  are  very  strong,' 
says  Gray.  He  fears  that  the  new  technologj 
he  is  working  so  hard  to  develop  will  be  adopt 
ed  more  quickly  overseas. 

By  William  D.  Marbach  in  Washington 
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1989  ORACLE  FINANCIALS 
CONFERENCES 


What  number 
does  Tootsie  Roll  call 
so  financial  management 
won't  get  sticl^? 


1-800-ORACLEl. 


"We'd just  made  a 
corporate  acquisi- 
tion and  felt  the  time 

was  right  to  up- 
grade our  systems. 
Oracle  Financials 
were  the  most 
advanced  technology 
we  could  find." 

Ellen  Gordon 
President 
Tootsie  Roll 


Tootsie  Roll  discov- 
ered that  the  finest 
accounting  software 
in  the  world  comes  from 
the  finest  producer  of  data- 
base software  in  the  world. 
What  does  Tootsie  Roll 
know  that  you  don't? 
Get  a  taste  of  the  fijture. 
Call  1-800-ORACLEl  and 

register  to  attend  an 
Oracle  Financials  seminar 
near  you.  Find  out  how 
sweet  success  really  is. 


"The  idea  of  portable 
applications  between 
dissimilar  computers 
sold  us  on  ORACLE® 
database  technology. 

Then  Oracle 
delivered  state-of-the- 
art  financial 
management  technol- 
ogy that  wasn 't 
a  rehash  of  20-year 
old  batch  systems." 

Howard  Ember 
Treasurer,  Tootsie  Roll 
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ORACLE  Europe  44-1 -948-6911  •  ORACLE  Systems 
Hor^  Kong  852  5-266846 
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ACCLAIM  FOR 
WINSTON  BRILL'S 
GENE-ALTERED 
PLANTS  IS  GROWING 


.— 1 


WINSTON  J. 
BRILL 


MICROBIOLOGIST 
AGRACETUS  INC. 


Brill:  Committing  all 
"particle  gun"  paid 


BEATING  THE 
odds  must  be  in 
Winston  J. 
Brill's  genes.  He 
was  born  in  Lon- 
don in  1939,  just 
five  days  after 
his  mother  fled  Nazi 
Germany.  His  father 
later  joined  the  family 
in  Britain  after  his  re- 
lease from  a  German 
concentration  camp. 
Now,  as  vice-president 
of  research  and  devel- 
opment at  Agracetus 
Inc.,  Brill  is  tackling  a 
long  shot — manipulat- 
ing the  basic  genetic 
building  blocks  of  soy- 
beans, cotton,  and  other 
plants  to  make  them  re- 
sistant to  disease,  bugs, 
and  chemicals. 

Despite  great  strides 
in  bioengineering  drugs 
for  humans  and  ani- 
mals, plant  biotechnolo- 
gy is  proving  to  be  a 
much  more  difficult 
task.  Still,  the  growing  public  alarm  over  pesti- 
cides has  added  new  urgency  to  the  quest  to 
develop  biological  alternatives.  For  Brill  and 
Agracetus,  the  challenge  is  huge.  The  small 
Madison  (Wis.)  company  is  going  gene-to-gene 
against  such  giants  as  Monsanto,  Ciba-Geigy, 
and  Du  Pont,  plus  a  slew  of  other  startups. 

In  the  1970s,  while  a  professor  at  the  Univer- 
sity of  Wisconsin-Madison,  Brill,  50,  made  his 
mark  developing  the  use  of  genetic  engineering 
to  increase  the  ability  of  alfalfa  and  soybeans 
to  trap  nitrogen.  Since  founding  Agracetus,  his 
gamble  on  an  unproven  technology  for  putting 
new  genes  into  seeds  and  his  hands-on  manage- 
ment style  have  produced  strong  scientific  re- 
sults and  loyalty  among  researchers  at  the 
eight-year-old  company,  which  is  jointly  owned 
by  Cetus  Corp.  and  W.  R.  Grace  &  Co. 

So  far,  Agracetus  is  more  than  holding  its 
own.  It's  tied  with  Monsanto  for  the  lead  in 
using  gene-splicing  to  improve  soybeans.  And 
in  late  April,  in  a  two-acre  test  plot  at  Mississip- 
pi State  University,  Agracetus  became  the  first 
to  field-test  cotton  plants  with  a  gene  that 
makes  them  toxic  to  caterpillars. 

Of  all  the  major  grains,  corn  is  the  most 
difficult  for  bioengineers  to  manipulate  without 
making  the  plant  sterile.  But  Brill  says  Agrace- 
tus has  now  grown  five  generations  of  a  ge- 
netically altered  corn  plant.  "If  it's  true,  that 
puts  them  further  ahead  than  anybody,"  says 
agricultural  biotech  consultant  John  R.  Snyder. 

Much  of  Agracetus'  success  can  be  traced  to 
Brill's  decision  to  try  a  still-experimental  tech- 
nique for  implanting  foreign  genes  into  cells. 
Most  companies  were  trying  to  use  viruses  to 
carry  alien  genes  into  plant  cells  cultured  in  the 
laboratory.  But  the  process  was  tortuous — and 


of  Agracetus'  resources  to  a  DNA 
off.  Rivals  now  pay  to  play  with  it 

results  with  cereal  grains  were  discouraging 
So  when  Agracetus  scientist  Dennis  McCain ■ 
built  a  "particle  gun"  that  can  accurately  shodt 
particles  of  DNA  into  the  reproductive  area  on 
the  cell,  Brill  committed  all  of  Agracetus'  re 
search  to  the  device.  The  move  paid  ofi:.  Now 
seed  and  chemical  companies,  even  competitors 
are  paying  Agracetus  to  use  the  technology  foi 
their  experiments. 

Brill  doesn't  do  much  work  at  the  bench  hini 
self  these  days,  but  he  spends  a  good  deal  ni 
time  roaming  around  the  company's  eight  labs. 
When  scientists  are  stumped,  he  contributes 
suggestions,  even  backing  up  his  ideas  with  an 
occasional  bet  for  a  bottle  of  wine.  Big  break- 
throughs can  rate  a  bonus  and  a  catered  party. 
The  highlight:  a  poem  immortalizing  the  event, 
written  and  read  by  Brill. 

Recently  elected  to  the  National  Academy  of 
Sciences,  Brill  is  also  a  passionate  opponent  of 
those  who  have  tried  to  block  field  tests  of 
modified  plants.  "He  is  the  most  outspoken 
scientist  in  the  country  on  the  safety  of  releas- 
ing genetically  engineered  microorganisms  into 
the  environment,"  says  Mary-Dell  Chilton,  who 
heads  Ciba-Geigy's  plant  biotech  efi'ort. 

Science  doesn't  absorb  all  of  his  time,  howev- 
er. Brill  is  an  avid  art  collector,  an  avocation  he 
picked  up  despite  his  years  as  "a  poor  assistant 
professor,"  he  says.  One  weekend  every  month, 
he  and  his  wife  drive  three  hours  to  Chicago  to 
browse  and  buy  French  paintings  and  other 
works  in  the  city's  River  North  galleries. 

Agracetus  is  still  several  years  from  profit- 
ability. But  if  Brill's  luck  holds,  the  company 
may  well  reach  its  goal  of  being  the  first  to 
market  a  major  advance  in  crop  improvement. 

By  Lois  Therrien  in  Madisori,  Wis. 
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rOYOTA  CAMRY  LEASE 


ROOM  FOR  LEASE. 

NOW  GET  A  GREAT  1989  CAMRY  FOR  A  SPECIAL  LEASE  PRICE. 


From  now  until  Septennber  3,  Toyota  Motor  Credit 

Corporation  is  offering 
especially  affordable 
lease  rates  on  all  spa- 
cious, quality  Camrys 
(all  sedans,  wagons,  V6's 
and  All- 

Tracs).  Ideal  space  and  comfort  for 
a  family  of  five  with  generous 
storage,  high  ceilings  (some  with 
sunroofs)  and  four-door  conve- 
nience. Amenities  abound  even  in 
standard  models.  Like  plush  carpeting,  tinted 
glass,  variable-assist  power  steering,  and  aero- 
styled  halogen  headlamps.  Lease 
for  less  than  it  costs  to  buy,  with 
lower  monthly  payments.  Plus 
terrific  savings  on  special  option 
packages.  Your  participating 
Toyota  dealer  has  all  the  details. 
So  move  into  a  roomy  new  Camry  soon  and  get  a 
new  lease  on  life.  Get  More  From  Life. . .  Buckle  Up! 

TOYOTA  QUALITY 

WHO  COULD  ASK  FOR  ANYTHING  MORE! 
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CHEMIST  WRIGHTON 
WANTS  TO  MAKE 
ORGANIC 
COMPUTERS 


MARK  S. 
WRIGHTON 


CHEMIST 

MASSACHUSETTS 
INSTITUTE  OF 
TECHNOLOGY 


CAPTAIN  TWINKIE.  THAT'S  WHAT  FELLOW 
students  called  Mark  Wrighton  when  he 
was  a  doctoral  student  in  chemistry  at 
California  Institute  of  Technology.  He 
would  arrive  in  the  lab  at  7:30  a.m.  and 
work  late  into  the  night.  Always  at 
hand  were  packages  of  Twinkies,  a 
quick  substitute  for  time-consuming  meals. 

It  was  fuel  enough  to  speed  Wrighton 
through  his  studies.  By  age  22,  he  had  complet- 
ed his  doctorate,  far  ahead  of  most  of  his  col- 
leagues. Today,  at  39,  he  chairs  Massachusetts 
Institute  of  Technology's  chemistry  depart- 
ment, has  published  hundreds  of  research  pa- 
pers, and  has  won  a  dozen  major  awards,  in- 
cluding a  prestigious  John  D.  and  Catherine  T. 


vices  that  turned  on  or  off  in  response  to  insu- 
lin levels  in  the  blood  could  be  implanted  in  the 
body  to  activate  insulin  pumps  for  diabetics. 
"You'll  see  sensors  using  polymer-based  tran- 
sistors within  five  years,"  says  Wrighton. 

Although  the  transistor  project  takes  up 
most  of  Wrighton's  time,  he  is  also  pressing 
ahead  with  his  13-year-long  effort  to  find  ways 
to  mimic  plants'  ability  to  convert  sunlight  into 
energy.  Imitating  photosynthesis,  he  has  built 
solar  cells  that  use  semiconductors  immersed  in 
an  electrolyte  solution.  He  isn't  optimistic  about 
near-term  commercial  prospects,  however.  "It 
takes  a  long  time  to  make  a  dent  in  energy 
technology,"  he  says. 

Wrighton's  talents  in  a  variety  of  fields  keep 


Wrighton  is  "the  bright  young  star  of  chemistry" 


MacArthur  Foundation  fellowship.  "He  is  the 
bright  young  star  of  chemistry,"  says  Allen 
Bard,  a  prominent  chemist  at  the  University  of 
Texas. 

Still,  Wrighton  keeps  up  the  pace  of  his  re- 
search. At  MIT,  he  heads  a  $1  million-a-year,  25- 
person  research  program  that  is  tackling  two 
major  projects:  using  chemistry  to  convert  so- 
lar energy  directly  into  electricity  and  develoiJ- 
ing  computer  devices  that  rely  on  chemical  re- 
actions rather  than  electronic  signals. 

Wrighton's  pioneering  research  on  molecular 
transistors,  sometimes  dubbed  biochips,  is  now 
attracting  international  attention.  His  idea:  Use 
polymers  that  react  with  specific  substances  to 
turn  an  electrical  current  on  or  off,  replacing 
the  electrical  switching  in  integrated  circuits. 

Because  they  would  rely  on  relatively  slow 
chemical  reactions,  molecular  transistors  would 
not  be  nearly  as  fast  as  silicon-based  integrated 
circuits.  But,  if  they  can  be  perfected,  they 
would  have  unique  properties.  For  one  thing, 
circuits  based  on  molecules  would  be  far  small- 
er than  anything  that  exists  today.  And  they 
would  be  compatible  with  living  organisms.  De- 


him  in  demand  by  other  scientists.  In  April 
when  MIT's  Plasma  Fusion  Center  tried,  unsuc 
cessfully,  to  recreate  the  recent  cold-fusion  ex 
periments,  the  physicists  turned  to  Wrighton 
for  help.  "Whatever  it  is,  he  knows  something 
about  it,"  says  George  M.  Whitesides,  the 
chairman  of  Harvard  University's  chemistry  de 
partment.  He  credits  Wrighton  for  "building 
bridges"  between  Harvard  and  MIT  by  encour 
aging  collaborative  projects. 

That  may  be  because  Wrighton's  own  back 
ground  is  multidisciplinary.  At  Florida  State 
University,  he  started  out  majoring  in  govern 
ment  with  a  minor  in  math.  But  a  well-caughi|: 
introductory  chemistry  course  hooked  him 
"Getting  into  the  lab  and  doing  things  realiji 
turned  me  on  to  science,"  says  Wrighton.  ' 

Today,  his  only  regret  is  that  his  heav^j 
schedule  hasn't  left  him  time  to  teach.  Ameri 
can  students,  he  says,  must  be  lured  back  int( 
the  sciences  if  the  U.  S.  is  to  maintain  its  techj 
nological  lead.  He  hopes  to  pass  on  the  inspira| 
tion  that  a  government  major  once  got  from 
chemistry  professor  in  Florida.  ; 

By  Robert  B.  Duffy  in  Cambridge.  Mass.\ 
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We've  all  hearu  u  ic  ^ioi  ics.  l  o\  i  i- 
I  inies  that  lose  major  liability  suits 
;  xause  they  couldn't  produce  the 
1  icessary  documents  in  compliance 
!  ith  federal  and  state  regulations 
i  defend  themselves.  Companies 
I  at  lose  a  major  client  because  they 
I  in't  document  third-party  charges 
!  1  behalf  of  that  client. 

And  it  all  comes  down  to  a  very 
i  tnple  problem:  paper.  Paper  that 
hen  misfiled  or  misplaced  could 
lell  disaster.  Paper  that  when 
jstroyed,  could  possibly  destroy 
)ur  business. 

983, 3M 


i  iiL  .oidiion  is  a  cornputerized 
filing  system  from  3M  Infomiation 
Systems  Group. 

3M  provides  systems  that  use 
computer  technology — very  likely  the 
computers  you  already  have  in  place 
— to  speed  and  secure  the  storage 
and  retrieval  of  documents  with 
evidentiary  value.  Documents  that 
can  be  combined  with  the  data  files 
you  already  generate  on  computer. 

For  many  businesses,  the 
storage  media  may  be  microfilm  or 
microfiche.  With  certain  applications, 
a  digital  document  management 


^iwHii'iilii  '  i 

s\  '  1 1  n  iicgi  aicd  with  a  mainframe 
database  may  be  most  appropriate. 

Either  way,  the  system  you 
choose  will  work  with  the  technol- 
ogy 3M  is  developing  for  the  future. 
We  ve  already  assembled  packages 
for  Accounts  Payable,  Engineering, 
Manufacturing,  Financial  Records, 
Hospital  Records  and  more. 

For  more  information  on  how 
to  protect  your  company,  call 
3M  Information  Systems  at 
1-800-247-8516. 

But  act  soon.  Before  your  filing 
system  is  judged  to  be  out  of  order. 


3M 


Let's  say  the  foot  is  your  company, 
the  banana  is  a  change  in  interest  ratej 
and  the  floor  is  extremely  hard. 

The  economy  can  be  accused  of  many  things.  Predictability  is  probabl) 
not  one  of  them. 

This  economic  fickleness  can  place  your  company  in  a  rather  vulnerabh 
position.  As  you  charge  boldly  into  the  future,  eyes  on  the  horizon,  even  a  fairl] 
minor  fluctuation  in  interest  rates  can  sneak  up  on  you  and  bring  your  compan] 
to  its  knees. 

Or  to  some  even  humbler  portion  of  its  anatomy. 
The  same  thing  can  happen,  of  course,  if  exchange  rates  or  commodit] 
costs  decide  to  dance  a  little  jig. 

Clearly,  some-  .g^^F :hing  should  be  done  to  deal  with  this  threat 
At  Continental  Bank,      j^V  we  suggest  fmancial  risk  management. 

In  brief,  ^^^^^  ^^''l^  management  allows  your  company  to  specif 
exactly  how  much  flHk  rate  variation  you're  willing  to  tolerate. 

If  rates  rise  or  fall  beyond  ^  ^ 


he  limits 
'ou've  specified, 
ou're  protected. 
Xliether  the  rate  in  question  is  the 
)rime  or  Eurodollar,  yen  or  deutschemark. 

Beyond  the  obvious  peace  of  mind  it 
)ffers,  fmancial  risk  management  confers  numerous 
)ther  benefits. 

It  controls  your  cost  of  funds.  It  allows  you  to  budget  your  interest 
xpense  with  greater  confidence.  It  prevents  unforeseen  depletion  of  your  capital. 
)n  the  whole,  it  permits  you  to  do  business  in  a  much  more  orderly  fashion. 

Risk  management  is  a  relatively  recent  arrival  on  the  financial  scene,  but  it 
5  already  being  heralded  as  the  ideal  mix  of  prudence  and  opportunity  It  accords 
^ell  with  our  philosophy— which  is  to  bring  our  customers  the  most  innovative, 
aost  effective  financial  tools  we  can  find,  develop  or  invent. 
^^00^  To  learn  more  about  how  risk  management  can  help  your  company,  talk  to 
a  Continental  banker  at  (312)  828-5799.  There'll  still  be  bananas  in  the  world. 

But  at  least  you  wont  be  stepping  on  them.  COIltilieiltal  Bank 

A  new  approach  to  business. 


5 1989  (;:i.nuncntil  Bank  N,  A  231  South  LaSallc-  Street,  Chicago.  Ilhnois  60697 


IHE 
SCIENIISTS 


IHE  D066ED 
PUSH  TO 

IE 


SUNGHO  JIN  IS 
DETERMINED  TO  GET 
THE  BUGS  OUT  OF 
SUPERCONDUCTORS 
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SUNGHO  JIN 

MATERIALS 
SCIENTIST 

AT&T  BELL 
LABORATORIES 


JUST  OVER  TWO  YEARS  AGO,  ,  PHYSICISTS 
made  headlines  with  the  discovery  of  a 
new  class  of  superconductors  that  carry 
electricity  without  resistance  at  unprec- 
edented high  temperatures.  Today,  the 
euphoria  has  long  since  subsided,  and 
the  hard  task  of  putting  those  new  ma- 
terials to  work  is  under  way. 

At  AT&T's  Bell  Laboratories  in  Murray  Hill, 
N.  J.,  40  or  so  scientists  work  on  superconduc- 
tors. That's  fewer  people  than  a  year  ago,  since 
some  dropped  the  research  after  the  initial 
burst  of  excitement.  About  a  dozen  devote  full 
time  to  the  effort.  Their  progress  is  checkered 
at  best,  but  they  refuse  to  give  up.  "They're  in 
it  for  the  long  haul,"  ob- 
serves Robert  C.  Dynes,  di- 
rector, chemical  physics  re- 
search laboratory.  "They're 
the  people  I  couldn't  tell  to 
do  anything  else." 

Sungho  Jin,  a  supervisor 
at  the  Materials  Science  & 
Engineering  Div.,  is  one  of 
those  scientists.  The  43-year- 
old  native  of  South  Korea 
came  to  the  U.  S.  almost  20 
years  ago  and  earned  his 
PhD  in  materials  science 
from  the  University  of  Cali- 
fornia at  Berkeley.  For  the 
past  13  years  at  Bell  Labs, 
he  has  worked  on  such  proj- 
ects as  developing  magnetic 
materials  for  telecommuni- 
cations equipment  and  mag- 
netic sensors  for  electronics 
applications. 

When  news  of  the  super- 
conductors swept  through 
the  scientific  community, 
Jin,  like  many  other  materi- 
als scientists,  shifted  his  re- 
search to  the  curious  ceram- 
Photographs   of  the 


He's  continually  searching  for  new  ways  to 
look  at  the  problems  he  has  run  up  against. 
"We  will  never  run  out  of  ideas,"  he  says.  "If 
you  want  a  breakthrough,  you  must  keep  try- 
ing new— even  crazy — things." 

Jin  has  successfully  made  superconducting 
wire  and  has  developed  a  process  that  involves 
melting  superconductors  and  controlling  their 
cooling  in  such  a  way  that  they  carry  more 
current.  After  weeks  of  frenetic  day-and-night 
lab  work,  he  has  settled  into  a  routine  of  full 
days  in  the  lab  followed  by  at  least  three  or 
four  hours  of  reading  and  paperwork  at  home 
in  the  evening. 

But  most  of  the  experiments  come  to  dead 


ICS. 

microscopic  structures  of 
the  materials  line  the  walls 
of  his  office.  Samples  are  strewn  on  the  desk 
and  countertops. 

For  26  months  now,  Jin  has  doggedly  worked 
to  overcome  problems  that  must  be  solved  be- 
fore the  superconductors  can  be  developed  into 
commercial  products.  The  copper  oxides  be- 
come superconducting  at  the  temperature  of 
liquid  nitrogen,  -392F,  which  improves  the 
prospects  for  developing  superconducting  wires 
that  transmit  electricity.  But  the  materials  are 
brittle  and  can't  yet  carry  enough  electrical 
current  to  be  practical.  Says  Jin:  "We  will  have 
to  draw  on  all  our  materials-science  knowledge 
and  apply  it." 

Jin  has  read  dozens  of  research  papers  on 
processing  metals  and  the  properties  of  other 
types  of  superconductors.  In  a  cluttered  lab 
near  his  office,  Jin  mixes  powders  from  several 
dozen  bottles  to  concoct  exotic  variations  of  the 
substances.  So  far,  he  has  tested  more  than 
3,000  different  versions  of  the  new  materials. 


Bell  Labs'  Jin:  In  the  search  for  new  materials, 
must  keep  trying  new — even  crazy — things" 


'you 


ends.  Jin's  group  has  tried  more  than  700  tests 
to  get  rid  of  the  weak  links  between  the  ceram 
ic  crystals,  which  limit  the  amount  of  curreni 
the  substances  carry.  At  one  point,  Jin  thoughl 
he  could  eliminate  impurities  between  the 
grains,  which  might  cause  the  problem,  by  bor- 
rowing a  technique  from  metal  processing — 
compressing  the  particles  as  they're  fused  by 
heat.  It  didn't  help.  "Everything's  failed  for 
months,"  says  Jin. 

Despite  the  frustrations,  Jin  seems  surprised 
when  a  visitor  asks  if  he's  discouraged.  "If  you 
give  up,  you  never  have  a  chance  to  succeed," 
he  says.  But  will  scientists  solve  the  problem.^ 
of  the  new  materials?  "It's  unpredictable," 
says  Jin  with  a  smile.  "A  breakthrough  could 
come  any  day,  any  week.  I  wouldn't  be  sur- 
prised if  it  takes  one  year  or  10  years.  It  de- 
pends on  clever,  hardworking  people  coming  up 
with  the  right  ideas." 

By  Em  ill/  T.  Smith  in  Murray  Hi!  I.  N.J. 


BUSINESS  WEEK  Hfl  INNOVATION  1989 


1 


ALL  OVER  THE  WORLD. 


COMPUTER  SYSTEMS. 
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VHArS  GOTTEN  INTO  THEM? 


EMC'S  ORION  Solid 
State  Disk  Subsystem. 

The  smallest,  fastest, 
most  reliable  Solid 
State  Disk  device 
available  Tfie 
ORION-ST  (pictured 
tiere)  stands  just  26" 
higti.  One  ORION 
Series  subsystem  can 
increase  the  power  of 
up  to  eight 
mainframes 
simultaneously. 


For  many  of  the  world's  major  corpo- 
rations, gettmg  a  better  computer  sys- 
tem doesn't  mean  getting  a  new  one. 
It  means  gettmg  more  performance 
out  of  tfie  computer  they've  already 
paid  for. 

And  where  do  these  large  computer 
users  turn  to  enhance  their  mforma- 
tion  assets'  To  a  company  called  EMC. 

EMC  Corporation  makes  faster,  more 
powerful  computer  systems  -  without 
making  computer  systems  at  all. 
Instead,  EMC  provides  the  memory, 
storage  devices  and  system-wide  strate- 


gic tliinkmg  that  extend  a  computer's 
speed,  capacity  and,  yes,  Irfe  expectancy. 
EMC's  products  boost  the  capabilities 
of  the  most  sophisticated  computer  sys- 
tems manufactured  by  IBM,  Digital, 
Hewlett-Packard  and  Wang. 
And  EMC's  customers  include  more 
than  half  of  the  Fortune  500. 

What's  gotten  into  the  world's  largest 
computer  users? 

EMC.  The  one  computer  investment 
that  protects  all  your  others. 

For  more  information  about  turning 
your  present  computer  into  a  better 
computer,  call  us,  toll-free,  at: 

1-800-222-EMC2  Extension-6400. 

(In  MA, call 
508-435-1000) 


EMC 


THE  SYSTEM  ENHANCEMENT  COMPANY. 
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JOHN  CAULFIELD 
LOOKS  FORWARD  TO 
MARRYING  OPTICS 
TO  COMPUTERS 


H.  JOHN 
CAULFIELD 


OPTICS 
RESEARCHER 

UNIVERSITY  OF 
ALABAMA  AT 
HUNTSVILLE 


OPTICS  RESEARCHER  H.  JOHN  CAULFIELD 
thinks  he  knows  the  key  to  the  future  in 
computing:  light.  By  marrying  optical 
technologies,  such  as  lasers  and  holo- 
grams, with  conventional  electronics, 
Caulfield  believes  he  and  other  research- 
ers can  create  a  new  generation  of  ultra- 
fast,  but  inexpensive,  supercomputers  that 
mimic  the  human  brain. 

Caulfield's  vision  is  based  on  the  fact  that 
optics  behave  much  differently  from  electron- 
ics. For  example,  light  beams  can  cross 
through  each  other  without  causing  interfer- 
ence. Electronic  signals  can't.  He  and  a  grow- 
ing number  of  other  researchers  plan  to  exploit 
those  differences  to  get  around  the  bottleneck 
caused  by  the  hard-wired  connections  between 
chips.  In  such  computers,  any  chip  could  in- 
stantly exchange  data  with  an- 
other— much  like  cells  in  the 
brain.  Caulfield  believes  optical 
computers  could  process  infor- 
mation 1,000  times  faster  than 
their  electronic  counterparts. 

The  53-year-old  Caulfield,  who 
is  director  of  applied  optics  at  the 
University  of  Alabama  at  Hunts- 
ville,  was  the  first  researcher  to 
devise  a  method  to  create  a  tril- 
lion interconnections — far  more 
than  the  10,000  in  the  most  com- 
plex electronic  processors.  A  liq- 
uid crystal  display  would  be  the 
switchboard.  Each  of  its  1  million 
pixels  would  be  a  tiny  gate  for 
accessing  the  information  stored 
in  a  million  holograms. 

Just  how  to  build  hybrid  com- 
puters that  use  both  light  and 
electronics  is  the  subject  of  de- 
bate among  researchers.  Caul- 
field, for  one,  plans  to  use  optics 
to  perform  the  memory,  display, 
and  storage  functions,  while  al- 
ternating between  optics  and 
electronics  to  do  problem-solving. 

Whatever  works,  Caulfield 
sees  endless  applications,  such  as 
computers  that  could  create  real- 
time images  of  human  organs.  In 
factories,  smart  computers  could 
create  self-diagnosing  machines 
able  to  repair  themselves.  And 
Caulfield  says  optical  supercom- 
puters could  have  another  big 
advantage — they  would  operate 
at  much  lower  power  levels  than  today's  ma- 
chines, perhaps  allowing  the  creation  of  solar- 
powered  supercomputers.  "Whole  new  vistas 
are  opening  up,"  crows  Caulfield.  "This  is  the 
first  time  I  feel  we've  turned  the  corner  and 
are  not  competing  with  electronics  anymore." 

Caulfield,  who  majored  in  physics  at  Rice 
University  and  earned  his  PhD  from  Iowa  State 
University,  began  his  research  career  at  Texas 
Instruments  Inc.,  where  he  developed  optical 
systems  for  "printing"  multiple  images  of  chips 
onto  silicon  wafers.  Later,  at  Raytheon,  Sperry 


Rand,  Block  Engineering,  and  Aerodyne  Re- 
search, he  built  his  reputation  on  research  into 
the  information  storage  capacity  of  light-sensi- 
tive materials. 

In  19^5,  Caulfield  moved  to  the  University  of 
Alabama  at  Huntsville  to  launch  the  school's 
applied-optics  program,  which  collected  $1.9 
million  in  funds  this  year.  He  envisions  turning 
Huntsville  into  a  glass-based  "Silicate  Valley." 

Caulfield's  gung  ho  spirit  irritates  some  fel- 
low researchers,  who  assail  him  for  overzeal- 
ously  promising  more  than  optical  computing 
can  hope  to  deliver  even  by  the  year  2000. 
Supporters,  however,  say  Caulfield's  sometimes 
radical  thinking  has  helped  others  see  new  pos- 
sibilities. "John's  never  steeied  the  safe  path," 
says  C.  Lee  Giles,  program  manager  in  the  Air 
Force  Office  of  Scientific  Research.  "But  he's 


Will  Caulfield's  i-^. 


conventional  electronics,  mimic  the  human  brain? 

been  very  inspirational  in  giving  others  ne 
directions  to  pursue." 

As  for  himself,  Caulfield  recently  co-founde 
Nodal  Systems  Corp.  in  Barrington,  111.,  whic 
holds  licenses  to  the  Huntsville  faculty's  pa 
ents.  Though  Nodal  has  not  yet  secured  ve 
ture  capital,  Caulfield  expects  the  company  i 
begin  producing  the  first  components  of 
optical  computer  by  1992.  That's  just  a  start, 
know  it  might  sound  outrageous,"  he  say 
"but  I  think  we  can  be  the  next  IBM." 

By  Dean  Foi/st  in  HuntsviUe,  Al 


BUSINESS  WEEK  Hh  INNOVATION  1989 


CARRY  WIZARD  POWER  IN  YOUR  POCKET 
JLIDE  IN  A  SOFTWARE  CARD.  OR  PLUG  INTO  YOUR  PC 
TAKE  CONTROL  OF  TOMORROW  TODAY 

The?  Wizard  from  Sharp  lets  you  travel  light  and  take  all  your  personal  and  business  data  with  you. 
he  Wizard  plans,  organizes,  reminds,  informs,  advises,  calculates.  An  optional  Organizer  Link  keeps  you  in 
'O-way  communication  with  IBM-PG  compatible  or  Macintosh  'computers.  Optional  Software  Cards  adapt 

it  for  specialized  jobs  without  specialized  training. 
Discover  the  competitive  edge  for  the  Information  Ag«.  Call  1-800-BE-SHARR 

SHARP  INVENTS  THE  WIZARD 

T  .u  FROyW  SHARP  MINDS 

*989  Sharp  Electronics  Corp.  .  i  '.'  COME  SHARP  PRODUGTS'" 
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WILLIAM  GLENN'S 
SYSTEM  LEAVES 
OUT  SOME  DETAILS 
WE  CAN'T  EVEN  SEE 


WILLIAM  GLENN 

ELECTRICAL 
ENGINEER  •. 

FLORIDA  ATLANTIC 
UNIVERSITY 


10  MANY  TELEVISION  ENGINEERS.  WILLIAM 
Glenn  is  a  rare  example  of  old-fashioned 
American  ingenuity.  Working  in  his  small 
laboratory  in  Florida,  he  is  contending 
against  some  of  the  world's  largest  corpo- 
rations in  the  race  to  develop  a  workable 
system  of  high-definition  television 
(HDTV),  a  technology  that  promises  to  bring 
photo-clear  pictures  into  the  home  in  the  mid- 
1990s.  "Bill  Glenn  proves  the  American  spirit  of 
innovation  is  100'/  alive,"  says  Patricia  Hill 
Hubbard,  a  vice-president  at  the  American 
Electronics  Assn. 

Indeed,  Glenn,  63,  kept  going  as  the  U.  S. 
television  industry  collapsed  around  him.  He 
had  been  director  of  research  at  CBS  Laborato- 
ries, but  when  the  lab  was  scaled  back  in  1975, 
he  left  the  company  and  joined  the  New  York 
Institute  of  Technology.  Glenn  exchanged  pat- 
ent rights — including  those  on  future  work — 


engineers  designing  HDTV  systems.  "Bill 
Glenn's  contribution  is  teaching  us  a  way  to 
play  tricks  on  the  eye,"  says  Jack  S.  Fuhrer, 
director  of  television  research  at  the  David  Sar- 
noff  Research  Center  in  Princeton,  N.  J.  That 
former  RCA  Corp.  lab,  now  owned  by  SRI  Inter- 
national, is  developing  advanced  television  sys- 
tems with  NBC  Inc.  and  Thomson  CSF. 

Glenn's  effort  is  outgunned  by  Sarnoff  and 
many  other  competitors,  including  North  Amer- 
ican Philips,  Zenith  Electronics,  and  Bell  Lab- 
oratories. They  are  all  vying  for  a  piece  of  the 
estimated  $20  billion  HDTV  market.  On  Apr.  20, 
Sarnoff  demonstrated  the  first  phase  of  its  $60 
million  advanced  television  project.  By  contrast, 
Glenn  estimates  that  he's  spent  less  than  $3 
million  on  his  so-called  VISTA  HDTV  system. 

Citing  disagreements  over  how  to  commer- 
cialize VISTA,  Glenn  left  NYIT  in  April,  accepting 
a  post  at  Florida  Atlantic  University.  NYlT  says 


"Bill  Glenn  proves  the  American  spirit  of  innovation  is  100%  alive" 


for  funding  and  a  lab  that  NYlT  set  up  for  him 
in  Dania,  Fla.  There  he  continued  working  on 
advanced  television  projects.  In  1981,  he  began 
working  on  a  broadcast  transmission  system 
for  HDTV. 

One  of  the  biggest  hurdles  facing  HDTV  is 
that  the  signals  needed  to  produce  such  high- 
resolution  pictures  require  more  spectrum  than 
the  Federal  Communications  Commission  allo- 
cates for  a  single  conventional  TV  broadcast 
channel.  As  a  result,  engineers  are  trying  to 
compress  the  signal  as  much  as  possible. 

Glenn  found  a  way  to  limit  the  signal  by 
leaving  out  information  that  the  human  eye 
can't  see  anyway.  He  got  his  inspiration  from 
research  on  human  vision  conducted  by  his 
wife,  Karen,  who  is  an  experimental  psycholo- 
gist. Her  studies  focused  on  the  eye's  inability 
to  transmit  certain  details — particularly  of  mo- 
tion— to  the  brain. 

The  idea  has  been  widely  copied  by  other 


it  will  market  VISTA,  paying  Glenn  a  share  oj 
the  royalties. 

Glenn,  who  is  an  avid  sailor  and  musician 
plans  to  continue  his  HDTV  work,  focusing  on 
flat-panel  HDTV  screens  that  can  hang  on  th' 
wall  like  a  painting.  Another  project  is  a  fiber 
optic  HDTV  system  for  NASA's  projjosed  space 
station.  And  he's  working  on  a  compact  videc 
projector  he  says  will  take  up  only  a  quarter  o 
the  space  of  a  big-screen  TV,  while  providing 
movie-house-quality  HDTV  pictures. 

If  the  U.  S.  wants  to  compete  against  tl 
Japanese  in  HDTV,  Glenn  says,  it  will  have  t( 
leapfrog  ahead  with  radically  new  display  tech 
nologies.  But  Glenn  has  come  up  empty-handec 
in  his  search  for  financial  backing  from  a  U.  S 
company.  "U.  S.  investors  are  not  interested  ir 
long-term  projects,"  he  says.  Now,  he  is  talking 
to  a  British  company.  What's  next  if  that  fails 
Well,  there's  always  Japan. 

By  Antonio  Fins  in  Miam 
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CHEVY:   (eagerly)  Well,  what  do 
you  think? 

YOU:  (not  about  to  be  rail- 
roaded) So  this  is  Lumina, 

one  you  say  is  "the 
riext  generation  of  the 
ps^^     fleet  car" 

CHEVY   Right.  The  perfect  fleet  car 
1990/ 

YOU:   Love  the  looks.  But  it's 

gonna  take,  more  than  that 
to  replace  Celebrity 

CHEVY   Exactly  That's  why  Lumina 
>  ,  ,      also  has  the  mpst  passenger 
'  -  room  of  any  domestic 


YOU: 


CHEVY 


mid-size.  And  more  powe 
and  torque  than  Taurus. 

I'm  impressed,  (alarm  goes^ 
off)  But  that  means  my  fue- 
costs  go  up.  'i 

As  a  matter  of  fact,  Lumin;" 
matches  Taurus  in  EPA . 
estimated  MPG  on  stan- 
■      ^  dard  engines.  And  beats  it 
in  the  optional  V6  with  | 
. '  ERA  estimated  30  MPG 

highway* 

YOU:   Howd  you  guys  do  that?  ' 

CHEVY   Technology.  Lumina's  a 
jr  1990  car        •  .  , 


YOU:   And  the  price  or  all  this 
technology? 

-lEVY:   Low.  Luminas  a  Chevrolet, 
remember 

YOU:   Right.  And  windshield 
wipers  are  extra. 

-lEVY   AM/FM  ^-speaker  stereo. 

.r       reclining  front  seat-backs, 
tinted  glass,  twin  outside 
sport  mirrors,  sport  wheel 
covers,  twin  visor  vanity 
mirrors,  power  steering, 
^-wheel  disc  brakes, 
automatic,  carpeted  trunk, . 
Scotchgard™  Fabric  ^* 
Protector^  dual-note  horns. 


exhaust 


system  and  clear-coat 


finish  are  all  standard. 
Along  with  fluidic  wind- 
shield wipers. 

YOU:   And  Luminas  still...? 

CHEVY:   PriceS  iike  a  Chevrolet.  .  ; 

YOU:   PerfecL  Absolutely  perfect^ 

-1990  Lumina  with  optional  3  1 L  V6  engine  EPA  est  MPG  city  19/highway  30 
,  tStandard  interior  only, 

Sf,lyi2'^'-         ^"'^  ^'"^  Chevrolet  emblem  are  registered  trademarks  of  the  GM  Corb 
.-©I989  GM  Corp  All  Rights  Reserved  ■  ■ 

':  Letsget  it  together  buckle  up  [jg 

THE -^^^^ 

TODAYS  CHEVROLET 
FLEET  SALES       .  . 


IHE 
SCIENIISTS 


A  COLD- 


•1-1 
— 1 


WHO  KEPI 
HIS  COOL 

SINCE  1978, 
STEVEN  JONES  HAS 
REFUSED  TO  JUMP 
TO  CONCLUSIONS 


STEVEN  E. 
JONES 


PHYSICIST 

BRIGHAM  YOUNG 
UNIVERSITY 


ON  THE  AFTERNOON  OF 
Mar.  23,  1989,  physicist 
Steven  E.  Jones  was 
working  in  liis  laboratory 
at  Brigham  Young  Uni- 
versity in  Provo,  Utah.  At 
the  University  of  Utah, 
just  45  miles  away,  B.  Stanley 
Pons  and  Martin  Fleischniann 
announced  at  a  press  conference 
that  they  had  achieved  fusion  in 
a  bottle.  When  a  colleague 
rushed  in  with  the  news,  Jones 
was  astonished. 

The  soft-spoken  physicist  was 
using  the  afternoon  to  finish  a 
scientific  paper  describing  his  re- 
search on  cold  fusion — a  paper 
he  had  agreed  to  publish  at  the 
same  time  as  one  from  Pons  and 
Fleischniann.  But  Jones,  40,  did 
not  let  the  incident  change  his 
plans.  With  his  wife  and  children 
he  left  for  a  long-planned  Easter 
trip  to  Denver.  "I  am  a  family 
man,"  he  says,  "so  we  went 
ahead." 

The  circus  that  followed  the 
Pons  and  Fleischniann  cold-fu- 
sion announcement  tarnished  the 
reputation  of  many  scientists, 
but  Jones  emerged  with  his  sci- 
entific integrity  intact.  He  didn't 
rush  out  with  hasty  experimental 
results.  And  he  refused  to  dis- 
cuss his  research  before  it  ap- 
peared in  scientific  journals.  His 
caution  was  borne  out  in  May 
when  .scientists  at  Los  Alamos 
National  Laboratory  confirmed  his  findings. 

Long  before  the  public  had  ever  heard  of 
cold  fusion,  Jones  had  decided  to  make  it  the 
focus  of  his  research  career.  After  receiving  his 
PhD  in  physics  from  Vanderbilt  University,  he 
began  his  work  in  1979  at  a  remote  government 
nuclear-research  lab  in  Idaho  Falls,  Idaho.  In 
those  early  experiments,  he  used  short-lived 
atomic  particles  known  as  muons  to  try  to 
achieve  fusion  at  room  temperatures. 

In  1982,  Jones  and  his  team  reached  a  mile- 
stone: The  cold-fusion  experiments  were  gener- 
ating a  surplus  of  energy.  Ofl^cials  at  the  Ida- 
ho lab  were  so  excited  that  they  wanted  to  hold 
a  major  press  conference  to  announce  the  find- 
ings. But  Jones,  warned:  "If  we  claim  this  is  a 
big  breakthrough,  people  will  expect  commer- 
cial power  right  away."  There  was  no  press 
conference. 

Skeptical  of  muon-catalyzed  fusion's  ever 
yielding  enough  energy  to  be  a  commercial 
source  of  power,  Jones  turned  to  other  ap- 
proaches. In  1986,  after  he  joined  the  BYU  phys- 
ics faculty,  he  published  a  paper  suggesting 
that  cold  fusion  might  be  induced  by  "squeez- 
ing" hydrogen  nuclei  into  the  porous  structure 
of  various  metals  or  rocks.  By  May,  1986,  the 
experiments  strongly  suggested  fusion  was  oc- 
curring, but  the  team  needed  a  better  measure 


i 


Jones  downplayed  his  discovery,  so  that  peopk^ 
wouldn't  "expect  commercial  power  right  away.' 


of  neutron  emissions  to  be  certain.  When  BYU 
colleague  J.  Bart  Czirr  built  a  very  sensitive 
neutron  detector,  the  two  were  able  to  confirm 
that  their  experiments  were  producing  neu- 
trons. By  February,  1989,  they  were  ready  to 
publish  the  results. 

Then  Jones  got  caught  in  the  maelstrom.  He 
had  known  about  similar  cold-fusion  experi- 
ments under  way  at  the  University  of  Utah 
ever  since  Energy  Dept.  officials  had  asked  him 
in  September,  1988,  to  review  a  grant  proposal 
But  Jones,  a  devout  Mormon  who  iiaerrupted 
his  academic  studies  to  spend  two  years  work- 
ing as  a  missionary  in  Belgium,  was  dismayec 
by  rumors  this  spring  that  he  had  pirated  hif 
ideas  from  Pons  and  Fleischniann — a  chargt 
that  Jones  flatly  denies. 

Although  he  regards  his  findings  as  an  im 
portant  advance,  Jones  is  the  first  to  admit  thai 
they  must  seem  disappointing  to  the  genera 
public.  He  thinks  the  discoveries  could  be 
source  of  neutrons  for  instruments  treating 
cancer — or  even  to  screen  luggage  for  explo 
sives.  But  he  doesn't  believe  cold  fusion  is  th( 
world's  best  hope  for  cheap,  plentiful  energy 
"What  we  have  is  a  nice  scientific  discovery,' 
he  says.  "It  can  be  compared  with  a  plant  tha 
has  just  barely  peeked  out  of  the  soil." 

By  William  C.  Symonds  in  Provo,  Utah 
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THE  FOCUS  IS  ON  EFFICIENCY,  SO 


Business  Turns  to  Professional 


Slip-Torque"  material  handling  systems  Shuttleworth,  Inc 


Lean  and  mean  have  be- 
come the  watchwords  of  cor- 
porate America.  Efforts  to 
improve  the  nation's  interna- 
tional competitiveness  and 
enhance  shareholder  value 
have  led  U.S.  corporate  man- 
agers to  an  ever  more  relent- 
less search  for  efficiency.  And 
as  these  executives  seek  ways 
to  get  the  most  out  of  their 
resources,  more  and  more 
companies  are  turning  to  leas- 
ing and  renting  assets  rather 
than  tying  up  their  capital  in 
owning  them.  One  result  has 
been  the  dramatic  growth  in 
textile  and  apparel  rental. 

Take  the  Chaparral  Steel 
Co.,  for  example.  It  has  not 


As  world-wide 
competition 
intensifies, 
companies  get 
back  to  basics. 


only  prospered  in  a  troubled 
industry,  it's  actually  been 
exporting  steel  to  West  Ger- 
many and  Japan.  And  Glenn 
Richardson,  Chaparral's  build- 
ing and  grounds  manager, 
says  renting  uniforms  and  tex- 
tiles has  been  "a  big  help"  in 
making  Chaparral  as  competi- 
tive as  possible  world-wide. 

That's  true  at  thousands 
of  other  better-than-average 
growth  companies  as  well.  By 
relying  on  the  textile  rental 
industry,  companies  can  gain 
all  the  benefits  of  uniform 
work  apparel  and  high-quality 
linen  services  without  any 
of  the  burdens  of  managing 
these  resources.  The  textile 
rental  industry  provides  a 
wide  array  of  products  and 
services,  including  uniforms 
for  industrial  workers,  image 
apparel  for  service  workers, 
and  specialized  clothing  for 
those  who  toil  in  anything 
from  micro-chip  plants  to  hos- 
pital operating  rooms. 

The  industry  also  provides 
all  the  linens  needed  for  res- 
taurants, hotels,  and  hospi- 
tals, as  well  as  textiles  for 
maintenance  use  and  for  rest- 
rooms.  It  literally  puts  out  the 
welcome  mats  with  which  you 


greet  your  clients  and  cus-  : 
tomers  and  provides  the  tex-  j 
tiles  used  to  keep  your  facil-  j 
ities  clean  and  attractive.  Typi-  j 
cally,  textile  rental  services  j 
are  custom-tailored  to  your  i 
needs,  just  as  uriiforms  are  j 
custom-tailored  to  the  needs  I 
of  each  individual  employee.  ! 

The  textile  rental  industry  ! 
doesn't  just  drop  off  its  prod- 
ucts at  vour  doorstep.  "The  ' 


Facilities  maintenance: 
A  R  A.  Environmental  Sen/ices 


111  (ft/;,  iiigh-quality,  mini-mni 
Chaparral  Steel  Company 

whole  point  of  textile  rental  is 
shifting  the  burden  of  laun^ 
dering,  maintaining,  and  han 
dling  these  items.  When  you 
work  with  a  textile  rental  com- 
pany, your  company  doesn't 
need  to  store  products,  nor 
create  its  own  laundry,  nor 
manage  the  process,"  says 
Tom  Hammer,  president  of 
the  Textile  Rental  Services 
Association.  Textile  and 
apparel  rental  saves  the  time 
and  energy  of  managers  who 
have  other  things  to  do 
besides  worry  about  the  sup- 
ply of  napkins  and  uniforms, 
And  it  also  saves  money, 
Securities  analyst  Larry  Radei 
of  Merrill  Lynch  &  Co.  has 
estimated  that  renting  uni 
forms  can  save  a  company  25 
to  40  percent  of  the  cost  ol 
maintaining  its  own. 

The  reason  is  textile  renta 
operators  can  achieve  tht 
economies  of  scale  that  indi 
vidual  companies  can't  get 
they  can  buy  goods  at  the  bes 
possible  price  because  the): 
buy  in  volume  and  know  tha 


I 
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Fextile  Services 


larket;  and  they  can  main- 
iin  them  properly  because 
's  their  business,  not  their 
deline. 

The  appeal  of  uniform 
jntal  is  as  old  as  the  division 
f  labor  and  as  sophisticated 
s  a  just-in-time  inventory 
ystem.  More  and  more  com- 
anies  are  seeking  to  get  back 
)  basics,  to  do  what  they  do 
est,  and  to  let  others  handle 
eripheral,  unfamiliar  activi- 
es.  Equipment  leasing  has 
ecome  a  $100  billion  a  year 
idustry  because  it  permits 
jmpanies  to  gain  the  use  of 
ijuipment  while  shifting  the 
sks  of  ownership  to  lessors. 
Dod  service,  for  instance,  has 
ecome  a  major  industry 
ecause  companies  recognize 
le  value  in  letting  experts  run 
leir  cafeterias  and  dining 
)oms  while  the  company's 
lanagement  sticks  to  its 
lifting. 


Just'in-time  delivery  of  personalized  uniforms 


Fleet  maintenance:  Penske  Truck  Leasing  Co 


Textile  and  apparel  rental 
has  become  a  $6  billion  a  year 
industry  for  the  same  reasons: 
it  lets  companies  focus  on 
their  own  businesses  while 
shifting  responsibilities  for 
uniforms,  linens,  and  other 
textiles  to  companies  with 
expertise  in  these  fields. 
That's  why  the  industry  had  a 
growth  rate  of  9.1  percent 
over  the  last  decade,  up  from 
6.3  percent  in  the  previous 


Leasing  helps 

capital-hungry 

companies. 


The  welcome  mat  is  always  out 
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SOPHISTICATED,  STATE-OF-THE-ART  SYS 


It's  unanimous: 
employees  who 
look  good  do  a 
better  job. 


decade.  Moreover,  growth  is 
accelerating  according  to  a 
report  on  the  textile  rental  & 
maintenance  service  industry 
by  Business  Trend  Analysts, 
Inc.  The  report  states  that 
textile  rental  receipts  should 
increase  an  average  of  almost 
11  percent  over  the  next  dec- 
ade, with  annual  revenues 
over  $15  billion  by  the  end  of 
the  1990's. 

The  textile  rental  industry 
was  born  a  hundred  years 
ago,  when  firms  recognized 
they  could  save  money  and 
effort  if  they  let  someone  else 
provide  and  launder  the  tex- 
tiles they  needed  in  their  busi- 
nesses. A  half  century  ago, 
the  uniform  rental  portion  of 
the  industry  grew  rapidly  in 
response  to  the  growth  in 
manufacturing  jobs  which 
required  specialized  apparel. 

Since  then  the  industry  has 
continued  to  evolve  in  re- 
sponse to  changing  customer 
demands,  changing  technol- 
ogy, and  changing  occupa- 
tional and  safety  standards. 
The  nation's  textile  and  ap- 
parel rental  firms  come  in  all 
shapes  and  sizes:  some  have 
carved  out  specialties  in  uni- 
forms or  textiles  or  specific 
industries,  and  others  are 
generalists.  Large  or  small. 

Linen  service  upgrade 
Prairie  Dunes  Country  Club 


local  or  national,  privately  or 
publicly  held,  what  they  all 
have  in  common  is  the  ability 
to  deliver  a  specialized  service 
in  a  highly  efficient  fashion. 
The  industry's  15,000  trucks, 
the  silent  force  behind  busi- 
ness efficiency,  can  get  to 
virtually  any  business  in 
America  any  time  they're 
needed.  That  means  their  cus- 
tomers have  one  less  thing  to 
worry  about  and  can  focus  on 
their  own  businesses. 

The  rapid  growth  in  the  use 
of  uniforms  and  corporate 
apparel  throughout  the  Amer- 
ican economy  includes  every- 
thing from  basic  coveralls  to 
the  colorful,  coordinated  uni- 
forms at  theme  restaurants 
and  the  preppie  outfits  at 
some  service  firms.  While  the 
reasons  for  uniform  apparel 
are  as  varied  as  the  styles  cho- 
sen, there  are  certain  basic 
appeals. 


Total  Receipts 

U.S.  Textile  Rental  Facilities 
(billions) 


Total  Receipt 
U  S  Textile  Rental  Companit 


One  reason  is  employf 
safety.  Using  uniforms  mear 
employees  will  always  t 
wearing  the  right  protecti\ 
clothing.  "We're  very  inte 
ested  in  keeping  our  en 
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Lu!'ifjuterized  laundering 

oyees  safe."  says  Janet 
^endelken,  a  public  relations 
anager  at  the  Adolph  Coors 
Dmpany.  "By  working  with  a 
"liform  rental  company,"  she 
ys.  "we  were  able  to  get  uni- 
rms  with  shirt-tails  that  stay 
and  which  are  close-fitting, 
an  employee  had  to  use  his 
•  her  own  clothing,  we 
•uldn't  control  that.  The 
fety  factor  is  certainly  a  rea- 
>n  for  using  uniforms." 
Another  reason  is  to  ensure 
at  employees  dress  appro- 
iately  for  the  job.  With  uni- 
rms,  the  employer  doesn't 
ive  to  worry  about  the  taste 
judgement  of  employees  in 
cosing  what  they  will  wear 
work.  "One  thing  that  our 
ntal  apparel  program  helps 
with  is  a  standardized  look 
all  of  our  locations;"  says 
n  Feenstra,  marketing  man- 
er  at  Penske  Truck  Leasing 
).  "We  have  sought  a  con- 


stant, recognizable  theme  in 
our  marketing  program.  Hav- 
ing our  trucks  look  the  same, 
and  the  apparel  program, 
help  us  achieve  that." 

For  companies  seeking  to 
present  an  image  to  the  public 
—  and  who  isn't  — uniform 
work  apparel  means  that  all  of 
those  who  meet  the  public  will 
be  dressed  to  advance  that 
image.  "Our  people  represent 
the  company,  so  we  want 
them  to  look  good,"  says 
Feenstra.  One  way  or  the 
other,  employee  attire  con- 
veys a  message  to  customers. 
A  uniform  program  ensures 
that  no  one  wUl  be  dressed 
inappropriately  and  send  out 
the  wrong  message. 

Moreover,  those  who  look 
the  part  will  act  the  part.  Uni- 
form work  apparel  helps  build 
an  image  among  employees  as 
well  as  customers.  Says  Ken 
Anspach,  plant  manager  for 
Formula  Thunderbird  Prod- 
ucts, which  produces  high- 
performance  boats,  "Anytime 
you  can  make  people  feel  a 
part  of  the  company,  even  if 
it's  a  simple  thing  like  a  hat  or 
a  jacket  or  whatever,  you've 
really  accomplished  a  lot. 
1  think  uniforms  give  people 
a  sense  of  pride  and  a  feel- 
ing of  being  a  part  of  our 
organization." 


High  performance  boat  building: 
Thunderbird  Products 


Carol  Shuttleworth,  direc- 
tor of  marketing  communica- 
tions at  Shuttleworth  Inc.,  a 
manufacturer  of  materials 
handling  equipment,  agrees: 
"We  feel  that  uniform  rentals 
on  the  shop  floor  help  us 
maintain  the  quality  we're 
looking  for  because  they  help 
our  employees  have  a  better 
attitude  about  themselves  and 
what  they're  doing  with  their 
lives,  and  the  quality  of  the 
product  they're  producing." 

Another  appeal  of  uni- 
forms and  image  apparel  is 


Professional 
work  apparel 
says,  "May  I 
help  you?" 


Giant  Shenandoah  brewery:  Adolph  Coors  Company 
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PROFESSIONAL  SERVICE  MAKES  IT  EASY 


Rental  companies  pioneer  modern  fabrics  &  technology 


With  uniform 
rental,  if  your 
business  is 
making  widgets, 
you  don't 
have  to  become 
a  fashion 
designer  or 
launderer. 


their  role  in  maintaining  secu- 
rity; a  quick  look  can  enable 
management  to  spot  those 
whose  dress  indicates  they  are 
not  authorized  personnel. 

Corporate  work  apparel  is 
an  attractive  alternative  for 
most  employees  because  they 
are  freed  from  making  deci- 
sions about  what  to  wear  to 
work.  "And  they  don't  have 
work  clothes  to  wash  either;" 
notes  Glenn  Richardson  of 
Chaparral  Steel;  "they  know 
they've  always  got  clean 
clothes  waiting  for  them." 
Moreover,  because  of  the 
quality  of  modern  uniforms, 
many  employees  feel  they 
look  good,  which  boosts 
morale. 

The  textile  and  apparel 
rental  industry  makes  it  poss- 
ible for  employers  and 
employees  to  get  all  the  bene- 
fits of  a  uniform  look  without 
tying  up  time  or  money. 
When  companies  choose  to 
rent  work  apparel,  their  sup- 
plier will  conduct  an  audit  of 
their  requirements,  help  the 


company  adopt  the  style  it 
wants,  and  determine  the 
quantities  it  needs.  A  cus- 
tomized, fully  costed-out  pro- 
posal is  prepared  which 
describes  the  apparel  for  each 
job  function  and  offers  color 
and  style  alternatives. 


Once  this  is  approved, 
employees  are  individually 
measured -the  days  of  one- 
size-fits-all  are  long  gone- 
and  garments  are  prepared 
and  personalized.  The  next 
step  is  to  deliver  fresh,  clean 
garments  to  each  employee. 
Then,  deliveries  are  provided] 
at  regular  intervals,  and  dirty 
apparel  taken  away  for  laun- 
dering. Clean  outfits  are 
returned  to  employee  lockers 
on  a  schedule  designed  to 
meet  the  needs  of  each  cate- 
gory of  employee.  Changes  in 
requirements  because  of 
employee  turnover  and  sea- 
sonal variations  in  employ- 
ment are  factored  in  and  the 
apparel  is  constantly  moni- 
tored so  that  replacements 
and  repairs  are  undertaken 
when  needed.  Regularly 
scheduled,  professional  laun- 
dering ensures  that  employ- 
ees are  attired  in  fresh,  clean, 
nonallergenic,  bacteria-re- 
sistant garments  that  are 
conducive  to  a  healthy  work 
environment. 

Clearly,  that's  critical  foi , 
medical  facilities.  But  the; 
Medical  College  of  Ohio  and 
its  associated  hospitals  hav€ 
additional  reasons  for  using' 
textile  rental.  Says  Charles  E  ' 
Quinn,  head  of  linen  services 
"If  you  talk  to  health  care  per 


Typical  garment  exchange  dispenz 
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Rental  offers  a  full  range  of  medical  textiles 


onnel,  I  think  they  always 
/ould  prefer  wearing  fabric 
ather  than  throw-aways." 
here  had  been  a  movement 
D  disposables,  but  Quinn 
ays,  "Because  of  the  growing 
Toblem  for  medical  wastes, 
^e  cost  of  disposal  is  going 
igher,  so  it  behooves  us  to 
nd  reusable  resources."  Tex- 
le  rental  has  filled  the  bUl. 
We  sought  someone  who 
^ould  let  us  set  our  own 
pecifications,"  Quinn  notes, 
and  a  rental  firm  quickly 
lied  the  bill."  It's  not  just  a 
uestion  of  health;  the  Medi- 
al College   of  Ohio  has 
reated    a    more  cheerful 
nvironment  by  using  a  vari- 
ty  of  colorful  linens  and  staff 
nd  patient  apparel.  "Hospi- 
Js  are  out  there  marketing 
nd  merchandising,"  Quinn 
jys,  "and  sprucing  up  the 
nens  has  helped  provide  a 
lore  appealing  setting." 
Beyond  the  lengthy  list  of 
perating  reasons  why  rental 
the  best  way  to  meet  textile 
id  uniform  needs,  there  are 
so    important  financial 
ivantages  in  relying  on  this 
ternative.  When  you  use  a 
xtile  rental  program,  you 
mply  make  regular  pay- 
lents  for  services  used;  there 


are  no  big  front-end  expenses. 
You  can  keep  your  borrowing 
and  financing  capacity  intact 
and  reserve  it  for  essential 
business  needs.  In  addition, 
all  textile  usage  and  main- 
tenance costs  can  be  com- 
pletely expensed;  they 
represent  an  ordinary  cost  of 
doing  business. 

More  fundamentally,  if 
your  business  is  making 
widgets,  there's  no  need  to 
suddenly  become  a  fashion 
designer  or  an  expert  in  indus- 
trial laundry  equipment.  You 
don't  have  to  find  and  convert 
space  in  your  facilities  for 
laundering  textiles  and 
apparel.  You  don't  have  to 
hire  people  to  manage  an 
operation  that  is  unrelated  to 
your  main  business.  Quality 
plays  a  part,  too.  Says  Chuck 
Quinn,  "There's  a  trend  now  to 


Rental  work 
apparel 
programs 
are  custom- 
tailored  to  your 
employees  and 
your  budget. 


Color  coordinated  textiles  Medical  College  of  Ohio  &  associated  tiospitals 
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professional  linen  service... in 
many  cases  what  we  got  previ- 
ously from  our  own  central 
laundry  wasn't  satisfactory." 


Convenient 
textile  & 
apparel  services 
save  space, 
time  and  money. 


Locker  room  safety  mats: 
Chaparral  Steel  Company 


Focus  on  your  business  and 
leave  everything  else  to  the 
experts;  that's  an  important 
adage  in  today's  business 
environment.  That's  why 
many  companies  have  con- 
tracted out  everything  from 
their  employee  cafeterias  to 
building  and  grounds  main- 
tenance. That's  why  manag- 
ers rely  on  a  battery  of  outside 
experts  who  are  available 
when  they're  needed  but 
don't  consume  space  or 
money  when  they're  not.  And 


that's  why  more  and  more 
companies  recognize  that 
owning  textiles  and  uniforms 
is  fine  if  you're  in  the  textile  or 
uniform  business,  but  if 
you're  not,  then  you'll  find 
that  there's  a  laundry  list  of 
benefits  available  from  rental 
programs. 

In  a  study  which  sampled 
four  million  customers  of  tex- 
tile and  apparel  rental  serv- 
ices. Earl  Wilson  &  Associates 
found  that  more  than  90  per- 
cent of  the  respondents  felt 
their  programs  were  well 
worth  the  cost,  and  many 
lauded  textile  and  apparel 
programs  for  saving  time  as 
well  as  money. 

If  you're  not  already  relying 
on  a  textile  and  apparel  rental 
company,  you'd  be  well 
advised  to  talk  to  a  TASC 
member  firm  who  would  be 
happy  to  discuss  your  needs 
and  prepare  a  proposal  for 
your  consideration.  Remem- 
ber, the  proposals,  like  the 
uniforms  and  textiles  pro- 
vided, are  custom-made  to  fit 
your  individual  expectations 
and  requirements. 

Personalized  rental  garments  for  every  job 


A  uniform  appearan 
Goodyear  Tire  &  Rubber  Compd^  . 

The  textile  and  apparel 
rental  business  may  not  bo 
one  you're  familiar  with,  but 
when  you  take  a  closer  look, 
the  odds  are  you'll  find  it's 
good  for  management,  good 
for  employees  and  good  foi 
the  bottom  line.  Lyn  Wood  ol 
The  Goodyear  Tire  &  Rubbci 
Company  seems  to  think  so 
Says  she,  "Our  rental  uniforn 
program  is  designed  ti 
enhance  professionalism  anc 
provide  uniformity  of  appear 
ance  in  our  nationwide  auto  j 
motive  service  centers." 

TASC  is  the  silent  fore, 
behind  efficient  business-, 
nationwide  network  of  uni 
form  and  linen  rental  compa 
nies  committed  to  the  highes 
standards  of  product,  service 
and  laundering.  Call  now; 
local  TASC  member  will  audi 
your  textile  and  apparel  usag 
and  propose  a  customized 
cost-specific  program.  I 


TEXTILE  a  APMREL  SERVICES  COUNCIL 


P.O.  Box  1322,  Hallandale,  Florida  33009 


omorrow,  there'll  be  even  less  room  at  the  top  in  banking. 


Today,  only  a  few  institutions  hold  truly  commanding  posi- 
tions. Tomorrow,  there  will  be  fewer  still. 

Bankers  Trust  understands  what  will  be  required  of  leaders. 
Of  those  institutions  who  will  continue  to  command  respect  and 
trust  worldwide. 

Substantial  capital,  and  the  earnings  to  increase  it. 

High-quality  assets  — with  the  liquidity  changing  times 
demand.  The  ability  to  assess  and  manage  risk. 

An  integrated  global  presence,  not  scattered  outposts. 

A  full  arsenal  of  product  powers,  to  deal  with  an  increas- 
ingly deregulated  world. 

The  skills  to  compete  on  an  efficient,  lowest-cost  basis.  To 
exploit  technology  to  its  fullest. 

And  to  attract  outstanding  people  by  providing  an  environ- 
ment in  which  the  best  can  thrive. 

All  of  these  criteria  must  be  met  by  leaders.  Our  commit- 
ment to  be  among  the  leaders  is  unqualified. 

DBankersTrust  Company 

Because  today  isn't  yesterday. 


HOW  COMPANIES  CAN  HELP 
MAKE  THAT  GARDEN  OROW 


IT  WAS  LITERALLY  A  SIGN  OF  THE  TIMES. 
Thomas  J.  Watson  distributed  "Think"  signs 
to  the  folks  at  ibm,  and  the  company  became 
one  of  capitalism's  most  stunning  success  sto- 
ries. The  signs  eventually  degenerated  into  a 
fad,  then  into  a  cliche.  But  in  the  days  when 
U.  S.  products  were  the  envy  of  the 
world,  the  signs  were  plastered 
on  walls  throughout  Cor- 
porate America.  Not 
anymore. 

Have  we  stopped  thinking? 
No,  the  annual  roster  of  American  recipi- 
ents of  Nobel  prizes  is  as  impressive  as  ever. 
Have  we  stopped  taking  risks?  No,  new  business 
formation  is  still  strong.  What  we  have  neglect- 
ed is  the  ability  to  nurture  fragile  ideas  into 
sturdy  products  before  someone  uneasy  with  the 
unfamiliar  snips  the  idea  at  the  stem.  The  nur- 
turing process  is  called  management,  and  inno- 
vation withers  without  it.  Here's  how  some  com- 
panies are  trying  to  do  it  better.  Perhaps  the 
most  successful  ones  will  inspire  imitators,  just 
as  Watson's  signs  did. 


THE  HIERARCHY  IN  U.S.  COMPANIES  HAS  OFTEN  MEANT  THAT  BRAINSTORMS 
FROM  THE  TROOPS  LANGUISHED.  BUT  NOW  THAT'S  CHANGING 
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HY  f-ANT  MORE  AMERICAN  COMPANIES 

keep  up  with  overseas  competitors? 
Industry  after  industry  is  being 
slammed  in  the  world  marketplace 
by  foreign  rivals  who  have  proved 
more  adept  at  translating  great  ideas 
into  great  products — or  into  better 
ways  of  making  them.  True,  corporate  profits 
have  been  strong  in  the  U.  S.,  and  the  trade 
gap  is  shrinking.  But  profit  growth  has  already 
slowed,  and  the  recent  resurgence  of  the  dollar 
could  be  painful  for  American  manufacturers, 
particularly  in  fields  where  foreign  rivals  have 
managed  to  keep  pace. 

Examples  aren't  hard  to  find.  Despite  dra- 
matic changes  at  the  Big  Three  auto  makers, 
Japanese  cars  still  account  for  a  record  24%  of 
domestic  sales.  And  the  steel  industry,  after 
shuttering  one  unprofitable  mill  after  another, 
says  it  still  needs  protection  from  imports  to 
prosper.  "Look  at  the  leading  (U.  S.)  company 
in  almost  any  industry  five  or  ten  years  ago," 
says  Andrall  E.  Pearson,  a  professor  at  Har- 
vard business  school  and  former  PepsiCo  Inc. 


Ik 


Ieamwork 

WHEN  R&D,  MARKETING, 
AND  MANUFACTURING 
EXPERTS  UNITE  ON 
A  PROJECT,  THEY  CAN 
FIX  GLITCHES  BEFORE 
THEY  BECOME  SNAFUS 


president.  "Today  you'll  find  that  company  will 
be  floundering  around." 

American  managers  have  drawn  up  a  long 
list  of  excuses  for  their  lack  of  competitiveness: 
Overseas  rivals  have  lower  labor  costs.  They 
rely  on  unfair  trade  practices.  They  can  raise 
capital  more  cheaply.  U.  S.  managers  have  their 
homegrown  complaints,  too:  Wall  Street  is  toe 
quick  to  abandon  a  company  at  the  first  sign  oij 
softness  in  quarterly  earnings.  Compounding! 
that  pressure,  many  companies  have  to  conteno 
with  raiders  or  takeovers — hostile  or  friendly 
But  while  there  may  be  some  truth  in  all  thosci 
complaints,  there's  no  escaping  one  fundamen 
tal  fact:  U.  S.  companies  are  being  outmanagec 
by  their  toughest  competitors. 

The  main  reason  may  be  structural.  Mos; 
American  companies  are  organized  around  hier^ 
archical,  almost  military,  models,  with  the  CE( 
as  general.  That  means  ideas  from  the  troops 
are  often  ignored — if  they  can  fight  their  wa;; 
up  the  chain  of  command  at  all.  This  kind  o: 
vertical  structure  also  discourages  communica 
tion  between  different  disciplines  such  as  re 
search  and  manufacturing.  The  result:  misse(; 
opportunities  for  new  products  and  sluggisl- 
reactions  to  changing  markets.  "We  manag 
innovation  out  of  the  system  rather  than  int 
it,"  says  consultant  Robert  H.  Waterman  Jr 
author  of  The  Renewal  Factor  and  co-autho 
of  In  Sea  rch  of  Excellence. 

Despite  that  grim  assessment,  some  of  tli 
nation's  best-managed  companies  have  foun  j 
ways  to  weave  an  innovative  spirit  back  int 
their  organizations.  One  talent  top  innovatot 
share  is  a  heightened  ability  to  cross  organiz; 
tional  lines  to  tap  employees'  creativity.  To  mi 
ture  sprouting  ideas  that  might  otherwise  g< 
trampled  by  the  bureaucracy,  they  are  encou 
aging  cooperation  between  executives  at  di 
ferent  levels.  To  hone  product 
development,  innovative  com- 
panies   are  assembling 
teams  that  bring  market- 
ing, manufacturing,  and 
R&D  together  at  a  proj- 
ect's earliest  stages.  To 
make  sure  employees 
are  doing  the  job  most 
suited  to  them,  they  are 
creating  separate  career 
paths  for  researchers  and 
are  making  sure  top  re- 
search executives  command 
more  respect.  And  more  than 
ever,  companies  are  willing 
to  scrounge  for  useful  ideas 
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wherever  they  can  be  found. 

The  easiest  step  managers 
can  take  may  be  simply  en- 
couraging executives  to 
break  ranks  and  frat- 
ernize   with  co- 
workers from  oth- 
er departments 
within  the  compa- 
ny. At  General 
Electric  Co,  for  ex- 
ample, the  heads  of 
ill  major  businesses 
Tieet  regularly  to  dis- 
cuss projects  they're 
working  on.  Similarly, 
Monsanto  Co.  has  es- 
tablished  what  it 
;alis  a  technology 
;ouncil,  comprising 
;op  researchers  from 
;ach  of  the  company's 
livisions.  The  counci 
lelps  scientists  swap  ideas 
md  avoid  duplicating  costly  research  efforts. 

Other  methods  of  encouraging  innovation  re- 
juire  more  fundamental  management  shifts. 
The  most  important  of  those  techniques  may  be 
ising  teamwork.  Many  laggards  have  clung  to 
I  product  development  process  derisively 
lubbed  the  "bucket  brigade."  Someone  in  a 
•esearch  lab  comes  up  with  an  idea.  Then  it  is 
)assed  on  to  the  engineering  department, 
vhich  converts  it  into  a  design.  Next,  manufac- 
uring  gets  specifications  from  engineering  and 
igures  out  how  to  make  the  thing.  At  last, 
esponsibility  for  the  finished  product  is 
lumped  on  marketing. 

While  it  may  be  easy  to  keep  track  of,  the 
lucket  brigade  is  slow  and  inefficient.  Too  of- 
en,  engineers  design  products  that  are  too  ex- 
lensive  or  too  complex  to  manufacture  profit- 
-bly.  Plans  are  constantly  pushed  back  down 
he  chain  to  fix  problems  that  could  have  been 
.voided.  After  all  that,  marketing  experts  are 
requently  handed  products  that  aren't  what 
ustomers  want  most.  The  outcome:  slow  re- 
ponse  times,  high  costs,  and  shoddy  quality. 

Compare  that  to  the  system  most  Japanese 
ompanies  use.  They  take  what's  called  a  "fast 
ycle"  approach  to  development — whipping  out 


R&D  CAREER 
TRACKS 


AT  BAUSCH  &  LOMB, 
LAB  WORKERS  WHO 
STAY  IN  PURE  RESEARCH 
CAN  NOW  EARN  THE 
SAME  REWARDS 
AS  MANAGERS 


Chief  TECHNICAL 

OFFICER 

THIS  NEW  TITLE 
AT  GE  IS  A  SIGNAL 
THAT  R&D  IS  CRITICAL 
TO  COMPANY  SUCCESS 


new  products  and  react- 
ing in  a  flash  to  shifts  in 
consumer  preference.  To 
accomplish  that,  managers 
make  communication  a 
top  priority  at  the  earliest 
stages  of  a  project.  They 
pull  together  a  team  of 
experts    from  each 
business  function  to 
anticipate  glitches 
and  to   guide  the 
project  through  the 
organization  from 
start  to  finish. 

The  system  can  work 
wonders.  Consider  cars: 
It  routinely  takes  U.  S. 
auto  makers  up  to 
five  years  to  bring 
a  new  car  to  market, 
while  Japanese  com- 
petitors do  it  in  only 
three  years.  The  upshot: 
Fresh  Japanese  models  hit  the  showroom  fast- 
er, and  they  are  often  better  made. 

Simple  as  it  sounds,  the  team  concept  doesn't 
fit  easily  into  traditionally  organized  U.  S.  com- 
panies. "Senior  management's  success  is  in- 
grained with  30  to  40  years  of  hierarchy  and 
control,"  says  Daniel  J.  Valentino,  president  of 
consultant  United  Research  in  Morristown, 
N.J.  But  building  teamwork  requires  shifting 
some  authority  to  team  members — which  may 
alienate  the  managers  traditionally  responsible 
for  those  tasks.  What's  more,  the  team  concept 
often  faces  resistance  from  the  accounting  de- 
partment. That's  because  accountants  usually 
keep  budgets  for  each  vertical  department  in  a 
corporation.  Using  teams  that  cross  traditional 
financial  boundaries  forces  companies  to  find 
new  ways  to  track  spending. 

But  where  U.  S.  companies  have  bridged 
those  barriers,  the  results  are  impressive.  At 
Perkin-Elmer  Corp.,  bringing  in  pros  from  dif- 
ferent disciplines  helped  cut  by  half  the  number 
of  engineering  changes  required  to  produce  a 
product.  Speeding  up  the  process  isn't  the  only 
benefit — it  has  also  helped  cut  manufacturing 
costs  as  much  as  55%.  One  exam- 
ple: By  collaborating  early,  de- 
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off ice,we Ve  changed  how  you  work  in  it. 


Our  PCs  are  being  seen  in 
)re  and  more  offices. 

They're  also  being  seen  out  of 
)re  and  more  offices. 

That's  because  not  only  can 
'  machines  do  anything  a  desktop 
1  do,  they  can  do  it  just  about 
/where  you  want. 

They're  small  enough  and 


rugged  enough  to  stand  up  to  con- 
stant traveling.  And  they  have  the 
power  to  run  whatever  software 
you're  using. 

What's  more,  our  full  line  of 
PCs  includes  three  new  machines. 
First,  our  T1600,  a  batter^'  pow- 
ered 286.  Second,  our  TSlOOe,  the 
enhanced  successor  to  our  award 


winnmg  T3100/20.  And,  finally 
our  20MHz,  386-based  T5200,  a 
portable  workstation. 

All  are  capable  of  being  inte- 
grated in  your  networked  system. 

Or  of  being  packed  up  and 
taken  with  you. 

Even  if  you're  only  taking 
them  dovm  the  hall. 


In  Touch  with  Tomorrow 

TOSHIBA 


Tiishiba  Anienai  liilomiatuin  Systems.  Inc..  Computer  Systems  Division 


NuriuriD9  mose  meas^ 

signers  developing  a  new  instrument  for  chemi- 
cal analysis  scrapped  their  plan  to  include  a 
metal  fan  attached  by  bolts.  Manufacturing  ex- 
perts suggested  a  plastic  version  that  snapped 
into  place  and  required  fewer  parts. 

This  kind  of  cooperation  often  requires  team 
members  to  develop  skills  outside  their  own 
field.  That's  especially  true  for  R&D  directors, 
who  are  usually  called  upon  to  lead  the  teams. 
But  it  demands  management  skills  as  well  as 
technical  prowess — a  combination  rarely  em- 
phasized in  the  past.  "It  used  to  be  the  bigger 


the  nerd  you  were,  the  better  the  researchej 
you  were,"  says  Fran(jois  P.  van  Remoortere 
president  of  W.  R.  Grace  &  Co.'s  research  divi 
sion.  "That's  changed  now." 

To  smooth  the  transition,  some  companie;' 
are  providing  R&D  personnel  with  a  choice  o 
career  paths:  management  or  pure  research 
Companies  used  to  promote  top  researcher; 
automatically  into  management  ranks,  regard 
less  of  managerial  aptitude.  Now,  more  corpo 
rations  are  looking  to  hire  researchers  witf 
good  communication  and  people  skills  that  the;; 


PROGRESS  ISN'T  DROWNING  IN  DEBT— Y[T 


Mergers 
Restructuring 


CRITICS  CITE  THESE  CUTS... 

General  Electric/RCA,  1986 


Doomsayers  paint  an  alarming  picture:  As  mergers, 
leveraged  buyouts,  and  defensive  restructurings 
sweep  corporate  America,  companies  notionv/ide 
pile  on  crushing  levels  of  debt.  Then,  to  meet  hefty 
loan  payments,  managers  cut  funding  for  everything 
else — including  research  and  development. 

It's  a  dramatic  argument,  but  so  far  there's  little  evi- 
dence that  deal  mania  is  hurting  innovation.  Sure,  there 
are  examples  of  companies  that  have  chopped  research 
budgets  after  making  an  acquisition  or  dodging  a  take- 
over attempt.  But  other  companies  involved  in  deals  have 
maintained  or  even  increased  R&D 
spending  (table).  In  part,  that's 
because  not  all  deals  ore  the 
work  of  asset-stripping  raiders. 
But  there's  another  reason:  Few 
hove  involved  companies  in  re- 
search-intensive industries.  "The 
numbers  just  don't  prove  any- 
thing— yet,"  says  Herbert  I.  Fus- 
feld,  director  of  the  Center  for 
Science  &  Technology  Policy  at 
Rensselaer  Polytechnic  Institute. 

The  controversy  has  been  fu- 
eled by  some  high-profile  horror 
stories.  Consider  Owens-Corning 
Fiberglas  Corp.  After  recapitaliz- 
ing in  1986  to  evade  a  takeover 
attempt  by  Wickes  Cos.,  Owens-Corning  chopped  its 
annual  R&D  spending  in  half,  to  $30  million.  The  company 
no  longer  pursues  projects  that  won't  provide  a  quick 
return.  It  ditched  efforts  to  develop  products  for  the 
telephone  industry,  for  example,  because  they  wouldn't 
hove  produced  profits  for  three  to  five  years. 

A  study  earlier  this  year  by  the  National  Science 
Foundation  seemed  to  indicate  that  Owens-Corning's  sto- 
ry was  a  common  one.  Researchers  at  the  N5F  examined 
spending  between  1984  and  1987  at  200  companies  that 
together  account  for  90%  of  all  privately  funded  research 
in  the  U.  S.  Its  grim  conclusion:  R&D  spending  at  compa- 
nies involved  in  mergers,  LBOs,  or  restructurings  dropped 
by  5.3%  between  1986  and  1987,  while  companies  not 
involved  in  deals  boosted  spending  by  5.4%. 

But  a  closer  look  at  the  NSF  study  raises  questions. 
Only  16  companies  were  involved  in  mergers,  while  eight 


DEAL  MANIA  VS.  INNOVATION 

WHY  THE  JURY  IS  STILL  OUT 


R&D  OS  percent  of  sales 

Two  years     Two  years 

prior* 


after 


3.5% 


3.0% 

1.0 


...BUT  RESULTS  ARE  MIXED  AT  OTHER  COMPANIES. 

Baxter/American  Hospital,  1985  3.8 
Burroughs/Sperry,  1986  7.0 
Chrysler/AMC,  1986  2.4 

Goodyear,  1986  2  8 


*  Average  based  on  combined  revenues  and  R&D  spending 
DATA  BW,  COMPANY  REPORTS. 


others  performed  LBOs  or  restructurings — probably  not  a 
large  enough  sample  to  be  statistically  significant.  And 
because  the  study  relies  on  confidential  U.  S.  census  data, 
the  NSF  won't  name  those  companies.  That  has  led  some 
researchers  to  challenge  the  NSF's  sweeping  conclusions. 

A  larger  study  by  Bronwyn  H.  Hall,  an  associate  pro- 
fessor at  the  University  of  California  at  Berkeley,  came  to 
a  very  different  conclusion.  Using  data  from  Standard  & 
Poor's  Compustat  Services  Inc.,  Hall  tracked  R&D  spending 
at  some  2,500  manufacturing  companies  between  1976 
and  1985.  After  comparing  research  spending  at  320 
companies  involved  in  deals.  Hall 
found  no  evidence  of  reduced 
R&D  investment. 

In  part.  Hall  attributes  her 
findings  to  the  fact  that  most 
mergers  have  involved  companies 
in  shrinking  industries  such  as 
heavy-equipment  manufacturing 
rather  than  high-growth,  re- 
search-intensive fields  like  phar- 
maceuticals. The  same  holds  true 
for  companies  involved  in  lever- 
aged buyouts.  Most  LBOs  involve 
companies  in  mature  industries 
that  steadily  generate  cash.  Ste- 
ven N.  Kaplan,  on  assistant  pro- 
fessor at  the  University  of  Chica- 
go's Graduate  School  of  Business,  studied  LBOs  at  76 
companies.  Only  seven  reported  doing  any  R&D  at  all. 

Moreover,  when  a  strong  company  buys  a  weak  one,  it 
may  increase  research  spending  substantially  to  moke  up 
for  years  of  scrimping  at  the  acquired  company.  After 
Chrysler  Corp.  bought  ailing  rival  American  Motors  Corp., 
for  example,  R&D  spending  as  a  percent  of  soles  jumped. 
Chrysler  hasn't  fired  a  single  engineer,  according  to  Fran- 
cois J.  Castoing,  on  AMC  veteran  who  now  runs  Chrysler's 
vehicle-engineering  department.  And  Castoing  says  work- 
ing for  a  healthy  company  creates  a  more  secure — and 
thus  more  creative — environment  for  engineers. 

Because  many  of  the  biggest  mergers  and  LBOs  have 
short  track  records,  it  may  be  too  soon  to  proclaim 
innovation  safe  from  deal  mania.  But  for  now,  there's 
little  reason  to  believe  the  sky  is  falling. 

By  Kathleen  Deveny  in  New  York 
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merica  is  hooked  on  foreign 
1.  Today^  we  import  almost  40 
;rcent  of  the  oil  we  use— even 
.ore  than  in  1973,  when  the 
rab  embargo  plunged  us  into 
IS  lines,  rationing,  and 
cession. 

The  more  we  can  use  nuclear 
lergy,  instead  of  imported 
1,  to  generate  electricity,  the 
ss  we  have  to  depend  on 
reign  nations. 


The  110  nuclear  plants  in  the 
U.S.  have  cut  our  foreign  oil 
dependence  by  over  three  billion 
barrels  since  1973.  And  they 
have  cut  foreign  oil  payments  by 
over  one  hundred  billion  dollars. 

But  110  nuclear  plants  will  not 
be  enough  to  meet  our  growing 
electricity  demand.  More  plants 
are  needed. 

To  help  kick  the  foreign  oil 
habit,  we  need  to  rely  more  on 


our  own  energy  sources,  like 
nuclear  energy. 

For  a  free  booklet  on  nuclear 
energy,  write  to  the  U.S.  Council 
for  Energy 
Awareness, 
P.O.  Box  66103, 
Dept.  SN26, 
Washington, 
D.C. 20035. 

U.S.  COUNCIL  FOR  ENERGY  AWARENESS 


'89  USCEA 


Nuclear  energy  means  more  energy  independence. 


Innovation 


NAPOLEON 

AND  THE  TRIDENT  II 


I 


The  argument  y 
strategic  deti 


rence  was  eloquently  made  nearly  two  centuries  ac 
It  was  1804.  Napoleon  Bonaparte  stared  with  fr< 
tration  across  the  English  Channel  toward  his  nemes 
Behind  him  was  the  invincible  Grande  Armee,  nea^ 
200,000  crack  veterans,  all  straining  at  the  leashc 
crush  the  hated  English. 

Everything  was  ready  for  the  invasion;  the  tra: 
port  barges,  the  escort  fleet,  ammunition,  cava 
artillery  ambulance  wagons,  even  field  bakeries.  Evt 
last  detail  had  been  meticulously  planned.  It  w; 


Napoleon  at  Boi  ilonne,  1804,  Maurice  Orange.  1901,  Musee  de  I'Armee,  Pans 


jrely  a  matter  of  crossing  the  twenty-eight  miles  of 
iter  in  a  single  night's  journey 

Yet  for  month  after  month  Napoleon  paced  the 
ach  at  Boulogne,  hesitating  to  act.  Finally  after  over 
'ear  of  waiting,  he  suddenly  turned  his  huge  army 
)und  and  marched  it  into  the  heart  of  Europe.  The 
in  to  invade  England  was  laid  aside  forever 

The  thing  that  had  stopped  the  great  conqueror 
he  height  of  his  career  was  the  Royal  Navy  Britain's 
all  of  oak!'  Out  of  sight,  just  over  the  horizon,  it  was 
i/ertheless  always  foremost  in  Napoleon's  doubts, 
d  though  the  future  Emperor's  own  fleet  outnum- 
red  the  Bhtish,  he  dared  not  test  it. 

This  is  the  power  of  deterrence,  that  the  true  effec- 


tiveness of  a  strategic  system  is  in  the  mind  of  the 
enemy  And  that  axiom  is  truer  than  ever  today 

Our  own  "wall  of  oak"  has  long  been  the  Fleet 
Ballistic  Missile  Weapon  System,  soon  to  be  enhanced 
by  the  improved  performance  of  Trident  II  missiles. 

Poised  under  the  sea,  the  Trident  li  s  awesome 
retaliatory  capability  will  present  an  unsolvable  prob- 
lem in  the  mind  of  a  would-be  enemy  calculating  his 
chances  of  a  successful  first  strike.  He  may  rant  and 
rave.  He  may  like  Napoleon,  turn  on  someone  more 
vulnerable.  But  he  will  never  fly  in  the  face  of  certain 
destruction. 

'^^Lockheed 

Giving  shape  to  imagination. 


!l 


^touched fax 


All  hits,  no  errors. 

With  Omnifax,  everything  you  send  is  a  hit.  Typed  documents, 
charts,  diagrams,  even  photographs  are  reproduced  in  near  picture- 
perfect  detail.  You'll  get  years  of  error-free  operation,  plus  all  the 
latest  features  that  make  documents  as  easy  to  ^^^^^^^ 
fax  as  they  are  to  read.  For  details  and  a  free  jpWMBM 
booklet,     ]o^oj¥ax,  call  l-800-221-833(jj<^^BB^MM 

□MNIn4X^^ 

Omnifax  is  sold  and  serviced  in  the  U.S. ,  Canada  &  Puerto  Rico  by  Telautograph  Corporation. 
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Nurluringlhose  Ideas  ♦ 

can  tap  later  for  leading  teams.  Mean- 
while, they're  providing  better  pay  and 
more  responsibility  to  employees  who 
choose  to  stay  in  the  lab. 

Contact-lens  maker  Bausch  &  Lomb 
Inc.  has  developed  a  system  for  doing 
just  that.  New  lab  employees  can  choose 
between  management  and  research 
routes  after  two  to  five  years  with  the 
company.  To  make  sure  researchers 
don't  feel  slighted,  the  company  has  cre- 
ated vice-president-level  spots  for  them, 
bringing  bigger  salaries,  stock  bonuses, 
and  other  perks.  "The  fact  that  financial 
rewards  will  be  equal  provides  a  clear 
sign  that  we're  serious,"  says  Terry  Do- 
lak,  research  vice-president  for  personal 
products.  So  far,  only  about  5%  o^ 
Bausch  &  Lomb's  R&D  staff  have  taken 
the  research  track,  but  the  company  ex- 
pects that  figure  to  stabilize  at  10%.  In 
the  past,  nearly  all  of  the  company's 
brightest  technicians  were  channeled 
into  management. 

NOT  EVERY  COMPANY  HAS  BEEN  SO 
successful.  At  Rolls-Royce  Motor 
Cars  Inc.,  for  example,  the  dua' 
ladder  "works  only  for  the  few," 
says  Kenneth  W.  Bushell,  vice- 
president  for  engineering.  "It 
only  works  if  you're  a  genius,  oi 
should  I  say  genius  squared?"  'Worse,  a1 
some  companies  research  is  perceived  as 
a  sidetrack  for  managers  past  theii 
prime.  That  kind  of  half-hearted  commit 
ment  can  backfire  by  hurting  morale  anc 
actually  slowing  product  development. 

Despite  such  setbacks,  plenty  of  othei 
companies  are  searching  for  new  ways  tt 
take  care  of  their  technical  staff.  At  GE 
that  has  meant  creating  the  post  of  Chie 
Technical  Officer,  to  be  filled  by  the  com 
pany's  top  R(&D  executive.  The  new  post  ii 
meant  as  a  signal  to  employees  outsidt 
the  lab  that  GE  considers  research  anc 
development  critical  to  the  company': 
success.  "If  a  division  head  finds  a  techni 
cal  person  in  with  the  CEO,  he  gets  th( 
idea,"  says  Roland  W.  Schmitt,  presiden 
of  Rensselaer  Polytechnic  Institute  an( 
former  head  of  R&D  at  GE. 

Learning  new  communication  skills  i; 
hardly  the  biggest  challenge  researcher 
face.  Even  the  largest  and  most  success 
ful  companies  have  trouble  keeping  tracl 
of  all  the  latest  scientific  developments 
In  addition,  the  soaring  cost  of  researc 
often  makes  relying  solely  on  homegrow 
ideas  impractical.  As  a  result,  more  con 
panics  are  engaging  in  what  they  ca 
liunting  and  gathering — searching  fo 
new  ideas  outside  their  own  labs.  Tha 
often  means  developing  costly  techno 
ogies  by  working  closely  with  universit 
researchers  or  forming  joint  ventures- 
even  overseas.  "We  [U.  S.  managers 
probably  looked  with  unwarranted  arn 


R>r  fast,  fast  relief 
from  Gulfstream  fevers 

take  one  Astra* 


/ 


the  burning  

^  VMO:  (Maximum  Speed,  I 

desire  to  own  a  s 

Gulfstream.And  .ateofcumb 
that  s  perfectly  under-        ^3,,^,^  g,„33 ,3,, 
standable.  certified  altitude  (f 

But  now.  advanced     eoonm  mission  (4  pax, 
technology  has  pro-      balanced  field  leng 
duced  a  fast  sooth-      fuel  used  obs): 
ing  and  affordable        west  coast  to  HAw/i 
prescription  for  cruise  speed: 

executives  aching  to   I  tNowettootpnnt 
enjoy  the  benefits  of 

Gulfstreann-like  performance.  -        •  . 
The  record-breaking  Astra. 
True  global  capabilities 

For  example,  on  non-stop  flights  from 
New  York  City  to  Los  Angeles,  both  planes 
arrive  in  less  than  six  hours,  and  both  can 
Cruise  at  an  inspiring  Mach  .80.  or  above. 
There's  no  other  business  jet  at  twice 
Astra's  price  that  can  fly  this  far.  this  fast! 

Its  ability  to  fly  great  distances  at  high 
speed  puts  Astra  firmly  among  the  elite  in 
today's  business  jet  market.  Astra  has.  to 
date,  no  less  than  22  record-breaking 
flights  to  its  credit,  including  Minneapolis 
to  Caracas.  Tokyo  to  New  York,  and  the 
long  over-water  route  from  Los  Angeles 
to  Honolulu. 

A  closer  inspection  of  Astra's  eye-open- 
ing performance  numbers  helps  to  explain 
its  big  league  capabilities.  Astra  can  climb 
at  a  rate  of  4.500  feet  per  minute,  fly 
more  than  3,570  statute  miles*  and 
cruise  at  speeds  as  high  as  Mach  .82.  its 
all-engine  service  ceiling  is  45.000  feet. 
Fuel  burn  is  exceptionally  low.  And  its 
short-field  performance  allows  it  to  use 
runways  that  many  other  corporate  air-  . 
craft  would  be  forced  to  pass  by 

The  reason  for  all  this  brilliance?  ''i 
Technological  leadership,  pure  and  simple.  ■' 
Astra's  wing  is  a  masterpiece  of 
computerized  design,  with  milled-skin  ,  I 


*With  an  executive  payload  and  NBAA  VFR  reserves. 


WORLD  CLASS  PERFORMANCE 


•  ASTRA 

GULFSTREAM 

VMO:  (Maximum  Speed,  KTS)  ' 

'  363 

■  340 

MMO-  (Maximum  Mach  Speed) 

\.  855 

,880 

RATE  OF  CLIMB 

(fpm.  maximum  gross  takeoff  weight)     ;  4.500'' 

.  1          3.920  - 

CERTIFIED  ALTITUDE  (ft) 

45,000 

600  nm  MISSION  (4  pax,  ISA  + 

15"C,  5,000  MSL) 

BALANCED  FIELD  LENGTH: 

•     '  4.285. 

4,460 

FUEL  USED  (lbs): 

1.^28 

4,076 

WEST  COAST  TO  HAWAII^ 

CRUISE  SPEED: 

•/  ,,.-h,  '.)--. 

%  :   .  Mach  .80 

tNo  wet  footprint 

>ERFORMANCE  1  Construction 

riHP^TRFAM     that  combines 

ASInrt     GULFSTREAM  ,  ... 

■^-^r-  ^   greater  lift  with 

'2     less  drag  and 
■      .  greater  strength 

,ht)    4500  -        3,920     with  less  weight. 
45.000         45  000     Its  leading  edge 

5'c,  5,000  MSB  '   Slats,  found  only 

4,460     on  the  world's 

 4£76     most  sophisti- 

;   :      '.  cated  aircraft. 

Mach  80       Mach  .80     provide  maxl" 

.   _|  mum  stability  at 

both  high  cruise 
speeds  and  the  lower  speeds  required 
for  optimum  safety  during  takeoff  and 
landing. 

Astra  is.  in  fact,  certificated  to  extremely 
stringent  FAA  regulations,  including  strict 
new  requirements  for  damage  tolerance. 
It  is  clearly  at  the  forefront  of  technology.  ' 
And  we'll  prove  it! 

We're  ready  to  demonstrate  that  Astra's 
Derformance  makes  it  one  of  the  finest 
Dusinessjets  in  the  world.  And  you'll  be 
surprised  to  learn  that  an  Astra  is  less 
than  one-third  the  cost  of  a  Gulfstream. 

Now  that's  world  class  value! 

For  more  information  on  how  the 
record-breaking  Astra  can  relieve  Gulf- 
stream  fever,  please  call  our  President  in 
the  morning;  Mr  Roy  Bergstrom.  (609) 
987-1125.  Or  send  us  the  coupon  below, 
and  make  us  prove  it . . .  fast. 


Roy  E  3ergs;;om  Pteoident 
ASTRA  JET  CORPORATION 
4  Independence  Way 

Princeton,  NJ  08540   

I  .n  ready  for  fast,  fast  relief 

J  Please  send  me  complete  information 

3  Contact  me  to  arrange  a  demonstration 
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Leadership... by  design 


Nuriuriny  Ideas 


gance  at  some  of  our  competi- 
tors around  the  world  and  felt 
we  had  little  to  learn,"  says 
Gordon  F.  Brunner,  senior 
vice-president  at  Procter  & 
Gamble  Co. 

No  more.  In  industries 
that  require  heavy  research 
spending  or  demand  a  global 
marketing  presence — such  as 
computers,  telecommunica- 
tions, and  pharmaceuticals — 
joint  ventures  have  already 
become  routine.  In  addition 
to  spreading  development 
costs,  forming  joint  ventures 
can  also  speed  the  introduction  of 
new  products  by  avoiding  duplication 
of  research  efforts. 

In  addition  to  seeking  partners,  companies 
now  routinely  search  outside  the  U.  S.  for  techni- 
cal breakthroughs.  To  keep  tabs  on  develop- 
ments abroad,  they're  setting  up  satellite  labs. 
That  helps  them  get  closer  to  international  mar- 
kets and  lets  them  spot  ideas  that  could  result  in 
new  products  at  home.  W.  R.  Grace,  for  exam- 
ple, has  set  up  an  operation  in  Japan  specifically 
to  transfer  suitable  technology  back  to  the  cor- 
porate labs  in  the  U.  S. 

The  hunting  and  gathering  approach  raises 
new  challenges  to  management  skills.  Some 
companies  that  have  linked  up  with  tiny,  leading- 
edge  research  firms  have  been  badly  burned — 
especially  when  they  used  the  joint  venture  to 


Hunting  AND 

GATHERING 

TO  KEEP  TABS  ON 
DEVELOPMENTS  ABROAD, 
U.S.  COMPANIES  ARE 
EVEN  SETTING  UP 
SATELLITE  LABS 


enter  an  unfamilig 
market.  Consider  D 
Pont  Co.'s  abortive  joir 
venture  with  HEM  R( 
search  Inc.,  a  tiny  Phil; 
delphia  outfit  thf 
needed  cash  to  deve 
op  a  drug  to  tre; 
AIDS  patients.  Hot  1 
build  a  presence  in  pha 
maceuticals,  Du  Pont  w^ 
dazzled  by  HEM's  early  ri 
search  on  the  drug  Ampi 
gen.  But  soon  after  tH 
giant  chemical  makd 
signed  on  and  startt 
pouring  millions  into  a  tw; 
year  research  project,  it  becanj 
clear  the  remedy  was  not  effective.  While  pleni 
of  research  projects  fizzle,  even  Du  Pont  ofi 
cials  now  admit  they  didn't  investigate  hem  car 
fully  enough:  It  had  been  passed  over  as  a  vei 
ture  partner  by  several  other  companies  wr 
longer  histories  in  drug  development. 

Like  most  changes,  getting  managers  to  e 
courage  innovation  can  be  painful.  But  plenty  > 
companies  are  already  showing  that  the  rewan 
are  worth  it.  Witness  the  20  companies  select( 
by  BUSINESS  week's  editors  as  examples  of  tl 
most  innovative  companies  in  America.  Ai 
while  methods  vary,  one  common  then- 
emerges:  Managing  for  innovation  enables  the 
to  keep  up  with  the  competition. 

By  Russell  Mitchell  in  Minneapo. 


THE  TRAILBLAZERS:  A  PORTFOLIO  OF  TOP  INNOVATIVE  COMPANIES 


Company 

Industry 

1988  sales 
($  millions) 

Accomplishments 

ALLEGHENY  LUDLUM 

Steel 

$1,208 

See  profile  on  page  129 

BLACK  &  DECKER 

Tools 

2,280 

A  rejuvenated  product  line  that  stretches  from  Pirhana  saw  blades  to  steam  irons 

CORNING 

Manufacturing 

2,122 

A  pioneer  of  fiber  optics  and  a  leader  in  quality  control.  See-through  cookvt/ore  a  hit 

CRAY  RESEARCH 

Computers 

756 

The  company  to  beat  in  super-computers,  splitting  up  to  get  a  new  lease  on  life 

DOW  CHEMICAL 

Chemicals 

16,682 

See  profile  on  page  134 

FORD  MOTOR 

Cars /trucks 

92,446 

See  profile  on  page  1 30 

HEWLETT-PACKARD 

Computers 

9,831 

See  profile  on  page  1 28 

INTEL 

Semiconductors 

2,875 

See  profile  on  page  1 23 

JOHNSON  &  JOHNSON 

Medical  products 

9,000 

See  profile  on  page  132 

KELLOGG 

Food 

4,349 

Modern  manufacturing  meets  breakfast  cereals.  Result:  New  products  and  fat  profits 

MARTIN  MARIEHA 

Aerospace 

5,728 

Rockets,  electronics  make  it  best-positioned  of  big  defense  contractors 

MERCK 

Drugs 

5,940 

See  profile  on  page  1 20 

HERMAN  MILLER 

Business  supplies 

714 

Fresh  designs  for  office  furniture,  as  well  as  unique  incentives  for  workers  at  every  level 

3M 

Manufacturing 

10,581 

See  profile  on  page  1 2 1 

iVtONSANTO 

Chemicals 

8,293 

A  leader  in  genetic-engineered  crops.  New  products:  Anti-ulcer  drug  Cytotec,  carpet  fiber 

fe^^TOROLA 

Electronics 

8,250 

Innovative  employee  training  programs  help  it  stay  at  forefront  of  industry 

PIVvH-BOWES 

Business  supplies 

2,650 

Riding  the  wave  of  a  record  number  of  new  products,  including  portable  fax  machines  | 

RUBBt«tMAID 

Manufacturing 

1,194 

See  profile  on  page  1 22 

stmmi 

Medical  products 

179 

See  profile  on  page  1 26 

THERMO  ELtaRON 

Service  industries 

501 

A  leader  in  co-generating  electricity.  Also  makes  bomb  detectors,  portable  incinerators 

DATA:  STANDARD  &  POOR'S  COMPUSTAT  SERVICES  INC..  BW 
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How  Farsighted  Executives  Are 
Using  Their  PC's  For 
Ihe  Fun  Of  Profit 


By  William  J.  Spink 

For  years  now  you've  been  hearing 
bout  the  wonderful  things  pereonal  com- 
pters will  do  for  The  Executive  of  the 
lO's— at  least  in  theory. 

But  what's  the  yeality?  Can  a  PC  help 
ou  enjoy  your  work  more  and  show  a 
Teater  profit,  here  and  now?  According 
D  your  peers,  the  answer  is  "yes." 

'With  just  a  few  keystrokes,"  says 
J  Lynch,  Director  of  Corporate  Planning 
nd  Research  for  JCPenney  Company,  "I 
an  screen  companies,  find  possible  ac- 
uisitians  or  'scope-out'  competitors.  It's 
real  competitive  edge." 

Walt  Casey,  V.P.  of  Communications 
t  ConAgra  says,  "I  spend  a 
)t  of  time  each  day  poking  in- 
)  this  and  tracking  that.  It's 
tuch  easier  when  you  can  im- 
lediately  get  the  fects  bom  a 
□mputer,  rather  than  having  to 
lake  a  series  of  phone  calls." 

"One  of  Dow  Jones 
lev/s/Retrieval's  services, 
luickSearch,  is  a  Godsend;' 
ids  Jim  Posner,  a  respected 
etail  consultant.  "It  gives  me 
etailed  corporate  reports 
ithin  minutes— I  don't  even 
ave  to  leave  the  office!' 

Instant  information:  the 
executive  advantage. 

To  lead  in  today's  marketplace,  you 
sad  information  like  that','  Lynch  says, 
lapping  his  fingers. 

He  recalls  an  example  of  how  Dow 


Jones  News/ Retrieval '—the  business 
and  financial  information  service  from 
Dow  Jones  &  Company,  Inc.— gave 
JCPenney  Company  a  real  advantage. 

"Let's  just  say  that  a  'major  player' 
in  our  industry  was  being  acquired.  With- 
in a  few  houre  we  knew  more  about  the 
take-over  candidate  than  the  bidder  did. 
Honestly,  we  knew  more  than  some  in- 
vestment bankers  did. 

Decision-making  with 
the  leading  edge. 

"Then  we  started  getting  the  cor- 
porate insider  trading  data,"  Lynch  con- 
tinues. "It  showed  us  some  things  that 
influenced  a  major  deal. 


What  can  you  get  from  your  PC? 

Dow  Jones  News/Retrieval  gives  you . . 

•  Exclusive  online  access  to  the  full 
text  of  The  Wall  Street  Jmmuil 

•  Current  and  historical  stock  quotes 

•  Business  news  as  it  happens 

•  10-K  and  10-Q  data 

•  Leading  investment  analysts'  reports 

•  Complete  corporate  profiles 

Over  40  services  including  MCI  Mail; 
the  Official  Airline  Guide  "  and  more. 


Al  Lynch 

Director  of  Planning 
ami  Remmii. 
JCPenney  Co. 


Walt  Casey 

I  ur  President. 
Corp.  Communications. 
ConAgra,  Inc. 


James  Pasner 

President, 
James  Posner 
Msoc.  Ltd. 


"This  service  really  makes  a  differ- 
ence in  the  day-to-day  running  of  your 
business.  It  can  pay  for  itself  very  quickly!' 
Surprisingly  easy. 

All  you  need  to  access  the  service  is 
a  PC  and  modem.  Using  the  service  is 


"No  problem;'  according  to  Posner. 

"There's  no  difficulty  using  the  ser- 
vice. I  ask  for  pointed,  specific  infonna- 
tion  and  get  exactly  what  1  need.  It's 
much  easier  than  manual  research;' 

Walt  Casey  agrees.  "Dow  Jones 
News/Retrieval  is  simple  enough  for  any- 
one who's  at  all  comfortable  with  com- 
puters to  use  it  effectively  from  their 
very  firet  day  online." 

Making  the  right  decision. 

There  are  hundreds  of 
online  information  services, 
many  offering  business  data. 
How  can  you  pick  the  best  one} 
"It  was  apparent  fi'om  the 
first  step  that  the  most  usefii 
system  was  Dow  Jones 
News/ Retrieval;'  remembers 
Casey.  "It  offers  so  much  of 
the  information  you're  looking 
for— from  general  news  and 
stock  quotes,  to  data  on  our 
company  and  industry.  It  was 
the  best  single  source;' 

"I've  had  other  services, 
but  Dow  Jones  News/Retrieval  has  the 
most  usefiil  business  information  in  the 
right  fomi;'  sa\'s  Posner  "The  time  I 
spend  'playing'  on  the  computer  makes 
more  money  for  me— and  for  my  clients;' 
Now  that's  the  fun  of  profit!  ■ 


Experience  the  fun  of  profiting  fi*om  your  PC. 

For  a  free  trial,  or  more  information  on  how  your  business  can  profit 
from  a  Dow  Jones  News/Retrieval  Membership, 
 ^call  1-800-321-7176,  Ext.  135 F  today.  

Or  fill  out  this  coupon  and  mail  to  the  address  below. 
Name  Title  


I    Company  Address  

j    City/State/Zip  Daytime  Phone  

I  Dow  Jones  News/Retrieval,  Post  Office  Box  186,  Drexel  Hill,  PA  19026-9973 

I  DowJonesI^s/Retrieval 

I  Fn  )ni  I )( )\\  !<  )ne,s  iS;  C  x  )mpany,  lix, 

 Ihe  iiifoiDiat/oii  that  powers  todays  bus/nessr  ' 

'iTus  offer  expires  December  31.  1989.  ©  1989  Dow  Jones  &  Companv'.  Inc.  All  rights  reserved.  MCI  Mail  is  a  registered  service  mark  of  MCI  Communications  C'  up. 

The  Official  Airline  Guide  is  a  trademark  of  Official  Airline  Guides,  Inc. 
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R&D  MUSCLE  HAS 
BROUGHT  MERCK  A 
STEADY  STREAM  OF 
TOP-SELLING  DRUGS 


,      MERCK'S  R&D  SPENDING 
PER  EMPLOYEE 


MERCK 


REST  OF 
DRUG  INDUSTRY 
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HEN     A      WORRIED  RESEARCHER 

came  to  Alfred  W.  Alberts  because 
an  expected  chemical  reaction  hadn't 
occurred  in  an  experiment,  Alberts 
started  getting  excited.  After  the 
procedure  was  repeated  and  nothing 
happened,  Alberts  knew  they  were 
on  to  something  big:  Merck  &  Co.  researchers 
had  found  a  way  to  block  cholesterol  formation. 
In  1987,  nearly  a  decade  later,  that  discovery 
resulted  in  the  introduction  of  Mevacor— a  $430 
million-a-year  blockbuster  drug. 

Sound  like  luck?  Only  if  you  believe  the  ad- 
age that  luck  is  the  residue  of  design. 
Mevacor's  introduction  was  the  culmi- 
nation of  more  than  three  decades  of 
painstaking  research — and  an  invest- 
ment of  more  than  $125  million.  That 
kind  of  persistence,  generous  invest- 
ment, and  dedication  to  hiring  top  re- 
searchers has  helped  make  Merck  one 
of  the  nation's  most  successful  phar- 
maceutical houses.  "There's  a  tradi- 
tion of  innovation  here,"  says  Al- 
berts. "It's  not  something  you  can 
build  overnight." 

Persistence  is  an  essential  ingredi- 
ent for  anyone  who  wants  to  stay  on 
top  in  this  industry.  Developing  a 
new  drug  often  takes  more  than  a 
decade,  and  9  out  of  every  10  that 
make  it  to  the  safety-trial  stage  fail. 
So  Merck  has  developed  a  system  to 
make  sure  that  good  ideas  aren't  lost 
during  the  lengthy  development  pro- 
cess. The  company  assigns  a  team 
leader  to  each  promising  research  ef- 
fort. The  leader  must  shepherd  the  product 
through  the  entire  process — from  basic  re- 
search to  final  government  approval.  He  or  she 
must  also  persuade  scientists  from  other  disci- 
plines to  commit  their  time  and  budget  to  each 
project.  That  builds  unity  and  helps  researchers 
feel  that  they  have  something  invested  in  a 
project. 

More  than  anything  else,  however,  Merck  il- 
lustrates that  success  begets  success.  The  com- 
pany has  been  a  leading  research  house  since 
1933,  and  its  winning  record  has  helped  Chief 
Executive  P.  Roy  Vagelos,  an  M.  D.,  recruit 
hundreds  of  top  researchers.  To  keep  them, 
Merck  makes  sure  its  scientists  are  among  the 
industry's  best  paid  and  best  treated.  The  envi- 
ronment seems  healthy:  Last  year,  two  Merck 
scientists  received  the  National  Medal  of  Sci- 
ence— for  improving  methods  of  large-scale 


production  of  such  drugs  as  penicillin  and  for 
developing  vaccines  for  infectious  diseases,  in- 
cluding measles  and  mumps.  i 
"The  better  the  quality  of  the  people  and  the 
organization,  the  more  success  will  continue  to 
come,"  says  Dr.  Edward  M.  Scolnick,  who 
heads  the  research  lab  division.  In  fact,  11 
Merck  drugs  introduced  since  1978  boast  annu- 
al sales  of  more  than  $100  million — more  than 
any  other  rival.  One  of  them  is  Vasotec,  a  drug 
that  lowers  blood  pressure.  It  brings  in  annual 
revenues  of  more  than  $1  billion  after  only 
three  years  on  the  market. 


It  look  10  years  of  tinkering,  but  Merck's 
Mevacor  now  pulls  in  $430  million  a  year  I 

Success  breeds  success  at  Merck  in  financui 
terms,  too.  Earnings  growth  has  amounted  i 
227'  annually  for  the  past  five  years.  Aii^ 
Merck  plows  much  of  that  money  right  bac 
into  development  of  new  products.  The  equi\ ; 
lent  of  $20,900  per  employee  that  Merck  speml 
on  research  is  not  only  nearly  twice  what  tii 
company  spent  five  years  ago,  it's  also  wf 
above  the  $12,700  that  the  rest  of  the  industr 
averages. 

Of  course,  even  Merck  isn't  immune  to  th 
tough  times  that  inevitably  visit  drugmakei  ^ 
The  company  has  endured  dry  spells  betwei" 
blockbusters  as  recently  as  1981  and  1982,  an 
even  the  best  research  doesn't  produce  winnci 
on  a  predictable  schedule.  But  Merck's  ultima' 
success  has  been  in  keeping  those  dry  speli 
few  and  far  between. 

By  Joseph  Weber  in  Philadelplu  I 
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FOR  DECADES,  3M  CO.  HAS 
relied  on  a  simple  strat- 
egy: Stay  ahead  of  the 
competition  by  spinning 
out  new  products  at  a 
breakneck  pace.  The 
company  boasts  a  cata- 
)g  of  60,000  items,  including 
cotch  tape,  floppy  disks,  and 
ost-it  notes.  Products  devel- 
ped  in  the  past  five  years  ac- 
3unt  for  nearly  one-third  of 
M's  $10.6  billion  in  sales. 
3M  researchers  have  long 
xcelied  at  whipping  up  new 
roducts,  and  they  have  even 
eveloped  experiments  for  the 
pace  shuttle.  But  innovation 
t  3M's  factories  hasn't  kept 
p.  In  the  past,  that  didn't 
latter  much:  3M  enjoyed  such 
trong  market  positions  for  so 
)ng  that  it  rarely  had  to  com- 
ete  on  price  alone.  But  rivals 
round  the  world  have  become 
lore  adept  at  developing  their 
wn    new    products — often 
lore  cheaply.  In  response,  3M 
is  launched  a  massive  effort 
I  cut  manufacturing  costs — 
at  not  by  laying  off  workers 
•  shuttering  plants.  Instead, 
VI  is  asking  each  of  its  42 
visions  to  come  up  with 
ays  to  streamline  operations 
id  boost  productivity. 
Chief  Executive  Allen  F.  Ja- 
ibson  applies  the  same  basic  approach  to  cost- 
itting  that  he  does  to  product  development. 
Vhat  we  had  to  do  was  put  people  to  work  on 
■me  clear  objectives,"  he  says.  Jacobson  decid- 
I  that  by  1990,  3M  needs  to  improve  productiv- 
r,  speed  manufacturing  cycles,  and  cut  ex- 
•nses  caused  by  poor  quality — by  35%  each. 
3  calls  his  decree  the  J-35  program.  (The  J  is 
r  Jake.) 

To  meet  the  overall  target  of  35%,  each  divi- 
)n — and  each  individual  factory — has  set  spe- 
ic  goals.  Here,  too,  the  approach  is  similar  to 
oduct-development  rules,  which  dictate  that 
%  of  every  division's  sales  must  come  from 
w  products.  But  it  was  a  new  drill  for  the 
uiufacturing  staff.  And  rather  than  imple- 
jnting  companywide  policies  for  cutting 
sts,  Jacobson  left  it  up  to  line  managers, 
ich  division  might  face  different  challenges, 
figured,  and  the  plant  managers  would  be 
st  equipped  to  identify  problems  and  solve 
3m.  To  help  divisions  share  information,  a 
mufacturing  council  was  established. 
Early  results  have  been  encouraging.  Work- 
;  at  an  Aberdeen  (S.  D.)  plant,  which  assem- 
!S  respirator  masks  used  by  painters,  decided 
it  they  were  doing  things  all  wrong.  After 
:h  step  in  the  processing,  filter  materials 
rire  returned  to  a  warehouse  to  await  the  next 
lip — seven  round  trips  in  all.  "The  beauty  of  a 
i|)gram  like  J-35  is  that  you  get  the  opportuni- 


A  scientist  at  3M's  Space  Research  &  Applications  Lab 
prepares  an  experiment  for  the  shuttle 

ty  to  stand  back  and  rethink  what  you're  do- 
ing," says  James  T.  Mahan,  former  head  of 
manufacturing  at  the  plant. 

3M  formed  teams  of  factory  workers  to  help 
figure  out  ways  to  untangle  the  flow  of  materi- 
als and  components  through  the  plant.  Their 
solution  was  radical:  The  company  scrapped  its 
traditional  assembly  system.  Instead,  machin- 
ery was  reorganized  into  work  cells,  where  all 
the  steps  needed  to  make  finished  masks  could 
be  done  in  rapid  sequence.  That  eliminated  the 
need  to  park  partially  manufactured  products 
in  the  warehouse.  Along  with  a  new  inventory- 
control  program,  3M  says,  the  new  system  has 
helped  improve  quality  and  reduce  wasted  ma- 
terials by  54%'. 

To  keep  new  solutions  coming,  3M  is  careful 
to  reward  good  ideas.  At  Aberdeen,  workers 
were  treated  to  pizza  parties  and  received  tro- 
phies after  they  met  their  goals.  To  encourage 
cooperation,  the  company  pegged  individual  bo- 
nuses to  the  creativity  of  the  solutions  worked 
out  by  their  teams. 

Jacobson  says  3M  is  well  on  its  way  to  meet- 
ing its  1990  deadline  for  J-35.  The  cost  of  goods 
sold  has  steadily  declined  for  three  years,  even 
though  the  company  has  increased  research 
spending.  In  fact,  Jacobson  is  so  confident  that 
his  approach  has  worked  that  he's  already  plan- 
ning 3M's  next  goals. 

By  Russell  Mitchell  in  St.  Paul,  Minn. 


THE  WOUK 
FOBCE 
FOB  IDEAS 

AT  3M,  EACH 
DIVISION— AND 
PLANT— HELPS 
CUT  COSTS 


MATERIALS,  LABOR, 
AND  OTHER  COSTS 
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RUBBERMAID'S 
UTILITARIAN  TWIST 
HAS  PAID  OFF  IN 
STEADY  GROWTH 


ULV.  ULVLLUU  I 


3  1.2- 


RUBBERMAID'S 
TOTAL  REVENUES 

H  NEWPRODUnS- 


i(i  Wl  P5 

0-    -    -  - 
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A  BILLIONS  OF  DOLURS 

•INIROOliffD  IN  MOST 
RECENT  fIVf  YEARS 


IN  1934.  THE  WOOSTER  RUBBER  CO.  MADE  A 
radical  addition  to  its  line  of  balloons:  a 
dustpan.  The  item  was  about  as  undramat- 
ic  as  the  concept:  to  offer  the  public  a  well- 
designed  product  that  was  useful,  long- 
lasting,  and  inexpensive.  But  it's  been  a 
winner  for  the  company  that's  now  called 
Rubbermaid  Inc.  That  humble  dustpan  has 
spawned  more  than  2,000  products.  Most  dis- 
play Rubbermaid's  knack  for  adding  a  utilitari- 
an twist — like  a  revolving  plastic  shelf,  per- 
haps, to  help  you  reach  just  the  right  spice  jar. 

'The  products  may  be  a  bit  ordinary,  but  Rub- 
bermaid's consistency  has  been  anything  but. 
Under  CEO  Stanley  C.  Gault,  who  returned  to 
his  native  Wooster,  Ohio,  in  1980  after  missing 
out  on  the  top  job  at  General  Electric  Co.,  Rub- 
bermaid derives  30^  of  its  sales  from  products 
less  than  five  years  old.  The  stream  of  new 
products  has  kept  both  sales  and  earnings  at 
Rubbermaid  growing  by  at  least  157'  a  year. 

To  make  sure  it  hits  its  targets  for  new 
products  and  growth,  the  company  uses  new 
products'  share  of  sales,  as  well  as  growth  of 
sales  and  earnings,  to  de- 
termine compensation  for 
its  executives.  For  exam- 
ple, the  regular  salary  of 
the  president  of  the  house- 
wares division,  Wolfgang 
R.  Schmitt,  is  $390,920.  but 
his  cash  performance  bo- 
nuses over  the  past  three 
years  have  averaged 
$206,844.  Rubbermaid  will 
say  only  that  a  significant 
portion  of  that  extra  pay  is 
due  to  his  division's  suc- 
cess with  new  products. 

To  stay  close  to  its  cus- 
tomers, Rubbermaid's  five 
divisions  operate  as  auton- 
omous companies:  In  addi- 
tion to  housewares,  the 
company  now  has  an  of- 
fice-products division,  The 
Little  Tikes  Co.  toy  subsid- 
iary, an  international  divi- 
sion, and  a  commercial- 
products  division.   All  of 
them  are  expected  to  em- 
brace the  new-product  reli- 
gion of  the  core  household 
business.  Commercial  prod- 
ucts recently  came  up  with  a  clear  plastic  pitch- 
er that  restaurants  are  snapping  up  because  it 
looks  like  glass  but  won't  break.  At  the  day- 
care center  for  children  of  Little  Tikes  employ- 
ees, researchers  watch  through  a  one-way  mir- 
ror to  see  which  toys  the  kids  like  best. 

It's  not  all  kid  stuff.  The  company  also  uses 
demographic  and  lifestyle  analysis  to  spot 
trends.  But  the  heart  of  product  development 
at  Rubbermaid  lies  in  focus  groups.  And  no 
customer  gripe  is  too  small  to  consider.  When 
focus-group  participants  complained  recently  of 
puddles  in  their  dish  drainers,  Rubbermaid  an- 
swered with  a  drain  tray  a  bit  higher  in  back  to 


help  water  flow  into  the  sink.  Extensive  focus 
group  surveys  permit  Rubbermaid  to  skip  tes 
marketing  and  still  give  shoppers  what  the; 
want.  "The  Rubbermaid  name  is  a  magic  nami 
to  the  minds  of  consumers,"  says  Eugen< 
O'Donnell,  senior  vice-president  at  Hills  Depart 
ment  Stores  Inc. 

To  keep  up  the  flow  of  new  products,  Rul 
bermaid  has  turned  to  acquisitions.  Since  buy 
ing  Little  Tikes  in  1984,  the  division  has  rackei 
up  annual  sales  increases  averaging  35%  a  yea 
and  has  won  kudos  for  imaginative  design  o 
such  products  as  an  indoor  gym.  The  compg 
ny's  new  line  of  inexpensive  office  workstE 
tions  is  a  marriage  of  Gott  Corp.,  acquired  i: 
1985,  and  Microcomputer  Accessories  Inc.,  ac 
quired  a  year  later.  Now  Microcomputer  Ac 
cessories,  which  has  long  made  office  in-boxe 
and  plastic  cases  for  floppy  disks,  is  makin 
desks  using  structural  techniques  borrowe 
from  Gott,  which  makes  plastic  coolers. 

The  new  desk  and  accessories  are  also  testj 
ments  to  one  more  element  of  the  Rubbermai 
formula  for  success.  "We  work  very  hard  intei 


Stanley  Gault:  Careful  focus-group  research  helps  make 
Rubbermaid  a  household  word  with  consumers 

nally  to  drive  our  costs  down,"  says  Gault.  Oi 
example:  When  costs  of  certain  resins  that  ai 
used  to  make  desks  jumped  527"  last  year,  tl 
company  deftly  switched  to  less  expensi\ 
blends  of  petrochemicals.  It  also  pinchetl  a  ]»■ 
ny  or  two  by  putting  out  some  sales  brochiin 
in  black  and  white. 

Gault  says  retailers  are  already  eager  d 
Rubbermaid's  desks.  Priced  at  a  competiti^ 
$275  or  so,  the  product  still  meets  the  Nd. 
Rubbermaid  rule:  It's  useful,  long-lasting,  ai 
inexpensive.  Of  course,  the  company  st 
makes  dustpans,  in  just  the  right  colors. 

Bi/  Maria  Mallory  hi  Wooster,  (Ih 
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The  486  is  Intel's  bid  to  serve  more  powerful  computers  the  way  the  386  won  PCs 


OMPILE  A  LIST  OF  THE  MOST  IMPORTANT 
innovations  that  paved  the  way  for  mod- 
ern electronics,  and  it  would  have  to 
include  the  integrated  circuit,  the  ran- 
dom-access memory,  and  especially  the 
microprocessor — the  "brains"  of  all  but 
the  largest  computers.  Intel  Corp.  exec- 
tives  had  a  hand  in  them  all.  In  1957,  11  years 
efore  co-founding  Intel,  Robert  N.  Noyce  in- 
ented  one  of  the  first  two  integrated  circuits, 
itel  then  went  on  to  pioneer  memory  chips 
nd  microprocessors. 

Although  Intel  bowed  out  of  some  memory 
lips  when  Japanese  rivals  were  dumping  them 
n  the  U.  S.  market,  the  Santa  Clara  (Calif.) 
3mpany  still  reigns  as  the  king  of  microproces- 
Drs.  And  it  has  no  intention  of  yielding  ground 
1  that  market.  "We'd  really  have  to  drop  the 
all  to  give  those  people  an  opening,"  says 
hief  Executive  Andrew  S.  Grove.  "We  are  not 
I  a  ball-dropping  mode." 
Moving  fast  and  following  up  with  ever-bet- 
!r  designs  are  the  key  elements  in  Intel's  at- 
!mpt  to  capitalize  on  one  of  the  decade's  most 
iccessful  innovations:  the  80386  chip,  which  is 
sed  in  IBM's  top-end  personal  computers  and 
leir  clones.  Since  hitting  the  market  in  1986, 
lies  of  the  386  family  of  products,  which  in- 
ude  related  chips  used  to  enhance  the  power 
f  the  basic  microprocessor,  have  grown  to  an 
5timated  $1.3  billion  annually — equal  to  Intel's 
)tal  revenues  in  1986. 

To  build  on  that  performance,  Intel  is  now 
Deeding  up  product  development  with  lessons 
arned  from  the  386.  One  is  getting  manufac- 
iring  and  design  teams  to  work  together.  To 
ack  the  386  with  the  computing  power  of  a 
?80  mainframe,  Intel  needed  a  new  chipmak- 
ig  technology.  But  tinkering  with  a  novel  pro- 
uction  line  at  the  same  time  the  chip  was 
eing  created  raised  the  worrisome  prospect  of 

geometric  increase  in  the  problems  that  inev- 
ably  bedevil  new  products. 


So  Intel  set  up  teams  from  both  specialties 
and  convened  weekly  GYAT — get  your  act  to- 
gether— meetings.  There,  engineers  and  design- 
ers ironed  out  potential  problems  as  they 
cropped  up.  Things  went  so  smoothly  that  Intel 
has  applied  the  approach  to  other  products.  The 
record  speaks  for  itself:  Four  years  ago,  it  took 
the  company  an  average  of  64  weeks  to  take 
even  a  relatively  simple  new  chip  from  concep- 
tion to  profitability.  Intel  set  a  goal  of  getting 
the  time  down  to  52  weeks  for  small  chips, 
largely  through  design-and-manufacturing  co- 
ordination. One  member  of  the  386  chip  family 
made  it  in  48  weeks. 

What's  more,  Intel  hadn't  even  finished  the 
386  before  starting  on  its  next-generation  mod- 
el, the  486.  That  one  could  help  Intel  capture 
workstations  and  other  powerful  desktop  com- 
puters the  way  the  386  enabled  the  company  to 
grab  the  basic  PC  market.  This  time,  Intel  set 
up  a  program  dubbed  PDQ^:  perfect  design 
quality,  pretty  damn  quick.  And  this  time,  com- 
puter software  experts  were  recruited,  too.  The 
teams  cooked  up  programs  that  helped  design 
chips  more  efficiently.  Not  only  was  a  workable 
version  of  the  486  assembled  in  just  21/2 
years — six  months  faster  than  the  38(>— but  the 
prototype  worked  on  the  first  try,  rather  than 
the  third  or  fourth.  The  486  should  be  in  full 
production  by  fall. 

That  six  months  could  be  crucial.  Rivals  such 
as  Sun  Microsystems  Inc.  and  MIPS  Computer 
Systems  Inc.  are  coming  out  with  new  chips 
featuring  reduced  instruction-set  computing 
(RISC),  which  wrings  more  speed  out  of  transis- 
tors by  processing  commands  more  efficiently. 
Although  Intel  is  hedging  its  bets  by  making 
its  own  RISC  chips,  skillful  engineering  has  giv- 
en the  486  some  advantages  over  the  RISC  ap- 
proach. And  getting  the  486  out  fast  is  essen- 
tial if  Intel  is  to  keep  computer  designers  from 
defecting  to  a  new  technology. 

By  Richard  Brandt  in  Santa  Clara,  Calif. 
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Jeep  announces  our  four-wheel  anti-lock  brakine  svste 

fs  called  ABS.  And  it  s  a  Jeep  exclusive.  It's  the  only  all-wheel  Ml  t3ataS 
system  avaikb  e  on  any  four-wheel  drive  sport  utility  vehide.  ABS  S  the  S 
surface  conditton  up  to  fifteen  times  per  second  and  automatk^  ap^s  and  Jap 

^^^^^   braking,  and  turns  evety  stop,  even  panic  stops,  into  mot^  confident 

more  controllable  stops.  That's  the  beauty  of  ABS.  But  it's 
.^^^1  T  Cherokee  Limited.  There's  the  bea 

A  fl  f       u  ^"«her  Jeep  exclusive.  It's  the  only  shift-or 

:  he-fly  four-wheel  dnve  system  that  gives  you  the  security  < 

. :  four-wheel  dnve  on  any  surface,  on  iwad  or  off  Anc 
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inlibur  Tracks.  | 

ere's  beauty  under  the  hood  in  the  form  of  the  177  hoi^ep6Wer  Power-Tech  Six  engine, 
e  most  powerful  engine  in  Cherokee's  class. 

Plus,  there's  beauty  inside  with  luxurious  seating  highlighted  by  lots  of  genuine  v 
ither  and  surrounded  by  power  everything.  And  maybe  most  important,  there's  the  ^ 
rill  and  satisfaction  of  driving  a  true  American  Legend:  Jeep.  What's  more.  Jeep 
lerokee  has  a  higher  resale  value  than  Ford  Bronco  II  and  Chevy  S-10  Blazer.*  And  - 
p^Hk  now  every  Jeep  comes  with 

.m\m  Chrysler's  exclusive  7-year/  *  T  ^ 

),000-mile  Protection  Plan.**  For  fur-      V>niiV  lli  3.  ICCD 

^r  information,  caUl-800-JEEP-EAGLE.  J  ^  Eagle 


*Source:  KeUey  Bliif  Book:  November/December  1988.  analvzine  resale 
valuesotl985, '86.  ■87.and'88mixlelyfarveliide!>    ■  :    '  ' 

*Protects  1989  models  engine  and  powertrain  tor  7  vearS  or  70.000  milts; 
and  agamst  outerbody  rust-thanigh  for  7  yvars  dr  lOO.OOO  miles  See 
limited  warranty  at  dealer.  Deductibles  and  restrictioas  apiily  Jeep  is  a 
registered  trademark  of  Jeep  Eagle  Corporation.  Buckle  iip  for  safety 
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A  MILLIONS  OF  DOLURS 

■PROnuaS  DEVELOPED 
IN  LAST  FIVE  YEARS 

DATS  STRYKER  CORP 


HEN  JOHN  W.  BROWN  LEFT  SQUIBB 

Corp.  to  become  chief  executive  of 
Stryker  Corp.  in  1977,  he  found  him- 
self running  a  sleepy  maker  of  hospi- 
tal beds.  The  company  was  still  reel- 
ing from  the  death  of  L.  Lee  Stryker, 
Brown's  predecessor,  in  a  plane 
crash.  And  although  Brown  didn't  know  it  at 
the  time,  the  entire  health  care  industry  was  on 
the  verge  of  a  crisis.  As  the  federal  govern- 
ment and  private  employers  sought  to  clamp 
down  on  health  care  costs  in  the  mid-1980s, 
hospital  admissions  dropped  and  demand  for 
hospital  beds  softened. 


The  hospital-bed  maker  now  gets  58%  of  its  sales 
from  products  developed  in  the  past  five  years 

Against  the  odds,  Stryker  today  is  the  pic- 
ture of  financial  health,  thanks  largely  to  a 
steady  stream  of  new  products.  Brown,  who 
took  the  job  at  41,  spotted  the  changes  sweep- 
ing the  hospital  supply  busines.s — before  they 
cut  into  his  company's  profits.  He  deftly  guided 
Stryker  into  higher-margin  surgical  equipment, 
an  area  where  hospitals  can't  pinch  pennies.  By 
carefully  developing  tools  that  surgeons  want 
and  by  shaving  manufacturing  costs,  he  has 
kept  profits  robust:  Net  earnings  have  grown 
22%  a  year,  on  average,  for  the  past  five  years, 
while  return  on  equity  has  averaged  19%. 

These  days,  58%  of  Stryker's  revenues  of 
$179  million  come  from  products  developed  in 
the  last  five  years.  Among  the  biggest  hits  are 


battery-powered  saws  and  drills  used  by  ortho- 
pedic surgeons.  Doctors  like  the  tools  becaust 
they  are  tough  and  convenient — drills  made  by 
most  rivals  are  pneumatic  and  require  clunk} 
air  hoses.  The  cordless  equipment  has  been  sc 
successful,  the  company  recently  added  a  line- 
up of  tiny  drills  for  oral,  facial,  and  small-joinl 
surgery. 

The  company  also  jumped  into  the  growing^ 
market  for  arthroscopic  surgical  equipment—, 
special  instruments  used  to  perform  joint  sur 
gery  through  a  tiny  incision.  Because  this  type 
of  surgery  rarely  requires  an  overnight  hospii 
tal  stay,  the  market  hasn't  yet  been  pinched  bjl 
health  care  cost-containment  efj 
forts.  Up  next:  improved  bodyj 
part  replacements.  Last  year] 
Stryker  got  Food  &  Drug  Ad| 
ministration  approval  to  sell 
Dacron  replacement  ligamentsl 
for  injured  knees.  And  the  comj 
pany  is  testing  a  new  coating 
compound  for  artificial  hi{ 
joints.  The  compound  may  pro 
mote  bone  growth  around  th( 
device,  thus  speeding  patients 
recovery. 

Promising  products  aren't  al 
that  make  Stryker  tick.  At  th< 
manufacturing  level,  the  com 
pany  has  discovered  that  allow 
ing  its  factory  workers  to  spe 
cialize  gives  them  more  pride  ii 
their  work.  That  helps  improvf 
quality  and  cut  waste.  Las 
year,  Stryker  set  up  a  smal 
plant  to  try  a  novel  assembl; 
system  for  motorized  knee-ex 
ercisers.  The  line  was  split  int( 
individual  work  stations  when 
employees  are  responsible  fo 
all  aspects  of  production,  in 
eluding  their  own  quality  am 
inventory  controls.  As  a  result 
the  ratio  of  flawed  product 
was  half  that  at  conventiona 
plants.  The  new  system  is  si 
successful,  in  fact.  Brown  even 
tually  plans  to  implement  i 
throughout  the  company. 

Given  Stryker's  small  size 
you'd  think  the  least  o 
Brown's  worries  was  growing  too  big.  Bu 
you'd  be  wrong.  To  keep  his  company  sharp 
Brown  periodically  breaks  it  into  even  smalle 
operating  units.  He  split  off  overseas  opera 
tions  into  an  autonomous  unit  in  1984.  One  yea 
later,  he  divided  the  rest  of  the  company  inti 
two  divisions,  separating  surgical  tools  fron 
hospital  beds.  "What  we  keep  trying  to  do  i 
split  and  focus,"  he  explains.  Brown  figure; 
that  smaller  operating  divisions  allow  employ 
ees  to  specialize  and  to  develop  closer  ties  witl 
customers.  The  closer  contact  helps  keep  nev 
product  ideas  flowing.  And  new  products  ar 
what  kept  Stryker  from  getting  stuck  in  hospi 
tal  beds. 

By  David  Woodruff  in  Detroi 
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What  can  customers 
xpect  from  the  people 

of  BellSouth? 


Responsiveness.  Objectivity. 

And  a  commitment  to 
putting  the  customer  first. 

These  are  the  quahties  of  the 
men  and  women  of  BellSouth.  Peo- 
ple dedicated  to  making  BellSouth 
one  of  the  leading  communications 
companies  in  the  world. 

BellSouth  people  are  design- 
ing, installing  and  maintaining 
sophisticated  communications  sys- 
tems throughout  the  Southeast  and 
in  more  and  more  places  across  the 
country  and  around  the  world.  In 
each  case,  BellSouth  is  committed 
to  putting  the  customer  first. 

As  part  of  that  commitment, 
BellSouth  was  the  first  Bell  holding 
company  to  recombine  network 
and  equipment  operations  so  that 
customers  could  enjoy  a  single 
source  for  their  telecommunica- 
tions needs.  This  new  marketing 
approach  is  making  it  easier  for 
customers  to  do  business  with 
BellSouth. 

When  it  comes  to  communi- 
cations products  and  services, 
BellSouth  people  can  provide  the 
solutions  customers  have  a  right  to 
expect  from  a  leader. 

For  more  information  on 
BellSouth,  call  1-800-522-2  355. 
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KEEPIN6 
NEW  IDEAS 


HP'S  FREE-THINKING 
SCIENTISTS 
HELP  HONE  ITS 
MARKET  EDGE 
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ONE  SATURDAY  BACK  IN  1959,  WILLIAM  R. 
Hewlett,  co-founder  of  Hewlett-Packard 
Co.,  stopped  off  at  a  company  storeroom 
to  pick  up  a  microscope.  Finding  the 
equipment  cage  locked,  legend  has  it, 
Hewlett  broke  open  the  latch  and  scrib- 
bled a  note  instructing  the  clerk  never 
to  lock  the  room  again.  Stifling  innovation,  he 
figured,  was  worse  than  risking  theft. 

Thirty  years  later,  HP  still  imbues  its  culture 
with  that  sense  of  freedom.  The  company's  labs 
are  open  to  engineers  around  the  clock.  And  HP 
encourages  its  965  corporate  researchers  to  de- 
vote 107'  of  company  time  to  exploring  their 
own  ideas — and  doesn't  penalize  them  if  they 
fail.  "Intelligent  failure  is  an  acceptable  mode 
of  operation,"  says  Frank  P.  Carrubba,  director 
of  HP  Laboratories. 

Whenever  possible,  HP  keeps  its  operating 
divisions  small,  to  speed  up  development  of 
new  businesses  and  to  give  participants  a  feel- 
ing of  ownership.  Researchers  at  one  lab,  for 
example,  were  kicking  around  the  concept  of 
vaporization  in  a  coffee  percolator  when  they 
realized  the  same  principles  could  be  applied  to 
printers.  Management  freed  the  engineers  to 
work  on  the  project — and  allocated  the  seed 
money  to  get  it  rolling.  In  March,  HP  sold  its 


disappointments  in  marketing  new  technology. 
The  current  effort  started  with  Spectrum,  a 
project  aimed  at  uniting  HP's  three  incompati- 
ble computer  lines  under  a  single  design.  There 
was  no  room  for  error:  Development  costs  fori 
the  project  were  a  staggering  $500  million.: 
Meanwhile,  archrival  Digital  Equipment  Corp.' 
was  already  outgunning  HP  with  a  more  power- 
ful machine. 

Young  included  both  manufacturing  andl 
marketing  specialists  early  in  the  design  stage.! 
That  enabled  him  to  hold  down  production  costsj 
and  hone  product  features  to  meet  customers'! 
requirements.  The  procedure  worked  so  welll 
with  Spectrum,  which  was  introduced  in  1987,i 
that  Young  adopted  the  system  for  all  new 
projects.  Now,  executives  at  every  level,  from 
engineering  to  customer  service,  must  sign  off 
on  each  phase  of  a  new  product. 

Results  have  been  impressive.  For  the  fiscal 
year  ended  Oct.  31,  1988,  hp's  profits  soared 
27%,  to  $816  million,  on  revenues  up  22%,  to 
$9.8  billion.  What's  more,  over  half  the  new 
orders  received  last  year  were  for  products; 
introduced  since  1987.  But  since  then,  HP  has 
stumbled.  Inventory-control  problems  have  put 
a  damper  on  recent  earnings,  resulting  in  flat 
profits  for  the  quarter  ended  Mar.  31. 


HP  fosters  an  atmosphere  of  freedom  by  keeping  its  labs  open  around  the  cioclc 


millionth  printer  based  on  the  new  thermal 
printing  technology. 

HP  hasn't  always  been  so  successful  at  bring- 
ing its  creations  to  market.  HP  product  engi- 
neers have  often  churned  out  new  products 
that  drew  acclaim  from  lab  mates  but  didn't 
match  customers'  needs.  In  the  mid-1980s,  the 
company  launched  a  $100  million  effort  to  build 
a  desktop  mainframe  for  the  booming  comput- 
er-aided engineering  market.  Unfortunately,  HP 
failed  to  develop  competitive  software  and  was 
soon  beaten  by  such  startup  companies  as  Men- 
tor Graphics. 

Through  a  more  systematic  approach,  Presi- 
dent John  A.  Young  hopes  to  avoid  similar 


To  maintain  its  innovative  edge,  HP  is  count 
ing  on  cross-fertilization  of  scientific  discipline; 
to  tap  new  markets— such  as  combining  re 
search  in  sensors,  chemical  analysis,  and  elec 
tronics  to  produce  new  medical  instruments 
Last  year,  it  funded  the  first  of  three  researcl 
centers  that  will  pursue  basic  research  in  merli 
cine  and  electrical  engineering,  among  othe 
fields.  The  company  also  is  remodeling  its  fivt 
building  research  campus  in  Palo  Alto,  Calif.,  t( 
create  a  town  square.  The  goal  is  to  encoura^i 
scientists  to  mingle  and  swap  ideas.  At  th< 
granddaddy  of  Silicon  Valley,  it  seems,  frc 
thinking  is  still  carefully  cultivated. 

By  Jonathan  B.  Levine  in  Palo  Alto,  Calij 
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FEW  AMERICAN  STEEL 
producers  would  top 
anyone's  list  of  innova- 
tive companies.  But 
consider  Allegheny 
Ludlum  Corp.  Devotion 
to  spotting  new  mar- 
:ets  and  developing  products 
0  fit  them  have  made  AL  the 
lation's  No.  1  producer  of 
pecialty  steels.  And  that's 
inly  part  of  the  story.  AL  has 
ieveloped  highly  sophisticated 
nanufacturing  methods  that 
:eep  costs  down  and  profits 
at.  Last  year,  the  company's 
eturn  on  equity  topped  377<, 
nore  than  double  the  return 
or  the  BUSINESS  week  Top 

000  and  the  best  in  the  steel 
ndustry. 

Unlike  many  competitors, 
iL  didn't  scrimp  on  research 
luring  the  industry's  tough 
'ears  earlier  this  decade.  De- 
pite  a  heavy  debt  load  after 
nanagement    led    a  1980 
luyout  of  the  company  from 
Allegheny  International  Inc., 
he  research-and-development 
ludget  has  increased  sharply 
ince  then.  More  important, 
L  has  created  a  system  that 
elps  it  stay  sensitive  to  what 
ustomers  want.  "The  seed- 
ed of  our  technological  inno- 
ation  is  the  market,"  says 
lobert  A.  Walsh,  the  compa- 
y's  senior  vice-president  of  technical  services. 
To  get  a  jump  on  the  competition,  AL  market- 
evelopment  teams  regularly  visit  customers, 
'here  they  talk  with  engineers  to  find  out 
'hat's  needed.  After  visiting  a  convention  of 
xecutives  from  companies  that  make  heating 
quipment,  one  of  al's  scouts  reported  that  the 
usinesses  were  worried  about  meeting  im- 
ending  heat-efficiency  laws.  AL  researchers 
30ured  their  patents  to  find  a  corrosion-resis- 
int  alloy  to  help  reduce  heat  loss.  They  quick- 
'  uncovered  one  alloy  already  being  used  in 
ower  plants.  That  enabled  al  to  start  market- 
ig  the  product  in  1984 — three  years  before  the 
8w  laws  were  passed. 

To  make  sure  that  it  can  convert  new  ideas 
ito  profitable  products,  AL  encourages  close 
)operation  between  its  research  and  produc- 
on  staffs.  Unlike  many  companies,  where  re- 
;archers  work  at  campus-like  centers,  275  of 
L's  400  researchers  work  at  its  factories, 
here,  they  can  experiment  on  novel  manufac- 
j  iring  methods  as  they  develop  new  products. 

1  hat  speeds  the  process  and  minimizes  manu- 
i  icturing  glitches. 

AL  isn't  afraid  to  take  a  long-term  approach, 
i  )on  after  federal  laws  were  passed  in  1975 

•quiring  auto  makers  to  equip  new  cars  with 
j  italytic  converters,  an  AL  development  team 
I  'Und  that  carmakers  were  unhappy  with  the 


After  14  years  of  development,  AL's  patented  alloy 
for  catalytic  converters  has  won  over  Porsche  and  GM 

ceramic  honeycombs  inside  the  converters.  The 
honeycombs,  which  are  coated  with  precious 
metals  that  capture  noxious  elements  in  ex- 
haust gases,  crack  and  wear  out  quickly.  After 
14  years  of  development,  AL  is  now  selling  a 
patented  alloy  without  such  drawbacks,  and  the 
1990  models  of  Porsche's  944  and  General  Mo- 
tor Corp.'s  Opel  will  use  it  in  their  exhaust 
systems. 

The  company  has  also  patiently  developed 
new  manufacturing  processes.  For  a  decade,  AL 
technicians  have  refined  computerized  systems 
that  help  hold  down  manufacturing  costs.  The 
systems  analyze  costs  and  compliance  with 
specifications  for  all  of  AL's  145  products.  In 
one  case,  the  system  alerted  AL  researchers  to 
the  fact  that  the  company's  melting  process 
consumed  too  much  nickel.  That  discovery 
alone  saves  about  $6  million  annually. 

Now,  AL  is  eyeing  an  even  bigger  break- 
through. Its  technicians  are  racing  to  commer- 
cialize an  entirely  new  process  for  making 
steel.  The  system  will  eliminate  some  of  the 
steps  now  used  to  convert  molten  steel  into 
strips,  chopping  costs  dramatically.  But  AL  re- 
searchers say  that's  not  even  the  best  part.  The 
new  technology,  which  could  be  in  place  by  the 
mid-1990s,  will  allow  them  to  make  exotic  new 
alloys — and  keep  future  sales  red  hot. 

By  Gregory  L.  Miles  in  Pittsburgh 
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SHREWD  MOVES 
ARE  SQUEEZING 
A  LOT  MORE  OUT  OF 
FORD'S  FACTORIES 


INCREASE  IN  NORTH  AMERICAN 
PRODUaiON  SINCE  1985 
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SECOND  SHIFTS 
NEW  PUNT 


A  THOUSANDS  OF  URS  AND 
LIGHT  TRUCKS  ANNUALLY 
OAH- FORD  MOTOR  CO. 


AFTER  A  DECADE  OF  STUBBY  PINTOS,  FORD 
Motor  Corp.'s  sleek  Taurus  and  Probe 
lines  have  become  symbols  of  the  com- 
pany's resurgence.  Consumers  love  the 
rounded,  aerodynamic  look:  When  the 
Taurus  was  launched  in  1985,  Ford's 
share  of  the  U.  S.  new-car  market  was 
18.8%.  By  the  first  quarter  of  this  year,  that 
slice  had  widened  to  23.4%- — the  highest  level 
for  any  comparable  quarter  since  1978. 

The  changes  at  Ford  are  more  than  just  body 
work,  however.  Ford's  success  can  be  traced  to 
the  factory  floor,  where  more  teamwork  and 
careful  attention  to  detail  have  increased  quali- 
ty and  enhanced  customer  satisfaction.  But 
that's  not  all:  Ford  has  managed  to  meet  the 
booming  demand  for  its  products  without  add- 
ing a  bunch  of  new  plants.  By  keeping  its  exist- 
ing factories  busier,  the  company  has  also  in- 
creased their  efficiency — a  major  factor  in 
making  Ford  the  nation's  low-cost  automaker. 
In  all,  the  resulting  increase  in  productivity  has 
helped  boost  North  American  car  and  truck 
capacity  by  197^  since  1985,  to  4.4  million  units. 

Ford's  reluctance  to  build  costly  new  plants 
is  easy  to  understand.  From  1978  to  1982,  its 
U.  S.  sales  of  cars  and  trucks  plunged  49%,  to 
2.1  million  units.  Caught  without  fuel-efficient 
vehicles,  the  company  endured  painful  losses 
from  1980  to  1982.  As  sales  grew.  Ford  man- 
agement feared  new  plants  would  have  to  be 
idled  in  the  next  downturn.  "We  plan  our  ca- 
pacity for  the  best  balance  over  the  full  course 
of  the  sales  and  economic  cycle,"  says  Ford 
Chairman  Donald  E.  Petersen. 

Ford  did  build  one  factory  in  Mexico,  which 
can  produce  73,000  cars  a  year.  It  also  added 
shifts  at  two  existing  plants.  But  the  lion's 
share  of  the  increase  has  come  from  productivi- 
ty improvements  at  existing  facilities.  The  com- 
pany used  to  turn  out  50  LTDs  an  hour  at  two 
plants — its  42-year-old  Atlanta  facility  and  a 
Chicago  factory  that  dates  back  to  1924.  Now, 


line  speed  has  jumped  to  65  Tauruses  an  hour. 

Designing  the  Taurus  to  be  built  more  easily 
accounts  for  most  of  the  improvement.  When 
Ford  asked  assembly-line  workers  to  contribute 
ideas,  one  suggested  making  all  bolts  the  same 
size.  Saving  employees  from  sifting  through 
bins  of  different-size  bolts  and  endlessly  chang- 
ing wrenches  makes  the  job  go  much  faster.  In 
another  procedure,  workers  had  to  reach 
through  a  small  hole  in  the  car  door  to  tighten 
a  bolt.  Employees  worried  that  they  would  drop 
bolts  inside  the  door,  either  slowing  the  assem- 
bly line  to  retrieve  them  or  leaving  behind  an 
annoying  rattle  for  the  future  owner.  The 
straightforward  solution:  enlarge  the  hole. 

The  company  also  analyzed  its  production 
system  to  alleviate  logjams.  The  line  for  one 
assembly  plant  couldn't  be  operated  any  faster 
because  cars  in  the  paint  shop,  the  next  step, 
could  not  be  moved  along  until  their  paint  had 
dried;  meanwhile  the  painters  had  nothing  to 
do.  Ford  simply  added  more  paint  bays.  And  to 
keep  machinery  humming  during  double  shifts, 
six  days  a  week,  the  company  has  stepped  up 
preventive  maintenance. 

When  Ford  did  go  for  new  production,  it 
asked  affiliates  to  share  the  risks.  Mazda  Mo- 
tor Manufacturing  (USA)  Corp.  builds  the  Probe 
for  Ford  alongside  its  own  MX-6  at  Flat  Rock, 
Mich.  Similarly,  Ford  Motor  Corp.  of  Europe 
supplies  the  Scorpio,  and  Korea's  Kia  Motors 
Corp.  makes  the  Festiva.  These  deals  alone 
helped  it  expand  the  number  of  cars  Ford  could 
sell  in  North  America  by  317,000. 

With  car  and  truck  sales  now  softening. 
Ford's  effort  to  avoid  idle  factories  has  come 
full  circle.  Both  Mazda  and  Nissan  Motor  Corp. 
plan  to  buy  trucks  from  Ford  in  the  1990s  for 
sale  in  the  U.  S.  The  additional  business  would 
be  good  news  in  any  case.  The  fact  that  it's 
coming  from  two  Japanese  manufacturers  only 
makes  the  triumph  that  much  sweeter. 

By  James  B.  Treece  in  Detroit 


Ford  has  boosted  its  North  American  car  and  trucic  capacity  by  1 9%  since  1 985 
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Performance 
Beyond  Your 
Expectations- 


Revolutionizing  open  plan  ofiBces 
with  Personal  Environments. 


Personal  Environments  is 
compatible  with  most  office 
furniture  systems. 


See  us  atNEOCON  21. 
Environmental  Planning 
Expo  exhibit  #544  (also 
shown  in  suite  #1048). 


©1989  Johnson  Controls,  Inc 
JC-8943 


Cost-effectiveness, 
efficiency  and  flexibility 
assure  the  open  plan 
office  a  permanent  place 
in  the  business  world  At 
Johnson  Controls,  we 
simply  wanted  to  make 
people  more  productive. 

So  we  created  a  system 
that  has  taken  the  open 
plan  ofhce  a  quantum 
leap  into  the  future.  We 
did  it  by  addressing  and 
solving  the  single  most 
important  disadvantage  of 
the  open  plan  concept: 
sacrifice  of  individual 
comfort  and  control 

Personal  Environments 
restores  environmental 
control  of  each  workstation 
to  the  individual  who 
uses  It.  Precise  temperature. 


volume  and  direction  of 
air  flow,  lighting  and  the 
generation  of  "white  noise" 
to  enhance  the  sense  of 
privacy  can  all  be  set  to 
preferred  levels  with  a 
single  control  module.  A 
motion  sensor  automati- 
cally reduces  all  elements 
to  the  most  energy-efficient 
levels  in  unoccupied  work- 
stations. 

Personal  Environments 
can  be  integrated  into  new 
or  existing  buildings,  even 
renovations  ot  warehouses 
and  lactones  into  office 
space. 


Take  the  first  step  in 
improving  productivity. 
Call  Johnson  Controls 
today  at  1-800-972-8040 
In  Wisconsin,  call 
1-800-472-6533  Or  write, 
Johnson  Controls, 
Systems  and  Services 
Division,  C19,  Milwaukee, 
WI  53201-0423. 
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CORRECTING  AN  OVERBITE  USED  TO  MEAN 
having  to  spend  years  in  gleaming  steel 
braces.  For  countless  teenagers,  that 
image  conjured  up  fears  of  social  oblivi- 
on. No  more,  thanks  to  a  subsidiary  of 
Johnson  &  Johnson.  After  teaming  up 
with  Saphikon,  a  tiny  Milford  (N.  H.) 
manufacturer,  J&J  is  now  selling  transparent 
braces  that  hardly  show. 

The  significance  of  clear  braces  goes  far  be- 
yond lowering  adolescent  anxiety.  It's  a  good 
example  of  how  J&J  is  increasingly  looking  be- 
yond its  own  laboratories  to  find  new  ideas. 
Many  of  the  company's  hottest  new  products 
come  from  technology  it  has  acquired  or  from 
joint  ventures  and  licensing  agreements.  To 
continue  its  double-digit  annual  revenue 


J&J  funds  studies  in  photopheresis — in  use  here  at 
Philadelphia's  University  of  Pennsylvania  Hospital 

growth,  J&J  may  have  to  step  up  that  pace. 
"Technology  has  become  so  sophisticated, 
broad,  and  expensive  that  even  the  largest  com- 
panies can't  afford  to  do  it  all  themselves," 
says  Robert  Z.  Gussin,  J&j's  vice-president  for 
science  and  technology. 

The  company's  own  labs  aren't  idle.  To  fight 
bureaucracy  and  encourage  entrepreneurship, 
J&J  is  divided  into  171  companies.  Complicated 
as  that  sounds,  it  seems  to  work:  J&J  got  28%  of 
its  sales  last  year  from  products  introduced 
within  the  past  five  years.  Revenues  from 
these  items  were  distributed  among  the  compa- 
ny's three  divisions — consumer  products,  pro- 
fessional products,  and  pharmaceuticals — in 
roughly  equal  proportion  to  their  size.  Recent 
innovations  include  a  birth-control  pill  that  sim- 
ulates the  menstrual  cycle  by  changing  hor- 
mone levels — and  which  thereby  produces  few- 
er side  effects. 

But  these  days,  research  at  j&j  is  just  as 
likely  to  involve  looking  over  other  peoples' 
shoulders  as  peering  through  a  microscope. 


Take  J&J's  Acuvue  disposable  contact  lenses.  Ir 
1983,  the  president  of  a  J&.J  subsidiary  tha, 
makes  contact  lenses  heard  about  a  Danislj 
manufacturer  that  had  figured  out  how  t( 
make  lenses  so  cheaply  they  could  be  discardec 
after  a  few  wearings.  Within  weeks,  J&J  strucl 
a  deal  to  buy  the  technology.  Last  year,  i 
rolled  out  Acuvue  in  the  U.  S.  Another  idea  ii 
the  works:  Sucralose,  a  low-calorie  sweetene 
being  jointly  developed  by  J&J  and  Britain' 
Tate  &  Lyle  PLC.  Unlike  the  sweeteners  nov 
available,  Sucralose  can  stand  up  to  baking- 
good  news  for  diet-conscious  cookie  lovers. 

Universities  are  favorite  hunting  grounds  fo 
J&J.  Like  other  drug  companies,  it  supports  be 
sic  research  and  then  steps  in  at  the  final  deve 
opment  stage.  That  was  the  case  with  Retin-i^ 
an  acne  cream  that  ma; 
also  repair  wrinkles.  1 
was  developed  by  Univei 
sity  of  Pennsylvania  n 
searchers.  Another  pron 
ising       example  i 
photopheresis,  a  cance 
therapy  that  doesn't  hav 
the  aclverse  side  effect 
of    traditional  cance 
treatments.  Developed  b 
a  researcher  at  Columbi 
University,  it  uses  a  dru 
activated  by  ultravioh 
light  to  treat  some  form 
of  leukemia.  The  dru 
permeates  white  bloo 
cells  and  is  activate 
when    some    blood  i 
drawn  from  the  patiei 
and  exposed  to  lighi 
Then,  the  blood  is  n| 
turned  to  the  body.  | 
Not  all  alliances  ha\i* 
gone  smoothly.  In  198^ 
J&J  hooked  up  with  An: 
gen  Inc.,  then  a  fledglin 
biotechnology  compan; 
to  market  the  drug  erythropoietin.  Called  El>i 
the  gene-spliced  medication  developed  by  Ai 
gen  stimulates  the  production  of  red  blood  eel 
and  can  be  used  to  treat  severe  anemia.  Tl 
potential  market:  $2  billion.  But  in  March,  .i>' 
asked  for  an  injunction  delaying  marketing  ( 
the  drug  until  a  dispute  over  joint-ventui 
terms  is  settled.  J&J  lost  its  bid  for  court  relit 
but  the  spat  isn't  likely  to  be  resolved  soon. 

The  conflict  may  well  make  J&J  wary  of  f 
ture  partners,  but  executives  say  they  are  st 
committed  to  the  joint-venture  strategy.  To  <' 
courage  future  exchanges,  the  company 
working  to  build  ties  to  yet  another  scientii 
community:  the  government.  In  May,  50  i. 
staffers  visited  government  labs  in  Los  Al 
mos,  N.  M.  In  addition  to  rubbing  elbows  wi 
government  researchers,  they  reviewed  sin 
projects  as  catheters  with  bacteria-resista 
coatings  and  a  new  ophthalmological  laser  f 
cataract  surgery.  If  Gussin  has  his  way,  o; 
day  such  devices  may  bear  j&j's  label. 

By  Joseph  Weber  in  New  Brunswick,  A'. 
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Maybe  it  s  time 
you  kept  an  eye 
on  alltel. 


By  outperforming  our  peers,  DJ  and  S&I^ 
we're  getting  high  grades  from  shareholders. 


With  a  three -year  total  annual 
return  of  29  percent,  we've  put 
quite  a  long  distance  between 
ALLTEL  and  all  the  others. 

The  average  return  of  our 
peer  group  -  the  15  largest  tele- 
communications companies  - 
figured  out  to  about  20  percent. 
Dow  Jones  averaged  just  16 
percent.  And  Standard  &  Poor's 
13  percent.  Lots  of  competition 
for  second  place. 

Total  return  comprises,  of 
course,  any  increase  in  the  value 
of  the  stock,  together  with  the 
annual  dividends.  Last  year  our 


ALLTEL  Corporation 

Twelve  Months  Ended  Dec.  31,  1988 


Assets   $2, 2  billion 

Revenues  and  Sales  $1.1  billion 

Reported 

Net  Income  $125  million 

Earnings  Per  Share   $2.91 

From  Operations* 

Net  Income  $134  million 

Earnings  Per  Share   $3.13 

Dividend  Rate  $1.72 

Average  Common 
Shares  Outstanding  .  .42.3  million 


'Excludes  One-Tiinc  Adjustmenli, 
Ticker  Symbol:  AT  Listed  on  the  New  York 
and  Pacific  Stock  Exclianges. 

ALLTEL  Corporation,  100  Executive 
Parkway,  Dept.  B,  Hudson,  OH  44236. 


^UXEL 

CORPORATION 

Excellence  in  lelecommunications 


dividend  was  raised  again,  for 
the  28th  consecutive  year,  this 
time  by  a  whoppuig  13  percent, 
the  biggest  boost  in  ALLTEL 
history. 

With  the  accjuisition  of  CP 
National  Corporation  we  became 
a  billion-dollar  company,  with 
phone  service  in  25  states,  and 
non- regulated  operations  ex- 
panding from  cellular  telephone 
and  long-distance  service  and 
equipment  supply  into  air  traffic 
control,  naval  defense  systems 
and  natural  gas.  For  a  closer  look, 
write  for  our  latest  annual  report. 
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DOW'S  PURSUIT 
OF  NEW  FIELDS 
IS  PAYING  OFF 
HANDSOMELY 


SPENDING  ON  R&D 
PER  EMPLOYEE 
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DOW  CHEMICAL 


AVEIUGEOF  OTHER 
CHEMIUl  COMPANIES 
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THE  BASIC-CHEMICAL  BUSINESS  CAN  BE  A 
wild  ride.  Just  ask  Dow  Chemical  Co.,  the 
industry's  second-largest  player  after 
Du  Pont  Co.  Dow's  profits  nearly  doubled 
between  1987  and  1988,  to  $2.4  billion.  But 
check  back  a  few  years,  and  you'll  find  a 
roller-coaster  record  of  earnings  peaks 
and  plunges.  Dow  wasn't  alone.  Swings  in  the 
dollar  and  the  price  of  petroleum  buffeted  the 
entire  industry. 

Now  company  officials  think  they've  hit  on  a 
way  to  take  some  of  the  spills  and  chills  out  of 
Dow's  financial  performance.  By  carefully  nur- 
turing new  product  ideas  and  stalking  strategic 
acquisitions,  the  company  has  dramatically  re- 
duced its  dependence  on  the  commodity  end  of 
the  chemical  business.  Specialty  chemicals  and 
consumer  products  already  add  up  to  some  457' 
of  Dow's  $16.7  billion  in  revenues,  up  from  just 
157  a  decade  ago. 

To  help  those  businesses 
grow,  Dow  has  developed  an 
incubator  system  for  new 
ideas.  For  starters,  the  com- 
pany doesn't  slight  research 
and  development.  It  currently 
spends  the  equivalent  of 
$13,910  per  employee  on  R&D, 
nearly  twice  the  industry  av- 
erage. The  company  also  ear- 
marks $15  million  a  year  for 
its  scientists  to  pursue  their 
own  ideas — even  ones  that 
don't  sound  like  big  money- 
makers. "If  too  soon  you  go 
under  the  sharp  pencil  of  an 
accountant,  too  soon  you  can 
justify  suspending  work," 
says  Dow  lab  director  Stanley 
F.  Spangenberg. 

Dow  doesn't  stint  on  con- 
verting research  into  prod- 
ucts, either.  The  company  has 
formed  an  independent,  six- 
person  Innovation  Develop- 
ment Dept.  to  identify  com- 
mercial opportunities  where 
Dow's  basic  research  might 
bear  fruit.  The  payoff  is  re- 
fiected  in  new  patents:  Dow 
received  473  in  the  U.  S.  in 
1988,  compared  with  330  five 
years  ago. 

Ceramic  compounds  are  one 
example  of  how  the  process 
works.  In  1982,  Dow  devoted 
$5()0,()()0  to  basic  research  on  these  supertough 
compounds,  which  are  as  strong  as  steel  but 
weigh  only  half  as  much.  Two  years  later,  the 
innovation  team  climbed  aboard  after  spotting 
lucrative  applications  for  the  materials,  includ- 
ing armor  for  military  equipment.  This  year, 
the  company  will  })roduce  100,000  pounds  of  the 
stuff.  And  Dow  now  has  Defense  Dept.  con- 
tracts worth  more  than  $1  million  to  perfect 
ceramic  armor. 

It's  not  unusual  for  Dow  to  supplement  in- 
ventiveness with  an  occasional,  well-timed  ac- 


quisition. One  of  the  more  promising  of  these  if 
drugmaker  Richardson  Merrell,  which  Dow  go 
for  $260  million  worth  of  stock  in  1980.  Sinc( 
then,  the  once-sleepy  company  has  introducec 
such  new  products  as  Seldane,  a  prescriptior 
antihistamine  that  doesn't  cause  drowsinessi 
Sales  of  Seldane  alone  should  top  $400  millior 
this  year,  and  an  over-the-counter  version  i; 
expected  soon. 

Ironically,  the  biggest  factor  threateninj 
Dow's  effort  to  reduce  its  dependence  on  basii 
chemicals  has  been  scorching  growth  in  its  old 
line  business.  In  the  early  1980s,  competitor: 
such  as  Monsanto  Co.  and  Hercules  Chemica 
Co.  fled  some  segments  of  the  business.  Bu 
Dow  hung  on  to  become  the  nation's  majo 
supplier  of  such  commodities  as  chlorine  am 
caustic  soda.  To  improve  profitablity,  the  con: 
pany  closed  plants  and  trimmed  its  work  force 
Now  that  demand  has  recovered,  Dow  is  pros 


Strong  as  steel  at  half  the  weight:  Dow  has  %  I  million 
in  Defense  Dept.  contracts  to  perfect  ceramic  armor 

pering.  Last  year,  operating  income  at 
chemical  division  shot  up  1157,  to  $1.5  billioi 
Ofticials  at  Dow  know  that  that  kind  i 
growth  doesn't  always  last.  And  they're  com 
ing  on  Dow's  new  businesses  to  pick  up  tl 
slack  when  it's  over.  In  fact,  the  company  c 
pects  its  specialty  chemicals  and  consunn 
products  to  account  for  557  of  revenues  i 
1995.  To  meet  that  ambitious  goal,  Dow  in: 
need  to  keep  its  innovation  development  tt';i 
working  overtime. 

Rfl  Ddrid  Woodruff  in  Dt'lm 
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Clear  vision. 

In  new  product  development,  the  shortest  distance  between  the 
iign  team's  vision  and  market  introduction  often  determines  success 

The  Racal  group  of  electronics  and  security  companies  exercises 
t  theory  in  providing  technology  used  by  more  than  1 50  nations, 
nagement  is  down  the  hall  from  research  and  development,  clarity  of 
design  team's  vision  is  preserved,  and  critical  decisions  are  made  where 
jrmation  is  most  precise — at  the  product  line  level. 

As  a  method  of  business,  it  may  be  uncommon.  So  is  the  result — 
sisistently  innovative  products  delivered  on  time  at  competitive  prices. 

To  find  out  more  about  Racal  and  its  products,  systems,  and 
vices,  write  to  The  Racal  Corporation,  122  East  42  Street,  New  York, 
vYork  10168. 

Racal.  Reaching  beyond  today's  standards. 


Data  Communications  •  Telecommunications 

•  Security  •  Avionics  and  Marine 
Electronics  *  Defense  Electronics 

•  Instrumentation  •  Recorders  •  Electronic 
Design  Automation  •  Health  and  Sajety 


DEVELOPMENT 


HE  PRODUCT  IS  WHERE  IT  ALL  COMES 
together.  It's  the  embodiment  of  science 
and  technology,  a  blend  of  art  and  crafts- 
manship. It's  what  innovation  is  all  about. 

Think  about  a  simple  spoon.  This  lowly 
product  does  its  job  so  well  that  it  has 
one  unchanged  for  centuries.  But  there's  a  lot 
tore  to  it  than  shape.  The  material  has  to  be 
:rong,  easy  to  clean,  and  water-resistant.  Plas- 
c  for  disposable  spoons,  stainless  for  everyday 
56,  silver  for  that  special  occasion.  Each  mate- 
al  places  different  demands  on  the  designer, 
hen  it  has  to  be  made.  It  can  be  carved  or 
immered,  cast  or  stamped.  The  choice  depends 
1  the  material,  the  precise  shape,  the  number 
»  be  made,  and  the 


cost.  And  somebody  has  to  design  and  build  the 
machines  that  make  the  spoon. 

Then  think  about  a  Boeing  747  or  a  laptop 
computer.  They  embody  enormously  complex 
technology.  Yet  the  consumer  doesn't  need — 
indeed,  doesn't  want — to  know  any- 
thing about  aerodynamics  or  electronics. 
The  product  must  tap  that  knowl- 
edge without  brandishing  it. 

In  the  end,  a  product 
is  what  a  company  makes 
it.  For  too  long,  U.  S.  companies 
lost  sight  of  that  sim.ple  truth,  em- 
phasizing marketing  over  design,  sales 
over  manufacturing.  Out  came  not  a  product, 
but  a  vehicle  for  revenues — for  a  while,  anyway. 
But  that's  changing.  More  and  more  companies 
are  emphasizing  good  design  and  all  that  it 
implies — a  good  product. 


DESIGNED  IN  AMEDICA 


DESIGN  HAS  ALWAYS  BEEN  AN  ELUSIVE 
concept.  But  it's  one  that's  getting  a  lot 
more  attention  lately  in  corner  offices  of 
U.  S.  companies.  With  their  markets 
flooded  with  imported  products,  manu- 
facturers have  learned  a  hard  lesson 
from  their  competitors.  Sure,  good  de- 
sign makes  a  product  appealing.  But  it  also 
means  products  that  are  inexpensive,  easy  to 
use,  durable,  and  reliable.  In  short,  good  design 
means  quality. 

To  many,  design  is  nothing  more  than  what 
meets  the  eye:  the  sleek  shape  of  a  Corvette 
taking  a  fast  corner,  the  bold  lure  of  a 
shiny  red  Braun  coffee  pot.  And  appear- 
ance is  indeed  the  first  step.  It  tempts  the 
consumer  to  come  closer  and  perhaps  buy. 

But  design  is  more  than  skin-deep.  It 
reaches  back  to  how  a  product  is  assem- 
bled and  manufactured.  It  means  reducing 
the  number  of  parts  and  simplifying  as- 
sembly by  replacing  complicated  fasteners 
with  pieces  that  simply  snap  together.  It 
means  substituting  light  plastic  materials 
for  heavy  steel  structures.  It  means 
coming  up  with  a  product  that  lends 
itself  to  the  most  efficient  manufactur- 
ing processes. 

Take  Ciba  Corning  Diagnostics'  new 
medical-testing  system,  the  550  Ex- 
press chemistry  analyzer.  Careful  sim- 
plification has  cut  the  size  and  cost  of 
the  unit  nearly  in  half.  Or  look  at  the 
new  Samsonite  Oyster  luggage.  It's 
molded  polypropylene,  so  it's  light, 
strong,  and  inexpensive  to  make. 

Plastics  also  figure  prominently  in 
the  design  of  the  Case  IH  7100  tractor 
and  General  Motors  Corp.'s  GM200 
family  of  minivans.  The  plastic  body  on 
the  Case  tractor  cuts  tooling  costs  by  75%.  The 
minivans'  plastic  body  panels  are  fastened  onto 
the  frame  with  adhesives.  They're  lighter  than 
metal,  but  the  body  is  just  as  tough.  And  tool- 
ing changes  are  cheaper. 

Successful  products  are  also  designed  to  be 
used.  Check  any  big  electronics  store  and  you 
will  find  dozens  of  phones  for  sale.  A  few  will 
stand  out  by  their  looks,  but  try  holding  the 
receiver  between  the  ear  and  shoulder,  as  we 
all  do  when  talking  and  taking  notes.  It  usually 
hurts.  The  Becker  EC  telephone  is  sculpted  to 
be  comfortable  nestled  near  the  neck.  It  has  a 
rubber-lined  receiver  that  is  soft  against  the 
ear.  The  curved  forms  of  the  receiver  and  the 
base  allow  them  to  fit  tightly  together. 

This  awakening  to  design  is  good  news  for 
independent  design  houses  that  still  do  most  of 
the  leading-edge  work.  For  too  many  years, 
many  of  the  best  designers  survived  by  work- 
ing for  European  or  Japanese  manufacturers. 
Now,  such  names  as  RichardsonSmith,  ID  Two, 


MORE  U.S. 
COMPANIES 
ARE  MAKING 
MAGIC 


ESIGN 


frogdesign,  and  Matrix  Product  Design  are 
identified  with  a  growing  number  of  excellent 
American  products. 

At  the  same  time,  more  and  more  companies  | 
are  hiring  top  design  talent  for  their  in-house 
shops.  Black  &  Decker  Corp.  is  one  that  is 
gaining  wide  recognition  for  well-made  kitchen 
appliances  and  cordless  tools.  Behind  many  of 
them  is  an  in-house  team  headed  by  Gary  Van 
Dursen. 

Increasingly,  too,  in-house  designers  are 
working  closely  with  outside  firms.  A  collabora- 
tion between  Samsonite's  Renato  Castelli  and 
FM  Design's  Richard  Miles  produced  the 
Oyster  luggage  line.  Mike  Cooper  of  Mi- 
^  crosoft  Corp.  worked  with  both  Matrix 
Product  Design  and  ID  Two  to  develop  its 
wonderful-to-hold  computer  mouse. 

The  efi:ort  is  paying  off.  Products  by 
U.  S.  companies  are  showing  up  more  and 

 5     more  in  international  design  competitions. 

And  these  days,  some  pretty  important 
homegrown  contests  are  bringing  new  ca- 
chet to  U.  S.  design. 

The  Industrial  Design  Excellence 
Awards  program  offered  by  the  Indus- 
trial Designers  Society  of  America  re- 
wards the  most  creative  of  its  members 
every  year.  Juries  composed  of  design- 
ers choose  ID  magazine's  Annual  De- 
sign Review  winners  in  such  categories 
as  consumer  products,  equipment,  and 
graphics.  Design's  most  elite  and  diffi- 
cult win  is  a  spot  in  the  permanent 
collection  of  New  York's  Museum  oi 
Modern  Art. 

American  corporations  are  now  tak- 
ing these  contests  very  seriously. 
That's  because  they  are  learning  thai 
winning  can  translate  into  higher  sales 
and  bigger  profits.  And  the  U.  S.  products  art 
holding  their  own  against  the  competition.  As 
the  examples  on  the  following  pages  show,  de 
sign  is  a  statement  in  the  marketplace:  Made 
in  America  can  stand  for  the  same  kind 
of  quality  that  Made  in  Japan  and 
European-designed  have  come 
to  represent.  Take  a  look. 
By  Bruce  Nussbaum 
in  New  York 
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U8  Solar  LaniefB 

{  Hedda  Beese  and  Charles  Ash  of 
OGGRiDGE  Associates  for  BP  Solar 


lis  portable,  water- 
sistant  lamp  is  de- 
jned  to  be  equally  at 
me  in  the  African 
ish  country  or  Yel- 


lighting  surface  is  in- 
corporated into  the 
plastic  molding  to 
minimize  the  num- 
ber of  seals  and  gas- 


vstone  National 
■,rk.  Solar  cells  con- 
rt  sunlight  into 
•ctricity  that's 
<red  in  batteries  ca- 
ble of  powering  a 
watt  fluorescent 
be  for  up  to  four 
urs.  The  lantern 's 


kets  and  to  reduce 
tooling  expenses.  De- 
signed to  look  as 
tough  as  it  is,  the  so- 
lar lantern  can  oper- 
ate maintenance- 
free,  even  in  rough 
country,  for  up  to  five 
years. 


Migefli  PocKfii  Mofleni 

By  Ron  Clements  of 
Designfour  for  Migent 

The  tiny  modem  is 
small  enough  to  be 
carried  in  a  shirt 
pocket  and  sleek 
enough  toft  into 
the  curve  of  a  hand. 
Specific  colors  and 
tactile  surfaces  com- 
bine to  indicate  func- 
tions clearly.  The  mo- 
dem consumes  little 
power  and  can  be 
plugged  into  the  rear 
of  most  computers. 
With  laptops,  it  runs 
on  a  9-volt  battery. 


By  the  GM  Design  Center  for 
General  Motors 


It 's  a  new  vehicle  that 
incorporates  a  series 
of  radical  changes.  To 
cut  down  on  manu- 
facturing costs,  the 
minivan  will  use 
more  plastic  body 
panels  than  any  vehi- 
cle before  it.  Special 


adhesives  bond  them 
to  the  structural 
frame.  The  van  is 
wrapped  in  glass 
that 's  coated  vnth  a 
new  kind  of  tinting  to 
prevent  interior  tem- 
perature buildup. 
The  steep  angle  of  the 
front  unndshield  re- 
quired the  designers 
to  use  a  new  type  of 
wiper-fluid  system: 
Spray  nozzles  inside 
the  wipers  direct  flu- 
id at  the  window  as 
they  move  back  and 
forth  across  the  glass. 
Inside,  two  vents 
sweep  air  across  the 
window  for  defog- 
ging.  Finally,  each 
seat  can  be  removed 
separately  for  re- 
pairs, with  amazing 
pop-out  simplicity. 


1988  ciievroiei  Bereiia  Eoflifle 

BytheGM  Design  Center  for 
General  Motors 


Take  a  look  under  the 
hood  of  a  typical  car 
and  you  'II find  a 
mess  of  tubes,  wires, 
and  spo  u  ts.  Th  is  one 
is  different:  a  simple, 
clean  design  for  the 
increasingly  complex 
au  tomobile  engine. 
Easy-to-grip  caps  en- 
close widefl  uid  open- 


ings to  make  pou  ring 
easier.  The  cables, 
hoses,  and  wires  are 
rou  ted  to  a  void  eye- 
crossing  clutter.  It 's 
one  of  the  first  exam- 
ples of  Detroit  moil- 
ing design  beyond  the 
body  and  the  driver's 
seat  into  thegu  ts  of  a 
very  old  machine. 


me  Liiiie  les  Aciiviiif  Gym 

By  Kevin  Aker (IN-HOUSE)  for 

RUBBERMAID'S  LITTLE  TiKES  SUBSIDIARY 


This  all-plastic  play 
en  viron  m e n  t  is  for 
kids  three  years  old 
and  up,  indoors  or 


stic 


out,  rain  or  shine. 
A  rotational 
molding  process 
produces  durable, 
double-walled  plas 
parts  with  smooth, 
ro  u  n  ded  co  rn  e  rs  and 
molded-in  brigh  t  col- 
ors that  resist  fading 
and  chipping.  A  total 
of  six  panels  lock  to- 
gether in  10  min- 
utes, without  any 
hardware.  Each 
panel  provides  a 
differen  t  kind  of 
climbing  su  rface, 
with  several  la 
holes  for  hiding 
■  and  crawling. 


rge 


EBcofl  Visiior  speciacies 

By  Paul  Specht  of  Goldsmith  Yamasaki 
SpechtforEncon 


These  great-looking, 
h  igh  -perform  a  nee 
goggles  are  comfort- 
able and  can  even  ac- 
commodate your  reg- 
ular eyeglasses.  A 
snap-together  assem- 
bly system  elimi- 


nates the  need  for 
high-priced  skilled  k 
bor.  Design  for  man- 
ufacturability,  as 
well  as  for  comfort 
and  good  looks, 
sharply  lowers  man- 
ufacturing costs. 


icrosoli  Mouse 


Y  Matrix  Product  Design,  ID  Two,  and 
[IKE  Cooper  (in-house)  for  Microsoft 


'he  design  was  dis- 
lled  from  extensive 
^sts  of  50  models  and 
i  working  proto- 
/pes  to  come  up  tvith 
ie  most  ergonomi- 
lUy  sound  and  effi- 
•ent features.  It  con- 
lins  a  number  of 
inovations,  includ- 
ig  a  traction  ball 
laced  at  the  front, 


near  the  fingertips, 
that  provides  superi- 
or hand  control. 
Asyynmetrical  but- 
tons that  suggest  the 
differing  importance 
of  functions.  Micro- 
switches  offer  both 
tactile  and  audible 
feedback.  And  a  h  igh- 
gloss  fin  ish  keeps  the 
mouse  squeaky  clean. 


onio  Electronic 
leasorioy  Device 


i  Pentagram  Design  and  Anthony 

PSTELTEN  (IN-HOUSE)  FOR  SONIN 


iree  bright  eye-cap- 
\ring  boxes  together 
rm  a  sophisticated 
lom  measuring  sys- 
m.  They  emit  ultra- 


those  sou  nd signals  to 
150  and  350 feet,  re- 
spectively. Theswivel- 
ing  lid  on  the  black 
Sonin  turns  the  de- 


nic  signals  that 
unce  off walls  to 
easure  distances  to 
juarter  of  an  inch, 
le  black  Sonin  mea- 
res  up  to  60 feet,  the 
d  Sonin  and  the  yel- 
w  Sonin  amplify 


vice  on  and  off  and 
also  protects  a  small 
liquid-crystal  dis- 
play. Distance  is 
shown  in  feet,  inches, 
or  millimeters.  The 
Sonin  also  compu  tes 
volume. 


mm 


case  in  7100  Mapnom  Tracior 

By  Gregg  Montgomery  of  Montgomery 
Design  International  and  Ralph 
Lanphere(IN-house)FOR  JI  Case 


The  all-plastic  body 
reduces  tooling  costs 
by  75%.  The  stream- 
lined shape  of  the 
hood  and  cab  help  the 
tractor  move  effi- 
ciently th  rough  crops 


a n d sh ed  u 'a terand 
dust.  The  seat  adjusts 
au  tomatically  to  the 
weigh  t  of  the  driver. 
The  Magnum  is  one  of 
the  safest  tractors  of 
i  ts  size. 
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"Management  must  guide  the  forces  of  change..." 

—  John  W.  Teets,  Chairman 


For  a  cop/  ;i  Greyhound's 
latest  annual  ropon,  write  to 
Public  Relationi, 
1618  Greyhound  "iwer. 
Phoenix,  Arizona  tr  077 


The  Greyhound  Corporation  has  been  recast.  From 
the  crucible  of  change  has  emerged  a  new  Greyhound, 
tempered  for  strength  and  reshaped  for  the  future. 

The  job  of  management  always  has  been  to  see  the 
company  not  as  it  is,  but  as  it  can  grow  to  be.  The  new 
Greyhound  is  the  result  of  this  vision,  built  through  a  five- 
year  restructuring  program. 

Hard  choices  were  faced;  tough  decisions  were 
made.  Subsidiaries  with  annual  sales  of  $3  billion. 


ncluding  the  company's  nationwide  bus  line,  were 
divested.  At  the  same  time,  new  businesses  with  ex-, 
cellent  growth  and  profit  potential  were  established 
or  acquired. 

For  example,  Purex  household  and  laundry  prO' 
ucts  were  added  to  the  personal  care  and  packagec 
foods  brands  of  Greyhound's  Dial  Corporation.  Prenff 
Cruise  Lines,  the  official  cruise  line  of  Walt  Disney 
World,  was  launched,  Dobbs  food  service  for  air 


irs  was  acquired,  complementing  Greyhound's 
g  airport  and  food  service  businesses^  General 
3'  RTS  transit  bus  manufacturing  and  parts  opera- 
as  purchased  to  expand  Greyhound's  top-ranked 
ty  coach-building  business. 

'■  3day  Greyhound's  four  business  segments  — 
mer  products,  services,  transportation  manufac- 

!  and  financial  —  produce  revenues  at  a  $3  billion 

1 1  rate. 


With  the  restructuring  of  Greyhound's  core  busi- 
nesses completed,  management  is  concentrating  on 
further  improvement  of  operating  returns.  Change  is 
inevitable,  and  management  must  guide  the  forces 
of  change  to  create  value  for  shareholders. 

At  Greyhound,  we  believe  in  renewing  the  com- 
pany day  by  day 


The  Greyhound  Corporation 


ic 

Loran  irack  Plotter 


By  id  Two  for  Trimble  Navigation 


Its  smooth,  wavelike 
cui-ves  suggest  a  nau- 
tical metaphor.  Yet 
its  insides  are  strictly 
high  tech.  The  Track 
Plotter  is  the  first 
computer  to  take 
data  on  a  boat 's  ori- 
en  taiion  and  show  it 
on  a  screen.  Speed, 
heading,  and  drift 


are  all  plotted.  Daily 
progress  is  displayed, 
as  well.  Fifty  routes 
can  be  stored  in  its 
memory,  and  an  in- 
dividually pro- 
grammed alarm  will 
sound  if  the  boat  ap- 
proaches a  reef  or  oth- 
er hazard,  or  a  navi- 
gational marker. 


immu  oyster 


By  Richard  Miles  of  FM  Design,  Renato 

CaSTELLI  (IN-HOUSE)  FOR  SaMSONITE 


Both  the  shell  and  the 
latches  of  this  higgage 
series  are  made  of  in- 
jection-molded poly- 
propylene. This  al- 
lows the  Oyster  to  be 
durable,  lightweight, 
and  economical.  The 
"ski-boot  "latches  are 
unusual  and  add 
stre?iijih.  Large 


wheels  make  it  easy 
to  roll;  the  handle 
snaps  back  into  the 
case  when  it  is  not 
being  used.  A  special 
gasket  construction 
system  permits  the 
user  to  seal  out  rain, 
spills,  dust,  dirt,  and 
other  grave  perils  of 
travel. 


PHOTOGRAPHS  BY 

(CLOCKWISE  FROM  TOP)  JACK  VAN  ANTWERP.  TED  MORRISON  (2) 


550  Express 
ctiemistry  Analyzer 


By  RichardsonSmith  and  in-house 
staff  for  clba  corning  diagnostics 


So  well-designed  is 
this  bench-top  labora- 
tory apparatus  that 
its  appearance  not 
only  reveals  how  the 
complex  chemical 
analyzer  works  but 
also  beckons  the  user 
to  touch  and  operate 
it.  Through  deft  min- 
iaturization and 
simplification  of 
parts,  the  instru- 


ment is  half 
the  size  and 
cost  of  com- 
peting lab 
analyzers. 
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It  isn't  just  what  you  know  that  keeps 
you  ahead  in  business.  It's  knowing  where 
to  find  what  you  know  —  fast.  And  you'll 
find  it  in  a  Large  Storage  System  from 
Memorex  Telex. 

Whether  you  need  on-line  access, 


archival  access,  or  something  in  between, 
we'll  tailor  your  IBM  or  compatible 
mainframe  storage  systems  to  deliver 
the  data  you  need  —  when  you  need  it. 
No  exceptions. 

That's  a  lesson  worth  remembering. 


MEMOREX  TELEX 

We  speak  the  LASguage  of  business:' 


For  a  detailed  look  at  the  LANguage  of  Memorex  V^le.x  products,  call  I  ■800-950-3465. 


©  1989  Memorex  Telex 


1  NEW  VISIIN 
Fin  1 FACIORY 

DESIGNING  PRODUCTS  FOR  EASY  ASSEMBLY 
SPEEDS  THEM  TO  MARKET 


HAT'S     WRONG     WITH  AMERICAN 

manufacturing?  "If  you  really  under- 
stood the  situation,"  says  John  Zys- 
man,  co-director  of  the  Berkeley 
Roundtable  on  the  International 
Economy,  "you  wouldn't  sleep  very 
well  at  night." 
He  and  other  experts  recite  a  long  litany  of 
shortcomings:  outmoded  and  inflexible  fac- 
tories, inefficient  organizations,  a  mass-produc- 
tion mindset,  low-skill  workers,  technologically 
illiterate  management,  and  very  near-term  fi- 
nancial horizons.  That's  without  mentioning 
high  capital  costs,  government  regulations,  and 
a  penchant  for  chasing  breakthrough  products 
instead  of  refining  those  already  in  production. 

Yet  without  top-notch  factories,  all  the  re- 
search and  development  in  the  world  won't  pro- 
duce a  steady  stream  of  wealth  to  enrich  a 
company  and  a  nation.  That  truism  is  starting 
to  sink  in.  You  can  sense  it  now  in  a  few 
companies — two  or  three  dozen  major  corpora- 
tions plus  a  handful  of  sawy  small  firms.  They 
see  only  one  alternative  to  holding  their  own 
against  foreign  competition:  Fold  up  entirely. 
So  they  are  making  the  necessary  commit- 
ments. And  their  successes  are  inspiring  others 
to  rethink  the  way  things  get  made. 

While  many  executives  looked  to  automation 
as  a  technological  fix,  it  has  become  clear  that 
this  is  only  part  of  the  answer.  What's  needed, 


At  Lockheed, 
cooperation 
with  designers 
cut  production 

time  on  iet 
parts  by  96% 


as  well,  is  a  complete  redefinition  of  the  design 
and  manufacturing  process.  Some  fresh  con- 
cepts are  helping.  U.  S.  companies  are  starting 
to  get  the  hang  of  fresh  approaches  such  as 
design  for  manufacturability  (DFM)  and  concur^ 
rent  engineering.  These  slash  the  time  it  takes 
to  get  a  new  idea  into  production — and  then 
catalyze  ongoing  refinements. 

With  DFM,  the  product  is  engineered  for  easy 
assembly — by  reducing  the  number  of  parts  or 
shunning  screws  for  snap-fit  fasteners.  NCR 
Corp.  used  DFM  on  its  latest  point-of-sale  termi- 
nal and  fashioned  a  system  that  can  be  putj 
together  in  less  than  two  minutes — blindfolded] 

Concurrent  engineering,  meanwhile,  involve^ 
simultaneous  development  of  both  the  product 
and  the  process  to  make  it.  The  factory  types 
do  their  thing  even  as  the  product  is  taking 
shape.  Northrop  Corp.  is  even  giving  manufac^' 
turing  engineers  veto  power  over  designs.  Fore 
Motor  Co.  is  a  big  proponent,  too:  "The  mort 
design  and  production  become  seamless,  thi 
better  [off]  we'll  be,"  says  John  P.  McTague; 
vice-president  for  research. 

Another  advocate  of  concurrent  engineering 
is  the  Defense  Advanced  Research  Projects 
Agency  (DARPA).  It  has  launched  a  $100  million 
five-year  program  dubbed  DICE — for  DARPA  Ini 
tiative  in  Concurrent  Engineering.  Its  objectivf 
is  to  trim  the  concept-to-production  cycle  by  ai 
least  50%  for  electronic  systems — more  in  areas 
that  are  less  technology-intensive.  Althougl 
darpa's  primary  concern  is  the  defense  Indus 
try,  DICE  will  develop  new  computer  tools,  sin)ii 
lar  to  today's  computer-aided  engineering  sysij 
terns,  that  can  be  used  in  any  industry.  j 

Other  interdepartmental  barriers  are  falling! 
with  the  spread  of  shared  data  bases  in  th(j 
computer-integrated  enterprise.  Shop-floo  | 
changes  are  fostering  closer  cooperation,  toq 
That's  how  Lockheed  Corp.'s  Calfab  sheet-met 
al  facility  slashed  design  and  production  time 
by  96%,  to  just  two  days.  Even  new  cost-ac 
counting  techniques  can  stimulate  teamwork.  J\ 
key  one:  evaluating  such  intangibles  as  the  iri, 
crease  that  may  come  in  market  share  if  pre 
duction  were  more  flexible. 

Nonconformist  financial  managers  are  even 
questioning  the  wisdom  of  offshore  sourcing  o  l 
parts.  A  survey  for  the  National  Tooling  o 
Machining  Assn.  found  that  U.  S.  companieij 
routinely  overlook  the  "hidden"  costs  of  goinjj 
off'shore:  shipping,  which  can  add  5%  to  15%  i 
paperwork  and  communications,  3%-  more;  e>  I 
tra  inventory  in  the  supply  line,  5%  to  107'- 
and  as  much  as  35%  for  design  revisions. 

With  flexible  manufacturing  and  more  er| 
lightened  management-labor  attitudes,  add  I 
Burton  H.  Klein,  professor  emeritus  of  econorr 
ics  at  California  Institute  of  Technology,  con 
panies  such  as  IBM,  Hewlett-Packard,  Deert 
Black  &  Decker,  and  3M  "have  been  able  t 
reduce  their  total  costs  by  30%  to  40%  in  a  fe\ 
years."  And  it  doesn't  have  to  take  a  bottoii 
less  pocketbook.  One  medium-size  company 
CalComp  Inc.,  pulled  it  off  with  a  grand-tot^ 
investment  of  just  $300,000. 

By  Otis  Port  in  New  York,  'with  bureau  repor, 
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rHE  FIRST  ROBOT  PICKS  UP  A  COMPONENT 
and  snaps  it  into  the  base  of  wiiat  will  be 
an  IBM  Proprinter.  Just  minutes  later,  the 
eighth  robot  to  work  on  the  product  snaps 
the  lid  on  a  finished  computer  printer. 
Robots  may  be  the  most  arresting  fea- 
ture of  IBM's  huge  plant  in  Lexington, 
y.,  but  automation  is  only  part  of  the  story, 
ather,  it's  the  end  result  of  a  top-to-bottom 
organization.  "What  we've  done  here,"  says 
ailash  C.  Joshi,  manager  of  the  facility,  "is  a 
tal  transformation  of  a  business." 
When  Big  Blue  launched  its  $350  million 
'erhaul  of  the  plant  in  1983,  the  factory  had 
len  cranking  out  Selectric  typewriters  for  22 
lars.  The  computer  giant  has  since  retrained 
!arly  all  of  its  4,200  employees.  But  the  most 
ucial  changes  came  at  the  white-collar  level, 
the  way  the  company  designs  and  manufac- 


i  keyboard  untouched  by  human  hands: 
BM's  assembly  is  totally  automated 

"es  the  1  million  typewriters  and  printei-s 
it  Lexington  ships  each  year. 
The  upshot  is  that  IBM  continues  to  dominate 
!  U.  S.  market  for  full-size  typewriters,  with 
14%  share,  according  to  market  researcher 
nture  Development  Corp.  Its  Proprinters 


hold  a  strong  position,  too.  Quality  is  far  better, 
and  the  plant  is  posting  10%-plus  annual  gains 
in  productivity.  Labor  plus  overhead  have 
slipped  to  just  a  third  of  total  expenses,  down 
from  about  half.  More  than  80%  of  the  compo- 
nents used  are  made  in  the  U.  S.,  and  fully  one- 
third  of  the  output  is  exported. 

Even  permanent-magnet  motors,  a  mundane 
component  now  produced  mainly  in  Asia,  may 
soon  be  shipped  to  Japan  from  Kentucky.  Ev- 
ery typewriter  has  four  of  these  fist-size  mo- 
tors. IBM  figured  they  would  continue  to  be 
used  for  the  foreseeable  future,  so  it  developed 
automated  machinery  to  make  them. 

The  key  to  product  development  at  Lexing- 
ton is  what  IBM  calls  "early  manufacturing  in- 
volvement." Every  new  product  has  a  manager 
who  oversees  both  design  and  manufacture, 
assisted  by  an  engineering  team  drawn  from 
the  plant's  various  departments.  This  team 
defines  the  product  to  assure  that  it  is 
designed  for  automated  production.  For  ex- 
ample, the  machines  are  assembled  from 
the  bottom  up,  because  it's  hard  for  robots 
to  add  parts  from  the  sides. 

Another  cardinal  rule  is  to  prune  the 
"parts  count"  to  a  minimum.  IBM's  current 
typewriters  have  only  one-fifth  as  many 
parts  as  the  old  Selectrics  did.  Screws  and 
bolts  are  virtually  verboten — the  Pro- 
printer  has  none  at  all.  Finally,  to  avoid 
having  to  adjust  the  robots  when  switching 
from  one  model  to  another,  IBM  puts  as 
many  of  the  same  parts  as  possible  in  dif- 
ferent products.  Most  printers  and  type- 
writers use  identical  frames  and  paper- 
feeding  mechanisms.  As  a  result,  the  plant 
can  economically  make  products  in  small 
lots.  Sometimes  it  cranks  out  runs  of  only 
10  units — say,  Spanish-language  typewrit- 
ers bound  for  Argentina. 

One  of  the  astonishing  things  about  this 
new-age  factory  is  its  vertical  integration. 
"If  we  are  buying  everything  everyone 
else  is  buying,  where  is  our  advantage?" 
asks  Joshi.  From  a  single  plastic-molding 
machine  in  1983,  the  company  now  boasts  a 
roomful  of  84.  Joshi  quips  that  "the  ideal 
thing  would  be  to  have  a  petroleum  plant," 
so  IBM  could  make  the  plastic  pellets  it 
molds  into  keyboards  and  other  parts. 

That  won't  happen.  But  the  remark  under- 
scores a  salient  aspect  of  modern  manufactur- 
ing: The  factory  is  a  dynamic,  evolving  entity. 
Lexington's  transformation  will  never  be  over. 

By  Zachary  Schiller  in  Lexington,  Ky. 
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IBM  HAS  REVAMPED 
THE  PLANT— AND 
THE  ORGANIZATION 
CHART 


IBM  CORP. 


PLANT  LOCATION 

Lexington,  Ky. 

MAIN  PRODUCT 

Printers  and 
typewriters 

OUTPUT  VOLUME 

More  than  1 
million  a  year 

OVERHEAD  COSTS 

Less  than  25%  of 
total  costs 

DIRECT  LABOR 

Less  than  10%  of 
total  costs 

DELIVERY  TIME 

3-15  days 
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STILL  SOURCING 
OFFSHORE?  lEC'S 
SPEEDY  FLEXIBILITY 
IS  CHANGING  MINDS 


lEC  ELECTRONICS 
CORP.  

PLANT  LOCATION 

Newark,  N.Y. 
MAIN  PRODUCT 
Printed  circuit  boards 
OUTPUT  VOLUME 

Varies  widely 
OVERHEAD  COSTS 

160%  of  direct 
labor 

DIRECT  LABOR 

7-10%  of 
production  costs 

DELIVERY  TIME 

3-30  days 


SINCE  THE  DAYS  OF  HENRY  FORD,  A 
conveyorized  production  line  has  been 
the  badge  of  a  modern  factory.  Yet 
when  a  customer  recently  offered  such 
a  conveyor — gratis — to  Roger  E.  Main, 
the  president  of  lEC  Electronics  Corp., 
he  didn't  hesitate:  Thanks,  said  Main, 
but  no  thanks.  "Flexibility  is  the  name  of  our 
game,"  he  explains.  A  conveyor  on  the  factory 
floor  could  only  hamper  the  way  tiny  lEC  seizes 
its  motley  mix  of  masters — by  shuffling  pro- 
duction schedules  and  rerouting  work-in-pro- 
gress, pushing  it  from  place  to  place  in  racks. 

Rearranging  the  shop  floor  is  a  frequent  rou- 
tine because  lEC  is  a  contract  manufacturer 
that  specializes  in  "stuffing"  semiconductors 
into  other  companies'  printed-circuit 
boards — 6,000  a  day  for  one  current  customer, 
40  for  another.  On  any  given  day, 
some  400  different  products  are  in 
production  or  on  order.  Send  lEC  a 
rush  job,  with  chips  and  other  mate- 
rials furnished,  and  delivery  of  fin- 
ished circuit  boards  begins  in  as  little 
as  three  days. 

Speedy,  responsive  service  is  vital 
in  lEC's  continuous  battle  with  its 
Asian  rivals.  Main  says  that  each  of 
his  company's  125  customers,  includ- 
ing such  stalwarts  as  Compaq  Com- 
puter, Data  General,  Digital  Equip- 
ment, and  Polaroid,  should  feel  that 
lEC  is  "really  an  extension  of  their 
factory." 

What  appears  to  be  a  slow  but 
steady  repatriation  of  work  formerly 
done  overseas  warms  Main's  heart. 
Some  customers,  he  notes,  have  been 
badly  burned  by  the  hidden  costs  of 
offshore  sourcing.  "Typically,  the 
OEM  [original  equipment  manufactur- 
er] prices  what  it  would  cost  him  to 
make  the  board,  then  he  gets  outside 
quotes.  Generally,  the  offshore  bids 
are  60%  to  657<  of  his  own  price." 
That  seems  irresistible — which  ex- 
plains why  Asian  suppliers  dominate 
the  cutthroat  electronics  job-shop 
business,  estimated  at  $15  billion 
worldwide.  U.  S.  producers  account 
for  maybe  15%  of  that  total. 

But  the  Asian  bid  price  is  often 
just  the  start.  "Quality  outside  Japan 
isn't  nearly  as  good  as  people  think," 
notes  Main.  Reject  rates  average  57' 
to  8'/',  he  says,  whereas  lEC's  "fall- 
out" rate  runs  less  than  0.05%.  In 
addition,  by  the  time  an  engineering 
change  works  its  way  through  a  transpacific 
supply  line,  six  to  eight  weeks'  worth  of  circuit 
boards  may  have  to  be  scrapped.  lEC  usually 
implements  design  changes  within  24  hours. 

Tack  on  these  and  other  hidden  costs.  Main 
says,  and  the  real  cost  of  overseas  sourcing 
"will  probably  rise  to  only  10%  less  than  what 
the  OEM  could  do  it  for  himself.  But  come  to  an 
onshore  contractor  like  lEC,  and  we  can  gener- 
ally do  10%  better  than  offshore."  And  that's 


not  all:  lEC's  22  process  engineers  meticulous! 
examine  every  circuit-board  layout  before  i 
goes  into  production,  and  they  often  spot  way, 
to  improve  its  manufacturability  or  function. 

Main's  message  seems  to  be  winning  cor 
verts.  Over  the  past  five  years,  revenues  hav' 
shot  up  almost  40%  annually,  to  a  projected  $5 
million  this  year,  and  net  profits  have  hel 
steady  at  more  than  6%. 

Still,  lEC  ranks  a  distant  second  or  third  t 
industry  leader  .SCI  Corp.,  which  should  aj 
proach  the  $1  billion  mark  this  year.  Some  basi 
management  differences  account  for  some  c 
this  spread.  By  lEC  fiat,  no  one  customer  ca 
represent  more  than  25%  of  sales,  whereas  S( 
gets  roughly  40%  of  its  revenues  from  IBJ 
though  that's  down  from  70%  several  year 
ago.  Also,  lEC  does  all  of  its  production  out  c 


Send  lEC  a  iit&ii  |ei»,  and  delivery  of  finished 
circuit  boards  begins  in  as  little  as  three  days 

Newark,  N.  Y.,  about  midway  between  RocIk 
ter  and  Syracuse,  while  SCI  has  several  donu 
tic  and  foreign  plants. 

To  help  its  800  workers  cope  with  incessa 
change,  lEC  has  developed  a  clever  color-codii 
scheme  that  guides  manual  assembly.  It's 
simple  as  a  child's  paint-by-the-numbers  k. 
But  it  does  the  job,  and  it's  certainly  flexibjj 
Roger  Main  wouldn't  have  it  any  other  wayj 
By  Ira  Breskin  in  Newark,  N.\ 
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Mm 


Or  for  that  matter,  peso  for  peso,  or 
mark  for  mark. 

Because  only  AT&T  combines  big  inter- 
national savings  with  AT&T  quality. 

For  as  little  as  $12  per  month,  AT&T 
PRO''"  WATS  lets  you  enjoy  a  10%  sav- 
ings on  direct- dialed  calls  to  47  countries* 
during  both  the  standard  and  discount 
time  periods.** 

♦  Savings  also  apply  lo  Inierstaie  direct  dialed  calls. 


Your  savings  can  rise  to  as  high  as  18% 
as  your  volume  of  calls  increases. 

And  your  calls  will  be  connected  with 
the  speed  and  claritv  AT&T  is  renowned  for 

For  more  on  AT&l^  PRO  WATS  and 
our  other  international  discount  plans,  call 
1  800  222-0400,  ext.  1276. 

Because  dollar  for  dollar,  you're  just  not 
going  to  find  a  better  deal. 

*  Discounts  fur  Canada  and  Mexico  apply  to  day  and  evening  rate  periods 
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CALCOMP:  AN 
APOSTLE  FOR 
STREAMLINED 
MANUFACTURING 


CALCOIWP  INC. 

PLANT  LOCATION 

Anaheim,  Calif. 
MAIN  PRODUCT 
Computer  plotters 
OUTPUT  VOLUME 
26,000  units  a  year 
OVERHEAD  COSTS 
10%  of  sales 
DIRECT  LABOR 
5%  of  soles 
DELIVERY  TIME 
7  days 


ALL  MANUFACTURING  EXPERTS  AGREE: 
Before  the  first  piece  of  automated 
equipment  is  ordered,  the  shop  floor 
should  be  simphfied  and  streamlined. 
Frequently,  the  gains  from  this  are  so 
large  that  automation  becomes  unnec- 
essary. CalComp  Inc.  learned  that  les- 
son the  hard  way — in  a  last-ditch  struggle  to 
avoid  disaster  in  the  early  1980s.  "It  was  either 
do  or  die,"  says  President  William  P.  Conlin. 

Now  that  the  Anaheim  (Calif.)  unit  of  Lock- 
heed Corp.,  which  builds  plotters  that  print 
computer  drawings  for  engineers  and  archi- 
tects, has  been  restored  to  financial  health, 
Conlin  has  become  a  missionary  of  manufactur- 
ing simplicity.  He  and  other  company  officials 
regularly  speak  at  industry  gatherings,  and 
CalComp  offers  a  free  videotape  and  brochure. 


twice  as  fast  as  the  models  it  succeeded,  which 
sell  for  $27,500  and  up.  And  CalComp  still  rakes 
in  a  407c  margin. 

On  the  shop  floor,  CalComp  chucked  it^ 
straight,  long  transfer  line  so  workers  could  bej 
grouped  in  a  compact  U-shaped  assembly  area. 
This  improves  communication  and  reduces  the 
distance  that  work-in-progress  travels  as  it  isj 
pushed  from  station  to  station  on  industria' 
carts.  Quality  control  was  eliminated  as  a  sepa- 
rate function.  Instead,  each  person  is  responsi- 
ble for  checking  the  work  received.  Whenever 
anyone  spots  a  major  defect,  work  stops  unti 
the  cause  is  found  and  fixed. 

The  changes  have  translated  into  higher  de 
mand  for  CalComp's  products  Although  archri 
val  Hewlett-Packard  Co.  still  commands  40%  ol 
the  plotter  business,  market  researcher  Data 


CalComp's  plotters  print  computer  drawings  for  engineers  and  architects 


Nearly  900  senior  executives  at  companies  big 
and  small,  from  Texas  Instruments  Inc.  to  Zy- 
plex  Inc.,  have  already  requested  the  kit. 

That  response  is  hardly  surprising.  For  an 
investment  of  less  than  $300,000,  some  of  which 
was  spent  on  removing  an  existing  transfer  line 
from  the  shop  floor,  CalComp  has  achieved 
stunning  results.  Since  late  1985,  productivity 
has  gained  50%,  quality  is  up  40%,  and  reve- 
nues have  risen  62% — to  $425  million  last  year. 
At  the  same  time,  production  costs  have  fallen 
307',  inventory-handling  costs  have  dropped 
65%,  and  work-in-progress  has  plunged  907. 

Conlin  got  his  inspiration  from  World  Class 
Manufacturing,  a  1986  book  on  Japanese-style 
production  written  by  consultant  Richard  J. 
Schonberger  of  Management  Research  Corp. 
Its  simple  philosophy:  Design  simpler  products 
to  be  built  by  simpler  methods. 

So  CalComp's  latest  Drawing  Master  plotter, 
which  the  company  began  shipping  in  April, 
has  only  95  parts — down  from  494  in  its  prede- 
cessor. The  $15,000  unit  spits  out  drawings 


quest  Inc.  reports  that  CalComp's  share  ha 
climbed  to  25%,  from  15%  in  1986.  And  Ca 
Comp  does  even  better  with  big  plotters  tha 
use  ink  pens,  capturing  55%  of  that  market  las 
year  vs.  12%'  for  HP.  "We  now  look  to  CalCom 
as  the  competitor  for  us  in  the  U.  S.,"  admit 
Scott  McClendon,  general  manager  of  hp's  Sa 
Diego  printer  division. 

Still,  Conlin  says  there's  plenty  of  room  fc 
improvement.  His  next  major  task:  Cut  th 
product  development  cycle  to  about  18  month 
from  the  30  to  36  months  it  now  takes  to  mov 
from  concept  to  production.  As  part  of  th£ 
effort,  designers  planning  the  next  plotter  ar 
already  collaborating  with  outside  supplier 
The  purpose  is  to  let  suppliers  plan  ahead  rati 
er  than  wait  for  final  blueprints. 

"We're  really  instilling  change  in  manufa 
turing,"  Conlin  declares.  He  just  hopes  moi 
senior  executives  heed  the  lesson  of  simplicit; 
"Manufacturing,"  he  concludes,  "is  either  g( 
ing  to  be  our  downfall  or  our  salvation." 

By  Patrick  E.  Cole  in  Anaheim.  Call 
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"Al  expertise  and 
worldwide  support 
from  Digital  keep 
Sumitomo  Bank 
ahead  in  the 
globalizing  of 
Japan  s  financial 
markets." 


"Sumitomo  Bank,  the  world's 
second  largest  bank,  is  working 
toward  the  internationalization  of 
Japan's  financial  markets.  We  chose 
Digital's  expertise  in  artificial  intelli- 
gence technology  to  give  us  the  high- 
speed processing  capability  we  need  to 
handle  the  daily  flood  of  telex  traffic. 
As  a  result,  we  feel  we  are  one  step 
ahead  of  the  competition. 

"Now,  we  have  one  of  the 
world's  most  sophisticated  AI  telex 
funds  transfer  systems  that  helps  us 
put  the  highest  priority  on  the  best 
interest  of  our  customers. 

"Digital's  years  of  experience 
in  applied  expert  systems,  as  well  as 
their  commitment  to  service  and  sup- 
port at  every  level,  has  really  paid  off. 
It's  why  we  can  devote  more  energy  to 
our  internationalization  strategy. 

"We  were  looking  for  an  inno- 
vative solution.  Digital,  and  only 
Digital,  had  the  technology  and  a  will- 
ingness to  work  with  us  to  turn  our 
vision  of  international  banking  into 
a  reality." 

The  rewards  of  working  together. 

With  Digital's  advanced  artificial 
intelligence  technology  and  compre- 
hensive worldwide  support,  you  can 
stay  ahead  of  the  competition. 

Today,  with  more  experience  in 
applied  expert  systems  along  with 
the  support  you  need  at  every  level. 
Digital  gives  you  an  elegantly  simple 
way  for  your  people  to  work  together 
more  productively,  more  creatively, 
more  efficiently,  more  competitively. 

To  learn  more,  write  to  Digital 
Equipment  Corporation,  200  Baker 
Avenue,  Concord,  MA  01742-2190. 
Or  call  your  local  Digital  sales  office. 

A  way  to  work  together  like 
never  before.  Digital 
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WHERE  THE  MONEY 
FOR  THAT  NEW  IDEA 
COMES  FROM  NOW 


COMPETITIVENESS.  IT'S  THE  BUZZWORD  OF 
alarm  in  Corporate  America.  And  among 
the  many  reasons  for  declining  interna- 
tional clout,  the  mathematics  of  finance 
ranks  high.  One  study  shows  that  U.  S. 
companies  must  pay  five  times  what  their 
Japanese  rivals  pay  to  raise  capital.  The  cause: 
an  anemic  national  savings  rate.  The  effect:  An 
American  company  can  afford  to  invest 
in  a  product  or  technology  only  if 
it  is  expected  to  be  profit- 
able in  three  years.  But 
a  Japanese  competitor  can 
wait  an  astonishing  12  years 
to  break  even.  Is  it  any  won- 
der that  U.  S.  executives  are  criticized 
for  being  short-sighted?  Yet  many  innovative 
companies  aren't  flinching  before  the  daunting 
financial  odds.  Instead,  they're  finding  new 
sources  of  capital  and  adroitly  exploiting  new 
financial  links  that  bode  well  for  the  future. 


HIGH  TECH  IS  STRIKING  DEALS, 
FOREIGN  AND  DOMESTIC 


DURING  WALL  STREET'S  GO-GO  YEARS  OF 
the  1960s,  Polaroid  was  a  symbol  of  Cor- 
porate America's  technological  prowess. 
Today,  it's  a  different  sort  of  symbol  for 
the  roaring  1980s.  Polaroid  is  cutting 
back  on  research  and  development  to 
7.6%  of  sales  from  8.5%-  last  year.  It's 
also  eliminating  several  long-term  projects  with 
uncertain  paybacks,  such  as  fiber  optics.  In- 
stead, money  is  going  to  pay  for  $1  billion  in 
debt  used  to  buy  back  stock  in  a  successful 
effort  to  avoid  a  hostile  takeover. 

Of  course,  as  the  sheen  has  worn  off  its 
instant-photography  business,  Polaroid  Corp. 
hasn't  exactly  been  a  font  of  innovation  recent- 
ly. But  as  a  symbol  of  how  investors  have 
cooled  to  high-technology  companies  and  the 
risks  inherent  in  betting  on  untried  innovations, 
Polaroid  will  do  just  fine.  Xerox  Corp.  and  IBM 
are  also  among  the  1960s'  glamour  stocks 
whose  prices  now  command  only  a  fraction  of 
the  earnings  multiples  of  90  they  once  boasted. 
In  fact,  the  Hambrecht  &  Quist  High-Tech  In- 
dex of  175  companies  fell  19.5%  over  the  past 
two  years,  while  the  Standard  &  Poor's  400- 
stock  index,  mostly  mature  industrial  compa- 
nies, rose  5.8'/  (chart,  page  157).  The  H&Q  index 
stocks  were  selling  recently  at  19.3  times  earn- 
ings, compared  with  13.5  for  the  S&P  400. 

Wall  Street  has  plenty  of  reasons  for  disen- 
chantment with  high  tech.  Investors  have  been 
repeatedly  bloodied  pursuiiiL''  the  latest  fad, 
most  recently  in  the  biotecl'  industry,  where 
Genentech  Inc.'s  clot-busting  drug,  Activase, 
has  fallen  short  of  the  hype.  IVi-anwhile,  inves- 
tors have  been  lured  by  lush  profits  in  once 
unglamorous  old-line  industries  .such  as  cans 
and  food  processing,  through  leveraged  buy- 
outs and  debt-financed  restructurings.  And  bet- 
ting on  next  month's  takeover  target  has 
proved  far  more  rewarding  than  investing  in 
the  next  decade's  potential  scientific  break- 
through. No  wonder  some  worry  that  by  shun- 


ning high-technology  companies,  investoi-s  in; 
be  financing  Corporate  America  into  a  slow  h 
relentless  economic  decline. 

Fortunately,  entrepreneurs  and  the  ext  r 
tives  of  high-tech  companies  are  far  fin 
throwing  in  the  towel.  Instead,  they're  shown 
considerable  skill  in  finding  money.  Some  a 
selling  their  companies  to  Japanese  and  oth 
foreigners.  But  many  more  American  entrepi 
neurs  are  bringing  foreign  investors  in  as  pa 
ners — an  innovative  financing  strategy  th; 
while  troubling  to  some  U.  S.  executives,  m; 
augur  well  for  the  future  international  compe 
tiveness  of  leading-edge  American  compani( 
Says  Joseph  A.  Graziano,  chief  financial  offic 
at  Sun  Microsystems  Inc.:  "Because  of  the 
solutely  lousy  state  of  the  equity  markets, 
pecially  for  technology  stocks,  people  are  h£ 
ing  to  think  very  differently." 

THE  MOST  SEVERE  PRESSURE  HAS  BEEN 
young  companies,  as  reflected  in  the  mc 
bund  initial  public  offering  (IPO)  mark 
Investors  soured  on  high-tech  startups 
1983  after  the  euphoric  start  of  the  b 
market,  and  iPOs  have  been  on  a  roll< 
coaster  ride  ever  since. 
Rapidly  growing  high-tech  companies  ha 
traditionally  relied  on  equity  financings  to  p 


BUSINESS  WEEK 


196 


INNOVATION  1989 


r  growth.  After  all,  they  need  mounds  of 
sh  to  keep  paying  for  increased  manufactur- 
g  costs,  a  rising  payroll,  and  continuing  prod- 
t  development.  Yet  even  a  brand-name  com- 
ny  like  Compaq  Computer  Corp.,  which  had  a 
sllar  return  on  equity  of  31.3%  and  a  growth 
te  of  69%  last  year,  finds  its  stock  selling  at 
ghtly  less  than  the  multiple  for  the  S&P  400. 
Established  companies  are  not  immune  to  the 
)ck  market's  whims.  True,  they  finance  inno- 
tion  with  internal  cash  flow.  But  investors 
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are  enamored  of  reaping  short-term  profits 
from  debt-financed  takeovers,  LBOs,  and  other 
leveraging  schemes.  "High  leverage  discour- 
ages long-term  investment,"  notes  George  N. 
Hatsopoulos,  chairman  of  Thermo  Electron  and 
a  leading  analyst  of  the  cost  of  capital  in  Amer- 
ica. Leveraged  companies  siphon  off  cash  to 
pay  off"  debt  and  stick  with  technologies  that 
promise  a  quick  return. 

ALL  .STREET  DOES  REWARD  COMPANIES 
that  can  provide  a  consistent  payoff" 
on  innovation.  Allegheny  Ludlum 
Corp.,  a  $1.2  billion  specialty-steel 
maker,  is  a  stock-market  darling. 
Some  16%  of  last  year's  sales  came 
from  internally  developed  products 
that  Allegheny  didn't  make  10  years  ago.  al's 
obsessively  market-driven  managers  are  very 
choosy  about  what  projects  they  will  fund — no 
pie-in-the-sky  visionaries  here.  "We  play  God 
regarding  what  is  a  worthwhile  investment," 
says  CEO  Richard  P.  Simmons.  "We  are  always 
focused  on  bottom-line  results." 

Even  big  high-tech  companies  that  built  their 
reputations  on  fundamental  technological  inno- 
vations, such  as  Digital  Equipment  Corp.,  are 
feeling  pressure  to  soft-pedal  expensive  long- 
range  projects  with  uncertain  futures.  Digital 
spent  $1.3  billion,  or  11%  of  sales,  on  R&D  in 
1988.  But  management  would  prefer  to  spend 
even  more — especially  on  long-term  R&D  pro- 
jects. "I'm  happy  if  the  payoff"  doesn't  come  for 
5  or  10  years,"  says  Samuel  H.  Fuller,  Digital's 
vice-president  for  research.  But  the  markets,  he 
complains,  tend  to  force  everything  into  a  6-to- 
12-month  time  frame. 

Some  companies  see  an  opportunity  in  the 
low  prices  that  Wall  Street  accords  high  tech. 
Financing  techniques  honed  during  the  recent 
consolidation  of  the  oil,  food,  and  other  mature 
industries  are  increasingly  prevalent  in  the 
high-tech  area.  Mergers  and  acquisitions,  LBOs, 
and  even  hostile  takeovers  are  picking  up.  In 
one  friendly  deal,  Hewlett-Packard  Co.  bought 
Apollo  Computer  Inc.  for  about  $500  million. 

Here  again,  foreign  investors  are  a  major 
factor.  Japan's  TDK  Corp.,  for  instance,  paid  22 
times  earnings — $200  million — for  Silicon  Sys- 
tems Inc.,  a  chipmaker  whose  stock  was  selling 
for  only  10  times  earnings.  Robertson,  Ste- 
phens &  Co.,  the  San  Francisco  investment 
bank,  is  working  on  five  deals  for  Japanese 
companies  eyeing  U.  S.  acquisitions  in  indus- 
tries ranging  from  genetic  engineering  to  com- 
puters. Says  Craig  J.  Foley,  managing  director 
of  Chancellor  Capital  Management:  "Japan  Inc. 
and  Southeast  Asia  Inc.  have  a  low  cost  of 
capital  and  a  willingness  to  bet  on  the  future, 
while  the  American  public  market  is  focused  on 
the  next  quarter's  earnings." 

Foreign  investors'  patience  may  mean  that, 
one  day,  profits  from  some  of  America's  most 
productive  research  will  go  overseas.  But  there 
is  a  side  benefit  for  companies  that  are  effec- 
tively using  their  foreign  investors  as  partners. 
"There  is  such  interdependence  now  among 
companies  and  countries  that  it's  getting  hard- 
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We  found  a  w 


In  case  you're  wondering,  that  little  man  in 
the  right-hand  corner  is  Professor  Egghead.  The 
actual  character  that  represents  Egghead  Dis- 
count Software^  America's  leading  software 
retailer.  And  this  is  his  story. 


It  seems  his  company  had  a  problem 
that  any  company  would  love  to  have.  T 
were  growing.  Unfortunately,  their  comn 
tions  system  wasn't  growing  along  with  1 
So  they  talked  to  us.  .And  through  the  effo: 


Egghead,  Professor  Egghead,  and  Egg  words  are  trademarks  of  Egghead  Discount  Software.  ©  1988  Egghead 


help  him  grow. 


!>f  our  Account  Managers  and  his  support 
we  carefully  analyzed  the  problem.  And 
i  weekend  (no,  that's  not  an  error)  we 
led  a  customized  new  system  that  improved 
;ncy,  dramatically  reduced  network  costs, 


and  left  plenty  of  room  for  growth. 

You  see  at  GTE,  it's  not  just  communications 
we  offer,  it's  solutions.  Call 
us.  No  matter  what  size 
you  are.  Call  1-800-225-5483. 


THE  POWER  IS  ON 


HIGH-TECH  STARTUPS  TO  WATCH 


This  table  ranks  the  25  fastest-growing  startups  in  the  CorpTech  data  base  of  30,000  high- 
technology  companies.  It  includes  private  companies  that  were  formed  during  or  after 
1979,  have  more  than  25  employees,  and  receive  at  least  75%  of  their  revenues  from 
high-technology  products.  They  ore  ranked  according  to  average  annual  growth  in  employ- 
ees. The  data  are  from  Corporate  Technology  Information  Services,  Woburn,  Mass. 
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1 

SIMPSON  ELECTRIC 

Elgin,  III. 

Multimeters,  ohmmeters, 
voltage  meters 

NA 

500 

1986 

6 

125 

2 

MICROSCIENCE  INT'L. 

Sunnyvale,  Calif. 

Winchester  disk  drives 

ICQ 

950 

1982 

18 

118 

3 

WORDPERFECT 

Orem,  Utah 

Office  automation 
software 

178 

241 

1979 

55 

112 

4 

ZYTEC 

Eden  Prairie,  Minn. 

Power  supplies 

52 

600 

1984 

-8 

100 

5 

SIPEX 

6illerica,  Mass. 

Integrated  circuits 

31 

400 

1986 

33 

100 

6 

TUSONIX 

Tucson,  Ariz. 

Ceramic  capacitors, 
filters 

10 

850 

1981 

41 

94 

7 

COMPTRONIX 

Gunfersville,  Ala. 

Printed-circuit  boards 

29 

509 

1984 

28 

84 

8 

COMPUAOD 

Austin,  Tex. 

IBM-type  personal 
computers 

241 

650 

1982 

100 

81 

9 

SOMERSET  TECHNOLOGIES 

New  Brunswick,  N.  J. 

Web-coating  and  drying 
equipment,  extruders 

60 

450 

1984 

0 

75 

10 

VIKTKON  TECHNOLOGIES 

West  Chicago,  III. 

Printed  circuit  boards, 
custom  mfg.  services 

55 

300 

1986 

50 

75 

11 

REMEC 

San  Diego,  Calif. 

Microwave  components 

21 

465 

1983 

9 

66 

12 

MIPS  COMPUTER 

Sunnyvale,  Calif. 

Computers 

40 

380 

1984 

43 

63 

13 

BANYAN  SYSTEMS 

Westborough,  Moss. 

Network  operating 
systems 

47 

423 

1983 

53 

60 

M 

COGNISEIS  DEVELOPMENT 

Houston,  Tex. 

Seismic  processing 
systems 

23 

173 

1987 

2 

57 

15 

METAPHOR  COMPUTER 

Mountain  View,  Calif. 

Information  retrieval 
and  analysis  systems 

52 

450 

1982 

50 

56 

16 

ORBITAL  SCIENCES 

Fairfax,  Vo. 

Space  vehicles  ond 
related  equipment 

60 

450 

1982 

400 

56 

17 

PERFORMANCE  SEMI. 

Sunnyvale,  Calif. 

Integrated  circuits 

NA 

300 

1984 

20 

50 

18 

SYQUEST  TECHNOLOGY 

Fremont,  Calif. 

Removoble  disk  drives 
and  cartridges 

NA 

400 

1982 

60 

50 

19 

NEXT 

Palo  Alto,  Calif. 

Workstation 
microcomputers 

NA 

250 

1985 

150 

50 

20 

RIVERSIDE  ELECTRONICS 

Lewiston,  Minn. 

Printed-circuit  boards 

22 

300 

1984 

0 

50 

21 

BROADV^'AY  &  SEYMOUR 

Charlotte,  N.  C. 

Banking  software 

29 

430 

1981 

43 

47 

22 

TECHNICAL  &  MGT.  SVCS. 

Calverlon,  Md. 

Helicopter  and  missile 
components 

14 

358 

1982 

74 

44 

23 

McDATA 

Broomfield,  Colo. 

Computer-networking 
controllers,  equipment 

54 

352 

1982 

7 

44 

24 

VERIFONE 

Redwood  City,  Calif. 

Transaction 
microcomputers 

NA 

400 

1981 

45 

44 

25 

STELLAR  COMPUTER 

Newton,  Mass. 

CAD /CAM  workstations 

13 

215 

1985 

43 

43 
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er  and  harder  to  say  what  is  the  natioi 
ality  of  the  company  or  product,"  sa> 
Compaq  Chairman  and  longtime  ventur 
capitalist  Benjamin  M.  Rosen.  High-tec 
companies  that  are  linking  up  with  fo 
eign  capital  are  getting  more  than  moi 
ey — they're  getting  a  global  focus  earl 
in  corporate  life. 

Look  at  Komag  Inc.,  which  make 
thin-film  high-capacity  disks  for  compu 
er  disk  drives.  Asahi  Glass  Co.,  Japan 
largest  glass  maker,  has  bought  ll'/f  c 
Komag  for  $23  million  over  the  past  se' 
eral  years — and  has  options  to  buy  ai 
other  9'/ .  Asahi  is  also  sharing  its  vah 
able  manufacturing  technology  to  low( 
Komag's  production  costs.  It  kicked  i 
an  additional  $34  million  to  form  a  Jap; 
nese-based  joint  venture  (owned  507^  b 
Komag,  407'  by  Asahi,  and  107  by  U 
VAC,  another  Japanese  company).  An 
Komag  keeps  all  product-marketin 
rights  outside  of  Japan.  "As  the  worl 
becomes  smaller,  I  saw  the  only  way  t 
be  viable  was  with  a  tie  to  Japan,"  say 
Komag  Chairman  Tu  Chen. 

GIANT  AMERICAN  COMPANIES  AR 
going  the  "corporate  partnering 
route,  too.  Small-growth  outfit 
are  linking  up  with  America 
Telephone  &  Telegraph  Co.,  IBI\ 
and  Digital,  to  name  just  a  fev 
Entrepreneurs  are  willing  to  se 
equity  to  these  corporate  behemoths- 
and  give  up  some  independence — to  g( 
a  higher  price  than  that  offered  by  th 
public  markets.  Corporate  giants  als 
exchange  marketing  and  distributio 
muscle  for  access  to  new  technology. 

One  growth  company  brings  it  all  t( 
gether:  Sun  Microsystems  Inc.  It's 
leading  engineering-workstation  make 
Revenues  are  expected  to  reach  nearl 
$2  billion  in  1989 — up  807  over  last  yea 
Profits  are  expected  to  jump  anotht 
507.  Yet  Sun's  stock  sells  at  a  multipl 
of  only  15  times  earnings,  while  th 
price-earnings  ratio  of,  say,  the  Wal 
Disney  Co.  is  nearly  22  times  earnings 
Why?  Sun's  67  net  profit  margins  ar 
narrow  by  computer-industry  standards 
Those  anemic  margins  are  a  result  o 
the  company's  decision  to  spend  137  o 
sales  on  R&D  and  its  pedal-to-the-met£ 
strategy  of  pursuing  market  share  ove 
profits.  With  Wall  Street  wary  aboi 
that,  "we  don't  close  any  financing  av( 
nues,"  says  CFO  Graziano. 

They  sure  don't:  In  January,  1988,  Su 
struck  a  deal  with  AT&T  to  sell  a  155 
equity  stake  to  the  telephone  giant  ove 
three  years  at  a  257  premium  over  mai 
ket  prices.  Sun  also  has  joint-ventur 
product-development  agreements  witl 
France's  Schlumberger,  Holland's  Phi 
ips,  the  Japanese/American  joint  vei". 
ture  Fuji  Xerox,  and  others.  And  it  ha 
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\nmd  with  the  resources  to  help  you, 
o  matter  what  the  investment  climate. 


Prudential-Bache 


Securities 


udefiiial-eacheSecuriiies  Member  S IPC  A  SubsiOia'vaf  T^x>P< 


Whether  the  market's  up  or  down,  Tandem 
database  systems  keep  almost  all  the  world's 
major  stock  exchanges  up  and  running. 

We  record  every  share  bought  or  sold.  We  re- 
port pnces  and  quotes.  And  we  help  monitor  the 
legality  of  evprv  trade. 


All  the  while  routing  data  back  and  forth  fro 
brokerages  to  the  exchange  floor-no  matter  he 
fast  the  data  happens  to  be  flowing. 

We  play  an  equally  important  role  in  a  growl 
number  of  banks,  which  depend  on  us  to  mai^ 
transfers  of  billions  of  dollars  every  hour.  And  to 


ers  around  the  world,  who  use  us  to  authorize 
ions  in  credit  card  purchases. 
Which  is  why,  whenever  vast  amounts  of  in- 
mation  have  to  be  delivered  without  fail,  more 
i  more  of  the  world's  largest  corporations  are 
)osing Tandem  database  systems.  So  if  you  want 


to  speed  your  operations  while  you  cut  your  costs, 
call  1-800-482-6336  and  spend  a  few  minutes  with 
us.  It  could  be  the  best  investment  you  ever  make. 


■  \ 


9 


HEWORLE^S 
)  PUT  THEIR  STOCK 


wiihoul  wall  sireei 


licensed  its  core  processor  technology  to  five 
semiconductor  manufacturers.  The  competition 
among  them  has  reduced  Sun's  price  for  the 
chips  it  buys  back  from  the  chipmakers  to  close 
to  their  costs.  And  CFO  Graziano  says  he's  con- 
sidering taking  Sun's  Japanese  subsidiary  pub- 
lic sometime  in  the  future. 

Clearly,  times  are  tough  in  high  tech.  But 
Sun's  example  points  to  the  future.  If  they  are 
to  keep  their  competitive  edge,  the  successors 
to  Polaroid,  IBM,  and  Xerox  will  have  to  be  as 
innovative  in  finance  as  they  are  in  technology. 


Despite  a  rough  climate  for  new  stock  issu 
the  U.  S.  is  still  funding  the  nation's  best  a 
brightest  entrepreneurs  eager  to  push  the  c( 
mercial  frontiers  of  technology,  and  Ameri( 
high-tech  companies  could  yet  emerge  as  for 
dable  international  competitors.  Then  W 
Street  will  reward  the  innovators  with  anotl 
boom,  bidding  stock  prices  to  new  highs. 

By  Christopher  Farrell  in  New  York,  urith  Jo'. 
than  Levi?ie  and  Joan  O'C.  Hamilton  in 
Francisco,  Keith  H.  Hammonds  in  Boston,  Gr 
ory  L.  Miles  in  Pittsburgh,  and  bureau  reports 


IN  VENTURE  CAPITAL.  FEW  ARE  FLYING  SOLO  ANYMORE 


hatever  happened  to  the  good  old  days  in  ven- 
ture capital?  Five  years  ago,  investors  could  seed 
startups  v/ith  a  few  million  dollars,  then  nurture 
manufacturing  and  marketing  with  two  or  three 
additional  infusions  of  cash.  A  few  years  later, 
they  could  get  their  money  out  by  offering  shares  to  the 
public  at  a  sterling  18  or  20  times  earnings.  Venture 
funds  with  returns  topping  35%  were  commonplace. 

Not  anymore.  Soaring  startup  costs  and  an  unreceptive 
market  for  initial  public  offerings  have  made  that  scenario 
as  outdated  as  the  Twist.  The  flow  of  new  cash  into  U.  S. 
venture  coffers  remains  relatively 
strong — $2.8  billion  last  year, 
compared  with  a  five-year  aver- 
age of  $3.3  billion.  The  problem 
is,  the  money  no  longer  goes  very 
far.  These  days,  venture  capital- 
ists must  find  novel  ways  to  apply 
leverage  to  their  own  investments 
just  to  achieve  the  20%  returns 
that  used  to  be  considered  barely 
acceptable.  "The  cost  to  capital- 
ize a  startup  from  seed  through 
public  offering  has  gone  beyond 
the  scope  of  venture  capital," 
says  Anthony  Sun,  a  partner  in 
Venrock  Associates. 

Startups  everywhere  are  look- 
ing to  stretch  invested  capital  by 
selling  technology  rights  and 
seeking  corporate  backers  to 
bring  in  cash.  To  cut  development 
costs,  they're  more  willing  than 
ever  to  form  joint  ventures  or 
trade  stock  warrants  for  plants  or  equipment. 

Take  chipmaker  Sierra  Semiconductor  Corp.  in  Son 
Jose,  Calif.  To  fund  initial  production  and  foreign  market- 
ing, it  called  on  corporations  and  even  government  agen- 
cies in  Singapore  and  the  Netherlands.  All  told.  Sierra 
used  $18  million  in  U.  S.  venture  capital  to  attract  an 
additional  $158  million  in  equity  and  other  funding. 

Similar  techniques  have  always  been  the  norm  for 
biotechnology  companies  because  of  the  high  cost  of 
testing  and  marketing  new  pharmaceuticals.  But  thanks  to 
soaring  startup  expenses,  leveraging  is  now  common  in 


HOW  ONE  STARTUP  USED 
FINANCIAL  LEVERAGE 

Financing  was  hard  to  find  when  chipmaker  Sierra 
Semiconductor  got  going  in  1984.  So,  over  four 
years,  it  supplemented  conventional  financing  from 
U.  S.  venture-capital  firms  with  a  variety  of  sources. 

Amount 

Source  (millions  of  dollars) 


Sequoia  Capitol  and  other  U.  S. 

venture-capital  firms 

$18.2 

Equity  and  convertible  debt  from 

governments  in  Singapore 

and  the  Netherlands 

101.5 

Government  and  private  loans,  leases. 

and  financial  guarantees 

48.5 

Equity  from  Borg-Warner,  Litton 

Industries,  and  Tellobs 

7.8 

TOTAL  1984-88 

$176.0 

DATA;  SIERRA  SEMICONDUCTOR  CORP 


such  industries  as  medical  equipment  and  computers. 
Capital-intensive  products  and  the  necessity  of  setting  up 
a  field-support  system  recently  forced  Ardent  Computer 
Inc.  to  spend  $50  million  to  get  to  the  manufacturing 
stage.  That  compares  with  about  $8  million  for  Apollo 
Computer  Inc.  in  the  early  1980s  and  only  $3  million  for 
Prime  Computer  Inc.  a  decade  earlier.  If  venture  capital- 
ists had  to  foot  the  entire  bill  today,  returns  wouldn't 
justify  the  investment.  "If  a  deal  takes  more  than  $10 
million,  we  start  looking  for  leverage  from  day  one,"  says 
John  R.  Dougery  of  Dougery,  Jones  &  Wilder. 

The  trend  is  motivated  by  more 
than  cold  cash.  The  globalization 
of  technology  markets  means  that 
startups  must  often  link  up  with 
European  or  Asian  partners  for 
help  in  navigating  distribution 
channels  overseas.  Last  year.  Exa- 
byte Corp.,  a  Boulder  (Colo.) 
maker  of  computer  tape  drives, 
turned  to  Kubota  Ltd.,  a  Japa- 
nese tractor  maker.  Kubota  set  up 
manufacturing  in  Japan  for  Exa- 
byte's drives,  paid  cash  for  a 
stake  in  the  company,  and  prom- 
ised ongoing  royalty  fees  for  dis- 
tribution rights  in  Asia. 

Even  if  companies  can  scrape 
up  enough  capital  to  get  started, 
there's  no  guarantee  for  venture 
investors.  A  foul  market  for  initial 
public  offerings  has  curtailed  the 
preferred  method  for  cashing  out. 
And  companies  that  are  able  to 
go  public  at  all  are  finding  that  high-tech  stocks  no  longer 
command  premium  prices. 

Add  to  that  the  increased  competition  among  venture 
funds,  and  the  result  is  eroding  returns.  By  the  end  of 
1987,  funds  started  in  1982  had  shown  an  average  loss 
of  2%  on  the  value  of  their  investment,  according  to 
Venture  Economics  Inc.  That  compares  with  a  gain  of 
33%  for  funds  started  in  1979.  Barring  the  unlikely  return 
of  a  robust  new-issues  market,  venture  investors  will  have 
to  make  their  money  the  new-fashioned  way:  leverage. 

By  Jonathan  B.  Levine  in  San  Francisco 
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NOT  LONG 
AGO,  MICHIGAN 
WAS  JUST  A  KID  IN 
THE  PLASTICS  INDUSTRY 

The  kid  sure  has  come  of  age  Why,  in  the  mid-1980's  alone,  Michigan  accounted  for  half  of  all  new 
plastics-related  jobs  in  the  Great  Lakes  States  and  one-quarter  of  the  plastics  job  growth  nationally. 
And  not  simply  because  of  the  increased  use  of  plastics  in  the  auto  industry  ■  Many  industries  draw 
on  the  expertise  and  resources  of  Michigan's  growing  number  of  plastics  application  centers.  Fabrica- 
tor support  industries  are  already  in  place  Resin  producers  benefit  from  nearby  chemical  feedstocks. 
Then  there's  Michigan's  state  government  committed  to  providing  the  best  possible  climate 
for  expansion  and  growth  ■  The  right  markets  are  here,  too  As  Carl  Haas,  President  of  Blue 
Water  Plastics,  puts  it,  "Michigan  is  a  great  environment  for  expansion  We  could  not  service  our 
customers  if  we  were  in  Illinois  or  Tennessee  We  need  to  be  where  the  engineering  centers  are" 
■  There  are  many  other  reasons  to  consider  Michigan  Call  (517)  373-8495  or  simply  write  Doug 
Ross,  Director,  Michigan  Department  of  Commerce,  525  W  Ottawa,  Lansing,  Ml  48909 

MY,  HOW  WE'VE  GROWN. 
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The  future.  We're  making  more  of  it  here. 
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IHE  NEW  VENIUIIES 


IPPORTUNITY  DOESN'T  ALWAYS  KNOCK. 
Sometimes  it  swims.  Two  years  ago,  an 
African  clawed  frog  kicking  around  in  a 
murky  water  tank  presented  Michael  A. 
Zasloff  the  chance  of  a  lifetime.  Zasloff, 
then  a  top  geneticist  at  the  National  In- 
stitutes of  Health,  had  cut  open  the  frog 
another  experiment.  But  after  sewing  it  up 
1  putting  it  back  in  the  tank,  he 
iced  the  incisions  were  healing 
ely  despite  the  bacteria-filled  wa- 
.  Exploring  why,  he  discovered 
t  the  frog  harbored  a  powerful 
)stance  he  dubbed  magainin,  the 
brew  word  for  shield.  His  break- 
ough  could  spawn  a  new  genera- 
1  of  drugs  to  attack  a  wide  range 
infections  and  diseases, 
zasloff,  44,  is  trying  to  commer- 
lize  the  discovery  with  a  startup 
led  Magainin  Sci- 
:es  Inc.  in  Fort 
ishington,  Pa. 
hough  a  number 
big  drug  compa- 
s  wooed  him,  he 
med  up  last 
ir  with  venture 
id  Healthcare 
'estment 
rp.  Zasloff 
nted  to 

lid  big-company  bureaucracy  and 
rmed  up  to  HealthCare  CEO  Wal- 
i  H.  Steinberg.  When  Steinberg 
•oduced  him  to  Barry  A.  Berkowitz,  then  a 
i-president  at  SmithKline  Beckman  Corp., 

pair  clicked.  Says  Berkowitz,  "We  got  so 
ited  about  the  science,  we  had  to  kind  of 
r  each  other  away."  Berkowitz  is  now  CEO 
1  Zasloff  is  scientific  adviser, 
lince  the  cost  to  develop  a  new  drug  can  top 
0  million,  the  company  will  need  more  mon- 
Steinberg  has  rounded  up  help  from  Advent 
emational,  a  Boston  venture  firm,  and 
ngworth  Management  Ltd.,  a  London  fund, 
anwhile,  Berkowitz  is  chasing  drug  compa- 
5  for  development  and  marketing  partner- 
is.  Eventually,  Magainin  wants  to  go  public, 
'otential  partners  have  plenty  of  reason  to 
<;.  Some  scientists  compare  Zasloff's  find  to 
xander  Fleming's  chance  discovery  of  peni- 
n.  "This  is  something  that's  truly  novel," 
s  DeWitt  Stetten,  former  deputy  director 

science  at  nih.  Magainins  appear  to  have 
ch  broader  applications  than  antibiotics  do. 


The  substance  mercilessly  attacks  bacteria, 
fungi,  amoebas,  and  parasites.  Magainins  even 
appear  to  battle  certain  human  cancer  cells  and 
are  being  tested  against  AIDS  and  other  viruses. 

Going  from  frogs  to  humans  is  a  big  leap. 
But  scientists  now  have  found  magainins  in  the 
human  brain  and  digestive  system.  That  may 
help  explain  why  people  don't  get  sick  from 


Zasloff's  startup  is  looking  for  ways  to  exploit  the 
breakthrough  substance  he  found  in  a  frog 

natural  bacteria  in  foods.  Researchers  working 
with  Zasloff  want  to  know  whether  magainin 
failure  plays  a  role  in  human  infections. 

New  drugs  from  Magainin  Sciences  could  be 
only  years  away.  Berkowitz  expects  to  seek 
approval  within  a  year  from  the  Food  &  Drug 
Administration  for  human  tests  of  drugs  to 
treat  infections  of  the  skin,  eyes,  and  mucous 
membranes.  But  producing  the  drugs  cheaply 
will  be  tough,  since  current  techniques  would 
result  in  a  cost  of  thousands  of  dollars  a  dose. 

With  Berkowitz  looking  after  the  company's 
business  development,  Zasloff  is  still  studying 
magainins — as  a  professor  at  the  University  of 
Pennsylvania  School  of  Medicine  and  chief  of 
genetics  at  The  Children's  Hospital  of  Philadel- 
phia. If  his  discovery  pays  off,  he'll  be  finan- 
cially set  for  life.  But  more  important,  he  could 
realize  every  researcher's  dream:  to  add  his 
name  to  the  roster  of  major  medical  pioneers. 
By  Joseph  Weber  in  Fort  Washington,  Pa. 
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AS  DESKTOPS 
PROLIFERATE,  A 
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Building  sophisticated 
"servers"  to  link 
computers  into  a 
single  network 


Netframe's  Torresi:  Pioneering  with  servers  could  put  him  on  top  in  the  1990s 


SOMETIMES  THE  ENTREPRENEURIAL  BUG 
bites  where  you  least  expect  it.  In  Janu- 
ary, Enzo  Torresi  left  the  nation's  pre- 
mier computer  dealer,  Businessland  Inc. 
As  vice-chairman  of  $1.2  billion-a-year 
Businessland,  the  44-year-old  Torresi 
was  a  visible,  articulate  superstar  in  the 
personal  computer  industry.  So  it  was  surpris- 
ing when  he  took  a  job  as  CEO  of  Netframe 
Systems  Inc.,  an  obscure,  33-employee  company 
that  didn't  yet  have  a  product  to  sell. 

A  second  look,  however,  reveals  one  of  the 
strongest  lures  in  the  business  world:  the 
chance  to  create  a  new  market  virtually  from 
scratch.  To  do  that,  Netframe,  based  in  Sunny- 
vale, Calif.,  is  exploiting  a  sea  change  in  com- 
puting: the  shift  to  networks  of  desktop  com- 
puters that  do  jobs  that  were  once  the  bastion 
of  minicomputers  and  mainframes.  As  that  hap- 
pens, the  world  needs  a  machine  to  let  incom- 
patible PCS  talk  to  each  other  and  to  shunt  data 
among  PCs  and  mainframes.  By  coming  out  in 
late  1989  with  a  high-powered  "server"  with 
important  advantages  over  existing  devices, 
"we  have  an  opportunity  to  create  a  new  wave 
in  computing,"  Torresi  says. 

His  server,  a  three-foot-high  box,  could  put 
Torresi  at  the  head  of  a  hot  class  of  computer 
networking  systems  in  the  1990s.  Forrester  Re- 
search Inc.  estimates  the  market  will  amount  to 
$4.1  billion  in  1993.  Potential  customers  include 
small  busines.ses  and  others  who  can't  afford  to 
buy  a  $300,000  mini  or  an  $800,000  mainframe. 
For  $20,000  to  $160,000,  such  businesses  could 
store  information  on  a  Netframe  and  let  up  to 
600  people  tap  into  the  data  base. 

Netframe  has  plenty  of  competition.  IBM, 
Compaq,  and  3Com — which  already  sell  gener- 
al-purpose PCs  used  as  the  linchpin  of  computer 
networks — will  be  even  more  formidable  when 
they  come  out  with  a  new  generation  of  com- 


puters based  on  Intel  Corp.'s  super-fast  8048( 
chip.  At  the  same  time.  Digital  Equipmen 
Corp.  and  Hewlett-Packard  Co.  are  reposition 
ing  some  of  their  minis  to  act  as  servers.  i 

But  Torresi  has  a  couple  of  aces  up  his 
sleeve.  One  is  technology.  Netframe  would  hel] 
clear  up  what  might  be  called  networking  gric^ 
lock.  It's  as  if  today's  powerful  computers  con 
tained  high-speed  cars  that  still  had  to  drive  oi 
single-lane  roads.  While  computers  and  conven 
tional  networking  devices  manipulate  data  rapj 
idly,  they  have  only  one  pathway  for  moving 
blocks  of  information  around.  The  Netframl 
server  has  two  additional  lanes  that  can  handll 
the  overflow  of  data.  And  while  most  othej 
servers  are  tied  to  one  operating  system,  thfj 
Netframe  will  run  the  Macintosh,  IBM,  an( 
Unix  operating  systems  within  a  single  box. 

Torresi's  other  ace  is  connections.  Net 
frame's  chairman  and  principal  founder,  Carl 
ton  G.  Amdahl,  is  an  experienced  mainframe 
designer  whose  father  founded  Amdahl  Corpi 
After  nurturing  the  Netframe  technology  sincii 
1987,  Amdahl  turned  to  Torresi  for  his  market 
ing  and  deal-making  skills.  Businessland,  wher 
Torresi  remains  a  director,  will  provide  tb 
most  extensive  distribution  network  in  the  serv 
er  business.  And  Torresi  is  already  talking  wit 
data-base  leaders  Sybase,  Informix,  and  Oracl 
about  developing  software  for  Netframes. 

With  such  credentials,  two-year-old  Netframi 
has  already  attracted  $17  million  in  funding,  let 
by  venture  capitalists  Kleiner  Perkins  Caufielj 
&  Byers.  But  the  biggest  coup  was  winnini 
investments  from  Apple  Computer,  Xerox,  an( 
Olivetti,  whom  Netframe  could  someday  ta] 
for  technological  or  marketing  help.  Even  i« 
Silicon  Valley,  where  multimillion-dollar  comps 
nies  sprout  overnight,  Netframe's  pedigrej 
suggests  it  will  be  one  precocious  kid. 

By  Maria  Shao  in  Sunnyvale,  Cali, 
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^  HADE  M.  MECUM  WILL  NEVER  FORGET  HIS 
1  first  stab  at  entrepreneurship.  In  1985, 
k  he  led  an  $11.5  million  leveraged  buyout 
^  of  a  plant-cleaning  division  of  Browning- 
■  Ferris  Industries.  Two  years  later,  the 

m  Houston-based  operation  failed.  Mecum 
W  paid  too  much,  expanded  too  fast,  and 
t  a  lot  of  customers  when  the  managers  of  a 
fitable  branch  operation  went  off  to  start 
ir  own  business.  Mecum  earned  a  quick  invi- 
lon  from  his  venture  partners  to  resign — and 
tched  helplessly  as  his  MainTech  Interna- 
lal  Inc.  was  sold.  "It  was  a  shock,"  he  re- 
Is.  "But  MainTech  was  a  tremendous  learn- 

experience." 

«Iow  the  47-year-old  chemical  engineer  is  try- 
again.  In  February,  he  raised  nearly  $2 
lion  in  venture  capital  and  bank  loans  and 
nt  $500,000  to  acquire  Row  Industrial  Ser- 
5S  Inc.,  a  Charlotte  (N.  C.)  industrial-cleaning 
1  -maintenance  company  with  $1.5  million  in 
3s.  Mecum  intends  to  buy  two  additional 
itheastern  companies  to  fold  into  Environ- 
ntal  Field  Services  Inc.,  a  holding  company 
has  formed  to  get  into  the  burgeoning 
ste-cleanup  business.  "There  aren't  many 
iple  who  have  been  successful  that  haven't 
ed  first,"  insists  Mecum. 
Although  many  investors  wouldn't  be  so  for- 
ing,  Mecum's  backers  view  his  previous  ex- 
ience  as  more  of  an  asset  than  a  liability, 
•e,  he  was  a  manager  at  large  companies 


rubbing  a  pond:  As  cleanup  laws  gel  tougher,  Mecum 
•pes  to  build  efs  into  a  $20  million  business  in  five  years 


such  as  Allied-Signal  Inc.  and  Dow  Chemical 
Co.  But,  says  Daniel  J.  Shea,  a  partner  at  Kitty 
Hawk  Capital,  in  Charlotte,  N.  C:  "I  don't 
know  whether  I'd  have  backed  him  if  he  was 
coming  directly  out  of  big  companies.  Now  he 
has  the  scar  on  his  body,  and  he'll  be  a  lot 
better  off  this  time  around." 

Mecum  hopes  to  build  Environmental  Field 
Services  into  a  $20  million  business  in  five 
years.  Row  Industrial  already  does  a  bang-up 
business  in  North  Carolina,  cleaning  huge  coal- 
fired  boilers  for  Duke  Power,  textile  plants  for 
Springs  Industries,  and  chemical-processing 
equipment  for  PPG  Industries.  Now,  Mecum 
wants  to  buy  two  more  companies  in  nearby 
markets.  He  hopes  the  real  growth  will  come 
from  expanding  into  environmental-cleanup  ser- 
vices such  as  separating  sludges  into  more  easi- 
ly disposable  liquids  and  solids.  Figuring  that 
tougher  laws  will  make  environmental  cleanup 
as  routine  as  plant  maintenance,  Mecum  thinks 
he  can  sell  the  new  services  to  existing  custom- 
ers. "Our  advantage  is  that  the  plants  know  we 
aren't  going  to  come  in  with  a  seat-of-the-pants 
program,"  he  says. 

But  while  the  $2  billion  market  for  environ- 
mental cleanup — or  remediation,  in  industry 
jargon — is  growing  at  20%  a  year,  sluggish  im- 
plementation of  federal  regulations  is  holding  it 
back  somewhat.  Thus,  competition  is  fierce. 
"Everybody  and  his  brother  wants  to  get  into 
site  remediation,"  says  Kay  Hahn,  research  di- 
rector of  regional  broker 
Chicago  Corp.  "But  the 
money  will  be  made  if  you 
have  something  technical, 
proprietary,  or  if  you  have 
a  niche." 
Time  will  tell  whether 
Mecum's  regional 
strength  will  pay 
off.  But  if  he 
meets  all  of  his 
performance 
goals,  he  plans 
to  cash  in  his 
55%  stake  by 
selling  out  or 
taking  the  com- 
Ijany  public.  If  he 
doesn't  perform  as 
planned,  his  employ- 
ment contract  allows  his 
holdings  to  be  cut  to  40%-. 
Indeed,  he  could  wind  up 
on  the  street  again.  Me- 
cum knows  that  venture 
capitalists  "want  their 
pound  of  flesh."  But  he 
has  chosen  them  carefully 
and  warned  them  of  early- 
stage  losses.  And  after  the 
lessons  he  learned  from 
the  MainTech  debacle,  Me- 
cum will  be  treading  very 
carefully  himself. 

By  Scott  Ticer  in 
Charlotte,  N.  C. 
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AFTER  THREE  DECADES  OF  EBBING  QUALI- 
ty  in  education,  four  decades  of  neglect- 
ing the  factory,  five  decades  of  stroking 
consumption  at  the  expense  of  savings, 
and  seven  decades  of  a  parochial  busi- 
ness outlook,  America  is  now  paying  the 
piper.  It  no  longer  produces  enough  wealth  to 
sustain  its  standard  of  living,  depending  instead 
on  the  thrift  of  the  Japanese  and  other  nations 
to  pay  for  its  extravagances.  And  it  covers  its 
debts  by  pawning  the  labors  of  future  genera- 
tions and  selling  off  its  hard-won  assets. 

The  malaise  is  now  so  deeply  rooted  in  Ameri- 
can customs,  habits,  and  legislation  that  righting 
things  could  take  the  rest  of  this  century — even 
with  a  concerted,  coordinated  effort.  Without 
forceful  leadership  at  the  top  levels  of  Washing- 
ton, there  is  a  risk  it  may  not  get  done  in  time  to 
preserve  U.  S.  control  of  the  U.  S.  economy. 
"The  technological  colonization  of  the  U.  S."  is 
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already  under  way,  says  the  president  of  a  major 
California  company.  (He  asks  not  to  be  identified 
because  his  company  relies  on  imported  Japa- 
nese parts.)  More  and  more,  he  says,  U.  S.  com- 
panies are  being  reduced  to  providing  services — 
marketing,  distribution,  and  field  sup 
port — to  foreign  manufacturers  that 
rake  off  the  bulk  of  the  prof 
its.  Japanese  holdings 
in  the  U.  S.  are  now 
growing  four  times  as  fast 
as  the  U.  S.  economy,  and  Ja- 
pan's rate  of  direct  investment  is 
accelerating. 

There's  no  easy  way  out.  Simplistic  solutions 
such  as  walling  off  the  country  behind  high 
trade  barriers  would  only  aggravate  matters. 
"There's  a  whole  litany"  of  things  that  need 
changing,  says  Stephen  S.  Cohen,  co-director  of 
the  Berkeley  Roundtable  on  the  International 
Economy.  "We  need  changes  in  investment  poli- 
cies, education,  foreign  trade,  political  attitudes, 
and  labor  relations." 

A  big  order,  indeed.  Tackling  them  one  by  one 
would  take  forever — and  simply  perpetuate  the 
patchwork  approach  that  got  the  country  into 
this  predicament  in  the  first  place.  So  it's  becom- 
ing clear  to  more  and  more  industry  leaders  and 
government  officials  that  a  coordinated  effort  to 
salvage  U.  S.  industry  is  essential.  Call  it  indus- 
trial policy  if  you  must,  but  that  tends  to 
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conjure  up  visions  of  politicians  deciding  the 
fate  of  industries  by  ciioosing  which  ones  will 
or  won't  get  government  subsidies. 

That's  not  what  advocates  have  in  mind, 
though.  Commerce  Secretary  Robert  A.  Mos- 
bacher,  U.  S.  Trade  Representative  Carla  A. 
Hills,  and  others  are  pushing  a  concept  they 
call  "industry-led  policy."  They  envision  a  new 
partnership  among  industry,  government,  and 
academia  that  would  break  down  the  bar- 
riers to  innovation  and  share  the  costs  of  ■ 
developing  the  new  technologies  that  are  || 
essential  to  industrial  competitiveness. 

Not  even  the  Japanese  subscribe  to  a 
"pick  the  winning  industry"  approach, 
though  many  believe  that's  just  what  the 
Ministry  of  International  Trade  &  Indus- 
try does.  It  doesn't — not  any  more,  at 
least.  Now  that  Japan  is  running  neck- 
and-neck  with  the  U.  S.,  or  even  out  in  — 
front  in  some  technologies,  MITI  no  longer 
has  the  U.  S.  as  a  lighthouse  for  guid- 
ance. So,  these  days,  it  serves  more  as  a 
clearinghouse  for  ideas.  MITl's  primary 
tool  for  spurring  innovation  is  a  list  of 
technologies,  not  industries,  that  qualify 
for  special  tax  breaks — another  idea  Japan  bor- 
rowed from  the  U.  S.  and  refined.  Published 
every  other  year,  the  list  currently  cites  some 
150  technologies,  from  steel  processing  to  ge- 
netic engineering  to  supercomputers.  But  MITI 
doesn't  dream  up  the  list — industry  does.  MITI 
just  solicits  and  compiles  the  ideas. 

A  good  starting  point  for  the  U.  S.  would  be 
to  make  the  tax  credit  for  research  and  devel- 
opment permanent.  Even  at  deep-pocket  compa- 
nies such  as  IBM,  the  R&D  credit  is  a  major 
factor  in  investment  decisions.  "I  can  tell  you 
that  for  sure,"  says  Erich  Bloch,  who  was  an 
IBM  vice-president  before  taking  over  the  Na- 
tional Science  Foundation.  The  credit  allows  a 
company  to  reduce  its  tax  bill  by  20%  of  any 
increase  in  R&D  spending. 

Next,  the  Administration  should  devise  some 
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method  of  enlisting  industry's  help  in  compilii 
a  list  of  key-to-the-future  technologies.  T; 
credits  over  and  above  the  general  R&D  cre( 
would  be  offered  to  spur  progress  in  the 
emerging  areas.  Perhaps  companies  that  ta 
the  extra  credit  would  pay  a  small  royalty 
Uncle  Sam  on  future  sales  of  applications 
that  particular  technology.  Over  time,  the  pi 
gram  might  even  become  self-financing.  In  i 
feet,  Washington  would  serve  as  a  i 
search  venture  capitalist,  funding  wo. 
on  technologies  that  are  5  to  10  yea 
_  from  marketability — too  long  for  nu 
private-sector  venture  capitalists. 

It  works  in  Japan.  MITI  reports  that  t 
costs  attributable  to  its  tax-credit  list  a 
modest:  about  $680  million  in  the  fisi 
year  that  ended  March,  1989.  MITI  h 
never  tried  to  estimate  the  benefits  tK 
—  have  accrued  from  the  program.  "0 
idea  is  that  if  some  business  has  ext 

  cash  and  is  about  to  invest  in  a  Picasso 

a  condominium  in  Honolulu,  this  tax  en 

  it  may  entice  them  to  spend  the  money 

a  new  clean  room  for  making  microch; 
instead,"  says  Midori  Tani,  Mill's  ass- 
tant  director  for  technology  promotion. 

It's  also  critically  important  to  dissipate  t 
financial  community's  fixation  with  short-tei 
returns.  For  starters.  Congress  should  create 
new  tax  category  for  truly  long-term  capil 
gains:  After  being  held  for  six  or  seven  yea, 
the  bite  should  be  snipped  to  some  toki 
amount,  even  less  than  the  15%  rate  i 
three-year  investments  proposed  by  Presid* 
Bush.  Gains  from  personal  savings  held  ; 
that  length  of  time  would  also  earn  a  mti 
lower  rate.  "If  we're  ever  going  to  do  anythi,' 
about  capital  formation  and  investment,"  s; 
Robert  M.  Solow,  a  Nobel  laureate  economist  . 
Massachusetts  Institute  of  Technology,  "inc - 
tives  for  the  long  term  are  the  way  to  go." 

That  could  have  enough  impact  on  invt- 
ment  strategies  to  persuade  financial  analy^ 
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begin  recalculating  the  way  they  evaluate 
mpanies.  In  turn,  that  would  encourage  CEOs 

stress  longer-term  planning  to  curry  Wall 
reefs  favor.  It  would  also  help  offset  Ameri- 
's  high  cost  of  capital — now  two  to  three 
nes  Europe's  and  Japan's — while  Washington 
ruggles  to  reduce  the  federal  deficit,  a  major 
ntributor  to  high  interest  rates. 
Clearly,  tax  revenues  would  take  a  hit.  But  it 
ght  be  temporary.  "I'd  be  willing  to 
t  that  you'd  stimulate  enough  new  do- 
istic  manufacturing  and  jobs  that  taxes 
•cm  those  sources]  would  make  up  the 
ference — maybe  more  than  make  up 
3  difference,"  says  Romesh  T.  Wadh- 
mi,  chairman  of  Pittsburgh's  Cimflex 
knowledge  Corp. 

Some  economists  won't  be  pleased, 
)ugh.  "Basically,  you'd  freeze  a  lot  of 
mey  for  a  long  time,"  notes  Christo- 
er  N.  Caton,  director  of  long-term  stud- 
at  DRi/McGraw-Hill.  "You'd  make  the 
w  of  capital  more  sticky"  and  intro- 
ce  inefficiences  that  might  make  mat- 
's worse.  Others,  however,  believe  that 
'uld  be  an  advantage.  "This  business  of 
iincing  financial  instruments  from  one  mirror 
another  is  not  effective,"  says  Michael  L. 
rtouzos,  chairman  of  the  MIT  Commission  on 
lustrial  Productivity  and  director  of  its  Com- 
ter  Science  Laboratory.  "It  just  doesn't  en- 
h  the  country's  wealth." 
Awhile  the  antitrust  laws  have  been  modified 
permit  collaborative  research,  they  should  be 
•ther  softened  to  permit  joint  production  as 
11 — but  without  the  government  footing  the 
.  Some  lawmakers  still  fret  about  cartel  mo- 
jolies,  but  that  only  betrays  a  lack  of  under- 
nding  of  today's  global  marketplace.  U.  S. 
rkets  are  too  attractive  for  just  about  any 
S.  company  or  group  to  control  prices.  That 
uld  only  invite  foreign  competitors  to  swoop 
ivith  lower-cost  goods.  Today,  even  if  Gener- 
'v  Motors  owned  Ford  Motor  and  Chrysler, 
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there's  no  way  that  GM  could  dictate  prices. 

Other  measures  that  ought  to  be  explored  as 
part  of  a  comprehensive  industrial  policy: 

■  Tax  breaks  for  debt  incurred  to  increase  pro- 
ductivity, especially  in  manufacturing. 

■  Restructuring  unemployment  taxes  to  boost 
penalties  paid  by  companies  that  frequently  lay 
off  workers  and  provide  tax  credits  to  those 
that  retrain  displaced  workers. 

■  Curbing  state  aid  to  foreign  companies 
that  want  to  set  up  U.S.  plants.  "Job 
creation  through  foreign  ownership  is  un- 

  sustainable,"  says  Arden  L.  Bement  Jr., 

TRW  Inc.'s  vice-president  for  technical  re- 
sources. "It  barters  away  our  long-term 
future"  because  design  and  other  high- 
value-added  functions  remain  close  to  the 

—  home  office. 

Finally,  it  may  be  possible  to  throw 

—  some  disincentives  in  front  of  managers 
who  cling  to  short-term  thinking.  U.  S. 

  managers  are  usually  rewarded  on  the 

basis  of  their  company's  near-term  profit- 

  ability,  so  they  are  understandably  prone 

to  sacrifice  long-term  considerations  if 
these  conflict  with  short-range  profits. 
One  way  to  persuade  management  to  bite  that 
bullet,  says  Roy  H.  Pollack,  former  executive 
vice-president  of  electronics  technology  at  RCA 
Corp.,  would  be  to  offer  tax  benefits  to  compa- 
nies that  defer  at  least  259c  of  executive  pay 
for  five  or  more  years — until  the  results  of 
long-range  plans  can  be  assessed.  "Obviously, 
this  would  be  very  painful  at  first,"  says  Pol- 
lock. "But  there'd  be  enough  pain  to  go  around 
for  everybody." 

Sums  up  TRW's  Bement:  "Most  problems  hav- 
ing to  do  with  innovation  are  outside  innova- 
tion"— the  high  cost  of  capital,  outdated  poli- 
cies and  laws,  and  the  lack  of  cohesive 
economic  planning.  It's  a  hodge-podge,  yet  "it's 
all  connected."  Getting  it  together  will  be 
America's  major  challenge  in  the  years  ahead. 
By  Otis  Port  in  New  York,  with  bureau  reports 
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UUSSEZ-FIE? 

EVEN  SOME  DIEHARD  FREE  TRADERS 
ARE  CHANGING  THEIR  TUNE 


HEN    AS    STAUNCH    AN  ADVOCATE 

of  free  trade  as  Robert  M.  Solow 
begins  having  second  thoughts  about 
the  need  for  an  industrial  policy, 
something  big  is  clearly  in  the  wind. 
Solow,  who  won  the  1987  Nobel  prize 
in  economics,  began  to  see  how  radi- 
cally things  had  changed  after  he  was  tapped 
to  be  vice-chairman  of  Massachusetts  Institute 
of  Technology's  Commission  on  Industrial  Pro- 
ductivity, which  was  charged  with  assessing 
U.  S.  industrial  competitiveness.  In  May,  after 
two  years  of  study,  the  commission  released 
Made  in  America,  which  catalogs  a  host  of 
problems  hobbling  U.  S.  industry. 

For  Solow,  the  eye-opener  came  when  he  re- 
alized how  the  electronics  age  has  yanked  the 
rug  out  from  under  a  basic  tenet  of  economic 
theory.  Because  of  information  technology  and 
global  telecommunications,  Solow  now  con- 
cludes that  the  theory  known  as  comparative 
advantage  "has  forever  changed."  Other  econo- 
mists who  have  recently  had  similar  change 
of  heart  include  Paul  R.  Krugn  .m  of  MIT. 

Comparative  advantage,  which  had  been  the 
cornerstone  of  free  trade,  holds  titat  each  na- 
tion has  a  unique  mix  of  natural  resources, 
skills,  and  financial  and  industrial  infrastruc- 


Nobelist  Solow: 
Comparative 
advantage  is 
obsolete,  thanks 
to  information 
technology 


tures.  This  enables  it  to  do  certain  things  bet 
than  most  other  nations.  Everyone  derives 
maximum  benefit  when  nations  exchange 
results  of  their  comparative  advantages,  un 
cumbered  by  tariffs  and  other  trade  barrier 

But  these  days,  a  new  school  of  thouji 
argues  that  some  underlying  assumptic 
about  comparative  advantage  have  been  wij 
out.  First,  there  is  Japan's  "targeted  industi 
strategy,  which  severely  warps  free-mar 
principles.  Then  there's  the  ease  with  w  li 
technological  knowhow  and  capital  can  be  sir 
ed  around  the  world — by  simply  bouncing  ^ 
nals  off  a  satellite. 

Today,  a  U.  S.  company  can  easily  spend,  s, 
$1  million  developing  a  new  product  only 
watch  helplessly  as  lower-cost  imitations  ti(' 
the  market  before  the  product  has  reach 
breakeven.  The  copycat  producers  can  alw; 
undercut  prices  because  they  don't  have  he; 
development  costs  to  recover. 

As  a  result,  says  Solow,  no  amount  of  m-d< 
economic  tinkering — "turning  the  knobs  on 
terest  rates  or  currency  exchange  rates  - 
going  to  restore  U.  S.  industrial  prowess, 
most  anyone  involved  in  high  tech  could  li; 
told  him  that.  In  fact,  some  outspoken  extj 
tives — notably  Charles  E.  Sporck,  president) 
National  Semiconductor  Corp. — have  been  t 
ing  to  get  that  message  across  for  a  decwl 

They  tried  again  on  May  25,  when  Rehu 
America,  a  lobbying  group  founded  to  prom;( 
an  "industry-led  policy,"  got  the  support) 
both  the  American  Electronics  Assn.  (AEAi  ;: 
the  National  Center  for  Manufacturint^ 
ences  in  asking  President  Bush  to  propel 
manufacturing  back  into  the  lead.  The  gti 
wants  close  government  and  business  coh;i 
ration,  with  industry  calling  the  shots  as 
which  technologies — but  not  which  Industrie - 
should  get  federal  assistance.  "America  fact  i 
greater  challenge  than  Sputnik,  and  a  new ; 
dustry-government  partnership  is  needed  x 
meet  it,"  said  Robert  N.  Noyce,  vice-chairni 
of  Intel  Corp.  and  chairman  of  Sematech,  • 
semiconductor  research  consortium. 

Noyce's  presence  at  that  meeting  and 
aea's  endorsement  of  it  are  clear  tellta.lt 
just  how  far  the  mood  has  swung.  Untii 
mid-1980s,  the  electronics  sector — particul. 
the  semiconductor  industry — was  open  lai 
for  "cowboy  entrepreneurs"  famous  for  Ui 
rabid  free-trade  stance.  Still,  any  formal  p 
posal  to  implement  an  industrial  policy  wille- 
ceive  a  "very  cool  reception"  on  Capitol  I 
says  Senator  Max  S.  Baucus  (D-Mont.),  am 
ber  of  the  Competitiveness  Caucus  and  the 
ate  Finance  Committee. 

To  a  growing  number  of  executives  and  ci 
omists,  though,  the  question  isn't  whethei-.' 
even  when,  the  U.  S.  should  enact  an  Indus i 
policy,  but  how.  "We  already  have  an  indu-' 
policy,"  says  Lester  C.  Thurow,  dean  of 
Sloan  School  of  Management.  The  only  pu 
lem,  he  adds,  is  that  "it's  uncoordinated  ;id 
scattered  all  over  the  place,  in  the  tax  en  • 
and  antitrust  laws — and  it  isn't  working." 

By  Otis  Port  in  New  )  >■ 
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YOU'RE  A  FAR-SIGHTED  EXECUTIVE. 
You  believe  in  R&D.  While  you  know  that 
the  phenomenally  successful  break- 
throughs— instant  photography,  xerogra- 
phy, the  transistor — come  only  as  fre- 
quently as  Halley's  Comet,  you  invest  in 
research  and  development  anyway.  Even  little 
advances  help,  you  reason,  and,  well,  it  just 
seems  a  smart  thing  to  do.  Still,  when 
the  crunch  comes,  you  always  ask 
yourself:  Is  all  that  money  be- 
ing spent  by  those  maver- 
icks in  the  lab  really 
worth  it?  Does  it  actually 
make  sense  to  spare  them  and 
their  toys  when  you're  cutting  back  on 
marketing  and  laying  off  in  production? 

A  statistical  analysis  that  BUSINESS  WEEK 
commissioned  of  historical  data  from  its  R&D 
Scoreboards  suggests  the  answer  is  an  unquali- 
fied "Yes."  The  study,  done  to  improve  the  for- 
mat for  the  Scoreboard,  demonstrated  beyond 
any  doubt  that  the  companies  with  the  strongest 
performance  in  their  markets  are  also  the 


TOTAL  INDUSTRY  SPENDING:  $50.4  Dll 

ion    CHANGE  FROM  1987: +117o 

R&D  AS  A  PERCENT  OF  SALES:  3.4% 

CHANGE  FROM  1987:  NOflfi 

R&D  AS  A  PERCENT  QQ  i|0/                                     O  Q  PERCENTAGE 
,  OF  PRETAX  PROFITS:  UO.'l /O         CHANGE  FROM  1987:      L.O  POINTS 

INDUSTRIES  THAT  INCREASED  R&D 
THE  MOST: 

INDUSTRIES  THAT  INCREASED  R&D 
THE  LEAST: 

1.  NONBAHK  FINANCIAL  27% 

1.  METALS  &  MINING  -2°/ 

2.  HEALTHCARE  19 

2.  HOUSING  &  CONSTRUCTION  0 

3.  OFFICE  EQUIP.  &  COMPUTERS  18 

3.  AEROSPACE  1 

4.  ELECTRICAL  &  ELECTRONICS  13 

4.  CONGLOMERATES  2 

5.  AUTOMOTIVE  12 

5.  FOOD  3 

THE  TOP  COMPANIES  IN  1 988  R&D  SPENDING 


The  parentheses  after  the  company  names  show 
In  Total  Dollars  (millions) 


the  industry  group  in  which  the  company  appears  in 
As  a  Percent  of  Sales 


the  Scoreboard  tables  that  start  on  page  180. 
In  Dollars  Per  Employee 


1. 

GENERAL  MOTORS  (2a) 

$4,754 

1.  AMGEN(IOa) 

89.5% 

1. 

AMGEN(lOa)  $112,269 

2. 

IBM  (16c) 

4,419 

2.  CENTOCOR(IOa) 

61.3 

2. 

CENTOCOR  (10a) 

78,658 

3. 

FORD  MOTOR  (2a) 

2,930 

3.  ALZAdOa) 

39.7 

3. 

GENENTECH(IOa) 

64,037 

4. 

AT&T  (19) 

2,572 

4.  GENENTECH(IOa) 

34.6 

4. 

CHIPS  &  TECHNOLOGIES  (7d) 

60,828 

5. 

DU  PONT  (3) 

1,319 

5.  CONTINUUM  (16g) 

29.0 

5. 

WEITEK(16f) 

45,717 

6. 

DIGITAL  EQUIPMENT  (16c) 

1,307 

6.  EVANS  &  SUTHERLAND  ( 1 6g) 

28.6 

6. 

ALZAdOa) 

45,578 

7. 

GENERAL  ELECTRIC  (4) 

1,155 

7.  HOGAH  SYSTEMS  (16g) 

27.2 

7. 

BMC  SOFTWARE  (16g) 

42,622 

8. 

EASTMAN  KODAK  (12) 

1,147 

8.  BMC  SOFTWARE  (16g) 

26.9 

8. 

BOLAR(lOa) 

41,273 

9. 

HEWLETT-PACKARD  (16c) 

1,019 

9.  CYPRESS  (7d) 

24.2 

9. 

ALLIANT  COMPUTER  (16c) 

36,638 

10. 

UNITED  TECHNOLOGIES  (1) 

932 

1 0.  CULLINET  SOFTWARE  ( 1 6g) 

24.2 

10.  ASHT0N-TATE(16g) 

36,208 

ones  that  spend  the  most,  pound  for  pound,  on 
R&D.  So,  for  the  first  time,  the  tables  rank  the 
companies  within  their  industry  subgroups  by  a 
key  variable  for  indicating  future  corporate 
performance:  R&D  spending  per  employee. 

Although  earlier  studies  have  suggested  a  tie 
between  R&D  spending  and  performance,  proba- 
bly none  was  based  on  as  broad  a  sample  as  is 
represented  by  the  BUSINESS  WEEK  R&D  Score- 
board. This  year's  tables,  which  begin  on  page 
180,  include  897  companies  in  40  industry  groups 
and  subgroups.  The  grand  total  of  R&D  spending 
in  1988  by  all  the  companies  covered  was  almost 
$59.4  billion,  an  117'  increase  over  the  compara- 
ble 1987  number.  Even  adjusted  for  the  inflation 
in  nonresidential  capital  investments,  the  in- 
crease was  more  than  67. 

The  statistical  analysis  that  led  to  the  new 
ranking  system  was  done  by  mathematician  and 
computer  consultant  Robert  Reithner,  based  in 
Hoboken,  N.J.  Working  with  data  provided  by 
Standard  &  Poor's  Compustat  Services  Inc., 
Reithner  was  asked  to  gauge  what,  if  any,  corre- 
lation he  found  between  three  measures  of  com- 


pany performance  (profit  margins,  return  on  ■ 
sets,  and  sales  per  employee)  and  two  measii 
of  R&D  spending  (per  dollar  of  sales  anil  j 
employee).  To  approximate  the  real-world  lag  - 
tween  R&D  outlays  and  results,  he  was  askedi 
compare  company  performance  in  1987  with  a\ 
age  R&D  spending  from  1983  through  1986. 

THE  RESULT  FOR  ONE  PAIR  OF  THESE  V.a 
ables  was  eye-popping:  "The  rank  corn- 
tion  between  R&D  per  employee  and  sas 
per  employee  is  off  the  scale,"  sta5 
Reithner  in  his  report.  The  statistical  ^ 
nificance  that  he  calculated  for  the  corn  ■ 
tion  between  the  two  sets  of  rankings  v3 
well  beyond  99.97.  Although  he  found  no  sigr- 
cant  correlation  between  R&D  spending  per  f- 
ployee  and  return  on  assets,  the  correlation  w  i 
corporate  profit  margins  was  also  undeniable  i 
statistical  significance  in  excess  of  99.57. 

With  that,  the  decision  to  include  rankings i 
the  Scoreboard  came  easily.  In  addition  to  pi- 
ing  the  companies  in  each  subgroup  by  tlif 
1988  R&D  spending  per  employee,  the  tables  a) 
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nk  them  by  average  R&D  spending 
T  employee  for  the  five-year  period 
om  1984  through  1988.  And  along 
ith  the  customary  listings  of  R&D 
a  percent  of  profits  and  as  a  per- 
nt  of  sales,  the  tables  now  give 
■ch  company's  sales  per  employee. 


The  following  companies  not  only  spent  a  lot  on  r&d  per  employee  but  also  a  lot  more  than  their  com- 
petitors. To  arrive  at  this  list  of  the  companies  most  committed  to  research,  business  week  first  split  off 
the  three  companies  with  the  greatest  R&o  spending  per  employee  in  each  of  the  40  industry  sub- 
groups covered  by  the  Scoreboard.  We  then  calculated  the  percentage  by  which  their  spending  per 
employee  exceeded  the  composite  figure  for  the  group.  We  did  this  for  1988  spending  and  for  spend- 
ing from  1984  through  1988.  These  percentages  determined  the  rankings.  The  parentheses  after 
each  company's  name  indicate  the  subgroup  in  which  that  company  appears  in  the  Scoreboard  tables. 


S  WITH  ANY  SET  OF  STATIS- 
tics,  it's  important  to  keep 
some  limitations  in  mind.  The 
first  is  that  you  can't  com- 
pare R&D  spending  per  em- 
ployee of  companies  in  differ- 
ent industries,  or  even 
iferent  subgroups  within  a  given  in- 
lst^^^  This  can  be  especially  mis- 
iding  when  you  are  comparing  a 
mpany  in  a  high-tech  industry  with 
le  in  a  mature  old-line  business.  The 
6,638  in  R&D  that  Alliant  Computer 
■stems  Corp.  spent  per  employee  in 
88  actually  tells  you  little  when 
icked  against  the  $2,878  per  em- 
jyee  spent  by  fabric  maker  Concord 
ibrics  Inc.  It's  only  after  you  notice 
at  Concord  spends  fives  times  the 
erage  for  its  group,  vs.  less  than 
2  times  for  Alliant,  that  you  can 
preciate  how  aggressive  Concord  is 
out  research.  Relative  to  the  envi- 
nment  in  which  it  operates.  Concord 
tually  outspends  Alliant. 
That's  why  the  tables  on  this  page 
t  some  of  the  companies  that 
end  significantly  more  on  R&D  per 
iployee  than  the  other  companies 
their  respective  subgroups.  In  the- 
^,  these  numbers  should  be  compa- 
ole  across  industry  groups.  Even 
5se,  however,  must  be  read  in  per- 
sctive.  DeKalb  Genetics  Corp.,  for 
ample,  leads  all  897  companies  in 
?  Scoreboard  by  this  measure.  One 
ison  is  that,  although  DeKalb  is  grouped  with 
)d  companies,  it  also  has  a  large  bioengineer- 
^  operation — where  especially  heavy  research 
ending  is  typical.  But  because  DeKalb  is  one 
the  leading  suppliers  of  hybrid  corn  seed,  it's 
iked  as  a  food  company  in  the  government's 
indard  industrial  classifications. 
Another  caveat  to  keep  in  mind  when  inter- 
iting  the  data:  Usually,  a  company's  ranking 
•  R&D  spending  per  employee  in  1988  corre- 
es  quite  well  with  its  ranking  for  the  aver- 
e  spent  per  employee  for  1984  through 
^8 — but  not  always.  'Triton  Energy  Corp.,  for 
imple,  leads  the  Oil,  Gas  &  Coal  group  with 
945  spent  per  employee  in  1988.  In  contrast, 
evron  Corp.'s  ratio  of  $3,875  placed  it  eighth 
I  of  14.  But  Chevron  ranks  No.  1  in  spending 
■  the  past  five  years,  while  Triton  ranks 
iith.  What's  more,  Chevron  leads  the  group  in 
i-jear  spending  by  a  wider  margin  than  Tri- 
!  I  leads  those  in  the  one-year  grouping.  Is 
I  ton  on  its  way  to  becoming  the  group's  new 
I  D  star?  Or  was  this  year's  ratio  just  a  fluke? 
'  The  most  critical  caution,  however,  is  that 


Based  On  Spending  In  1988 

. . .  And  For  The  Last  Five  Years 

1. 

DEKALB  GENETICS  (8) 

1,152% 

1. 

DEKALB  GENETICS  (8) 

626% 

2. 

PIONEER  HI-BRED  (8) 

1,088 

2. 

CHIPS  &  TECHNOLOGIES  (7d) 

586 

3. 

LAM  RESEARCH  (13c) 

776 

3. 

PIONEER  HI-BRED  (8) 

534 

4. 

AMGEN(IOa) 

729 

4. 

LAM  RESEARCH  (13c) 

464 

5. 

CHIPS  &  TECHNOLOGIES  (7d) 

715 

5. 

APPLIED  MATERIALS  (13c) 

449 

6. 

APPLIED  MATERIALS  (13c) 

664 

6. 

AMGEN  (10a) 

448 

7. 

GRADCO  SYSTEMS  (16a) 

560 

7. 

GALOOB  (LEWIS)  TOYS  (12) 

403 

8. 

FILENET(16a) 

545 

8. 

WEITEK(16f) 

388 

9. 

WEITEK(16f) 

522 

9. 

DIGITAL  MICROWAVE  (7b) 

354 

10. 

QUANTUM  (16e) 

495 

10. 

TORO  (5a) 

344 

11. 

CENTOCOR(IOa) 

481 

11. 

GRADCO  SYSTEMS  (16a) 

333 

12. 

SILICON  VALLEY  (13c) 

469 

12. 

CENTOCOR(IOa) 

327 

13. 

FRANKLIN  COMPUTER  (16a) 

431 

13. 

EARTH  TECHH0L0GY(18) 

297 

14. 

SEI(15) 

393 

14. 

SILICON  VALLEY  (13c) 

292 

15. 

CONCORD  FABRICS  (13d) 

385 

15. 

FILENET(16a) 

287 

16. 

GENENTECH(IOa) 

373 

16. 

VARCO  (9b) 

286 

17. 

VARCO  (9b) 

367 

17. 

ALTERA  (7d) 

275 

18. 

SYMBOLICS  (16f) 

350 

18. 

VIPONT  (5b) 

259 

19. 

PLAYTEX  (5c) 

316 

19. 

ACUSON  (10b) 

232 

20. 

TORO  (5a) 

315 

20. 

PHEONIX  TECHNOLOGIES  (16h) 

228 

21. 

DIGITAL  MICROWAVE  (7b) 

306 

21. 

FRANKLIN  COMPUTER  (16a) 

224 

22. 

ARITECH(18) 

302 

22. 

3M(13a) 

220 

23. 

DST  SYSTEMS  (15) 

299 

23. 

VARITR0NIC(13a) 

217 

24. 

LTX  (7c) 

293 

24. 

GENENTECH(IOa) 

209 

25. 

CALGON  CARBON  (18) 

291 

25. 

POLAROID  (12) 

207 

DATA:  STANDARD  &  POOR  S  COMPUSTAT  SERVICES  INC 


there  simply  is  no  way  to  establish  statistically 
that  it's  R&D  spending  that  results  in  greater 
sales  per  employee — and  not  the  reverse.  Al- 
though BUSINESS  WEEK  built  a  lag  into  the  com- 
parisons when  it  had  the  historical  data  ana- 
lyzed, this  ad  hoc  refinement  to  the  exercise  is, 
in  itself,  hardly  conclusive.  "Statistics  can  nev- 
er establish  causality,"  notes  Reithner.  "You 
have  to  bring  your  own  theory  to  the  figures  to 
do  that."  He  ofliers  this  analogy:  If  you  charted 
the  use  of  air  conditioning  vs.  temperature,  you 
would  no  doubt  see  that  the  hotter  it  gets,  the 
more  that  people  turn  on  their  cooling  units. 
But  that  correlation,  no  matter  how  close, 
doesn't  tell  you  which  caused  which.  Common 
sense  does. 

And  what  does  common  sense  suggest  about 
R&D  spending  per  employee  vs.  sales  per  em- 
ployee or  profit  margins?  Which  came  first? 
Reithner  doesn't  hesitate:  "From  my  observa- 
tions of  high-tech  companies,  it  seems  pretty 
clear  to  me  that  R&D  drives  sales  and  profits — 
not  the  other  way  around." 

By  Anthony  J.  Parisi  in  New  York 
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CRITERIA:  Data  are  for  the  most  recent  fiscal  year  reported  as  of 
May  31.  If  the  company  is  not  on  a  calendar-year  basis,  the 
number  of  the  month  in  which  its  fiscal  year  ends  appears  in 
parentheses  following  the  company  name.  Companies  included  in  the 
survey  are  limited  to  those  reporting  sales  of  $35  million  or  more 
and  R&D  expenses  of  at  least  $1  million  or  at  least  1%  of  sales. 


R&D  EXPENSES:  Dollars  spent  on  company-sponsored  research  and 
development  for  the  most  recent  fiscal  year,  as  reported  to  the 
Securities  &  Exchange  Commission  on  Form  10-K.  Excludes  R&D 
under  contract  to  others,  such  as  U.S.  government  agencies. 

R&D  DOLLARS  PER  EMPLOYEE:  R&D  expenditures  divided  by  the 
reported  number  of  company  employees. 

PROFITS:  Pretax  income. 


DATA:  STANDARD  &  POOR'S  COMPUSTAT  SERVICES  INC.  NA  =  not  available;  NM  =  not  meaningful;  NEG  =  negative  eornings;  NR  =  not  ranked 


COMPANY 


R&D  EXPENSES 


SALES 


PROFITS 


CHANGE 

PER  EMPLOYEE 

CHANGE 

R&D 

CHANGE  R 

FROM 

AVG. 

AVG 

FROM 

PER 

AS  % 

FROM 

A! 

1988 

1987 

1988 

1988 

1984-88 

1984-8 

8  1988 

1987 

EMPLOYEE 

OF 

1988 

1987 

( 

$  MIL. 

% 

$ 

RANK 

$ 

RANK 

$  MIL 

% 

$  THOUS 

SALES 

$  MIL. 

% 

PRI 

ALL-INDUSTRY  COMPOSITE 

59377.2 

11 

5041.8 

227605.3 

1737562.0 

11 

147.6 

3.4 

150761.7 

18 

39 

HEIIISPIICE 

gfl             INDUSTRY  COMPOSITE 

3918.6 

1 

4345.7 

3055.9 

95294.0 

6 

105.7 

4.1 

4487.8 

7 

87 

1  Boeing 

751.0 

-9 

4870.3 

6 

5206.8 

3 

16962.0 

9 

1 10.0 

4.4 

820.0 

25 

91 

1  Curtlss-Wrlght 

2.5 

1 

1346.7 

15 

1601.9 

16 

171.0 

4 

90.5 

1.5 

31.8 

-22 

8 

1            Falrchild  Industries 

11.8 

16 

2358.0 

12 

1753.2 

15 

538.7 

19 

108.0 

2.2 

25.7 

12 

45 

1  GenCorp(ll) 

33.0 

-6 

2115.4 

13 

2470.5 

12 

1891.0 

17 

121.2 

1.7 

73.0 

87 

45 

General  Dynamics 

412.5 

22 

4012.6 

9 

2806.5 

10 

9551.0 

1 

92.9 

4.3 

455.0 

-24 

9C 

Grumman 

17.9 

-61 

558.7 

20 

1805.4 

14 

3591.3 

8 

1 12.2 

0.5 

130.5 

218 

13 

Kaman 

7.8 

14 

1215.9 

16 

766.3 

2 

767.2 

9 

120.1 

1.0 

42.2 

-3 

18 

Lockheed 

536.0 

-2 

6175.1 

2 

5261.3 

2 

10590.0 

-6 

122.0 

5.1 

580.0 

-19 

97 

Martin  Marietta 

194.9 

-11 

2887.3 

10 

2678.8 

1 1 

5727.5 

11 

84.9 

3.4 

475.2 

25 

41 

McDonnell  Douglas 

610.0 

-6 

5023.8 

4 

4822.3 

4 

15069.0 

10 

124.1 

4.0 

507.0 

1 1 

12C 

Moog  (9) 

18.0 

10 

5052.2 

3 

4173.2 

8 

296.9 

-3 

83.4 

6.1 

-22.0 

NM 

NE 

Northrop 

206.0 

24 

4618.8 

7 

5605.9 

1 

5797.1 

-4 

130.0 

3.6 

-53.9 

NM 

NE 

Pacific  Scientific 

7.6 

26 

4054.3 

8 

4542.0 

7 

180.9 

15 

96.4 

4.2 

-6.2 

NM 

Nf 

Parker  Hannifin  (6) 

29.6 

2 

889.5 

19 

970.8 

18 

2251.7 

16 

67.7 

1.3 

163.8 

6 

IE 

Sequa 

17.3 

75 

1072.5 

17 

1260.4 

17 

1712.6 

50 

106.3 

1.0 

1 19.9 

55 

Sierracin 

2.0 

10 

2105.3 

14 

2066.5 

13 

81.6 

14 

85.9 

2.5 

3.0 

-1 

6.' 

Sundstrand 

115.2 

28 

8344.6 

1 

4675.2 

6 

1477.3 

8 

107.1 

7.8 

-80.2 

NM 

NE 

Tolley  Industries 

4.2 

-2 

1047.6 

18 

905.4 

19 

359.9 

36 

90.1 

1.2 

18.6 

82 

2: 

United  Technologies 

932.4 

6 

4991.4 

5 

4781.3 

5 

18000.1 

5 

96.4 

5.2 

1 164.9 

7 

8( 

Woodward  Governor  (9) 

9.0 

10 

2835.5 

1 1 

2965.1 

9 

277.7 

13 

87.3 

3.2 

39.5 

23 

2; 

2 


A010M0TIVE 


INDUSTRY  COMPOSITE 


9528.2  12 


5697.4 


18480.2 


293543.0     12     175.5     3.2      18415.4      14  51 


A 


CARS  &  TRUCKS 


GROUP  COMPOSITE 

8683.6 

11 

6673.6 

4033.3 

255125.2 

12 

196.1 

3.4 

17061.4 

16 

5( 

Chrysler 

880.8 

10 

6074.5 

3 

5515.3 

2 

35472.7 

21 

244.6 

2.5 

1692.2 

-22 

5: 

De  Tomaso  Industries 

5.4 

NA 

1247.4 

7 

950.9 

7 

207.4 

NA 

47.8 

2.6 

-46.8 

NA 

Nl 

Ford  Motor 

2930.0 

17 

8162.9 

1 

6364.8 

1 

92445.6 

16 

257.6 

3.2 

8342.5 

6 

3: 

General  Motors 

4753.8 

9 

6206.0 

2 

4979.2 

3 

120387.0 

7 

157.2 

3.9 

6734.9 

53 

7( 

Mock  Trucks 

26.2 

0 

2764.6 

6 

1877.0 

6 

2179.5 

13 

229.6 

1.2 

44.7 

144 

5! 

l^avlstar  International  (10) 

80.0 

1 

5089.4 

4 

4450.4 

4 

4080.2 

16 

259.6 

2.0 

269.0 

77 

2' 

Oshkosh  Truck  (9) 

7.3 

12 

4319.4 

5 

41  10.9 

5 

352.9 

-13 

208.3 

2.1 

24.9 

-48 

2' 
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COMPANY 


R&D  EXPENSES 


SALES 


PROFITS 


CHANGE 

PER  EMPLOYEE 

CHANGE 

R&D 

CHANGE 

R&D 

1988 
$MIL. 

FROM 
1987 

% 

1988 
$ 

1988 
RANK 

AVG 
1984-88 
$ 

AVG 
1984-88 
RANK 

1988 
$  MIL. 

FROM 
1987 

% 

PER 
EMPLOYEE 
$THOUS 

AS  % 

OF 
SALES 

1988 
$  MIL 

FROM 
1987 

% 

AS  % 

OF 
PROFITS 

^■ll  PARTS  &  EQUIPMENT  ■ 

GROUP  COMPOSITE 

487.5 

12 

1671.3 

1  c 

1 9 

1  VH.O 

0  1 
A.  1 

jf  x/.y 

0 1 
A  1 

Champion  Parts 

1.8 

9 

671.0 

20 

608.1 

19 

129.5 

10 

49.4 

1.4 

2.6 

55 

66.6 

Champion  Spark  Plug 

9.6 

-2 

1156.6 

14 

1 178.4 

14 

738.0 

3 

88.9 

1  3 

32.7 

1 

29.4 

Cummins  Engine 

95.7 

19 

3666.7 

2 

3530.7 

2 

3310.1 

20 

126.8 

2.9 

-47.0 

NM 

NEG 

Dana 

57.0 

4 

1443.0 

13 

1284.4 

13 

5190.2 

17 

131.4 

1.1 

278.6 

35 

20.5 

Donaher 

12.0 

41 

1818.2 

10 

919.1 

15 

715.7 

24 

108.4 

1.7 

73.0 

79 

16.4 

Donaldson  (7) 

6.7 

12 

1909.1 

9 

2075.0 

6 

362.9 

23 

103.7 

1.8 

29  9 

37 

22.4 

Eagle-Picher  Industries  (11) 

20.5 

5 

2277.8 

6 

1921.3 

8 

770.1 

14 

85.6 

2.7 

-497.9 

NM 

NEG 

Eaton 

121.7 

7 

3208.4 

3 

3033.9 

3 

3468.5 

12 

91.4 

3.5 

367.3 

12 

33.1 

Echlin  (8) 

8.9 

1 

586.3 

21 

587.8 

20 

1294.3 

18 

85.7 

0.7 

93.3 

28 

9.5 

Equion  (7) 

1.3 

9 

1691.7 

1 1 

1921.4 

7 

88.8 

19 

115.0 

1.5 

6.7 

14 

19.6 

Excel  Industries 

2.2 

22 

785.7 

19 

827.8 

17 

259.9 

39 

92.8 

0.8 

12.3 

28 

17.9 

Filtertek 

3.6 

48 

5423.1 

1 

3820.1 

1 

36.8 

18 

56.1 

9.7 

4.6 

-18 

76.8 

Fruehauf 

29.6 

21 

1934.6 

8 

1305.8 

12 

2069.5 

NA 

135.3 

1.4 

-83.1 

NA 

NEG 

Modine  Mfg.  (3) 

6.7 

1 

1566.5 

12 

1722.1 

9 

395.2 

13 

92.4 

1.7 

41.5 

1  1 

16.1 

Raytech 

3.5 

-9 

3156.8 

4 

2200.9 

5 

129.4 

-2 

116.5 

2.7 

-66.0 

NM 

NEG 

Smith  (A.  0.) 

9.1 

-1 

791.3 

18 

1497.5 

1 1 

1015.4 

5 

88.3 

0.9 

30.2 

19 

30.1 

SPX 

16.2 

29 

2023.7 

7 

1659.2 

10 

877.7 

13 

109.9 

1.8 

69.9 

53 

23.1 

Standard  Products  (6) 

6.3 

52 

1085.5 

15 

863.8 

16 

508.3 

9 

87.6 

1.2 

53.0 

-11 

11.9 

Superior  Industries  International 

2.0 

34 

814.2 

17 

523.9 

21 

200.2 

18 

83.4 

1.0 

20.5 

36 

9.5 

Trinova 

71.6 

11 

3079.9 

5 

2790.9 

4 

1918.6 

14 

82.5 

3.7 

139.4 

9 

51.4 

Walbro 

1.7 

87 

971.1 

16 

615.0 

18 

131.7 

19 

73.2 

1.3 

9.1 

-18 

19.2 

TIRE  &  RUBBER  1 

GROUP  COMPOSITE 

357.1 

14 

2464.5 

2173.0 

14807.1 

9 

102.2 

2.4 

783.1 

-30 

45.6 

Bandog 

9.3 

27 

4019.9 

1 

3101.2 

1 

490.6 

16 

212.2 

1.9 

1 12.6 

5 

8.3 

Carlisle 

14.0 

8 

3233.9 

2 

2098.0 

3 

567.4 

5 

131.3 

2.5 

28.6 

-10 

48.9 

Cooper  Tire  &  Rubber 

11.2 

9 

1857.1 

4 

1639.6 

4 

748.0 

12 

124.0 

1.5 

64.9 

22 

17.3 

Goodyear  Tire  &  Rubber 

304.8 

14 

2680.2 

3 

2359.6 

2 

10810.4 

9 

95.1 

2.8 

556.7 

-37 

54.8 

Uniroyal  Goodrich  Tire 

17.8 

10 

962.2 

5 

907.4 

5 

2190.6 

7 

118.4 

0.8 

20.3 

-38 

87.7 

CHEMICALS 


INDUSTRY  COMPOSITE 

4454.1 

10 

7442.3 

5072.4 

122315.7 

15 

204.4 

3.6 

16438.8 

29 

27.1 

Air  Products  &  Chemicals  (9) 

71.8 

27 

5398.3 

23 

3394.5 

30 

2431.9 

14 

182.8 

3.0 

303.7 

25 

23.6 

American  Cyanamid 

365.1 

16 

10284.2 

7 

8119.3 

9 

4592.0 

10 

129.3 

8.0 

473.9 

20 

77.0 

Arco  Chemical 

39.0 

34 

13588.8 

3 

12166.3 

1 

2700.0 

38 

940.8 

1.4 

763.0 

81 

5.1 

Aristech  Chemical 

9.1 

10 

5352.9 

24 

4803.9 

22 

1065.2 

16 

626.6 

0.9 

224.1 

90 

4.1 

Boroid 

8.1 

-49 

1760.9 

45 

1760.9 

44 

492.1 

-4 

107.0 

1.6 

18.1 

NM 

44.8 

Betz  Laboratories 

15.9 

10 

5060.4 

26 

4955.5 

21 

447.6 

16 

142.3 

3.6 

78.8 

12 

20.2 

Cabot  (9) 

28.5 

-17 

5532.1 

22 

5247.8 

18 

1676.6 

18 

325.2 

1.7 

1 12.5 

58 

25.3 

Cambrex 

3.1 

6 

6389.3 

15 

6367.8 

14 

120.3 

12 

246.5 

2.6 

11.6 

9 

26.8 
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Tte  PC  Add-On 
'Mt\)^1llMakeYour 
PC  System  Seem 
AlmostHjman 


Now  you  can  revinv,  commcnl  on 

and  approve  infonnalion  on  a 
computer  as  clearly  and  as  easily  as 
you  would  in  person. 


You  use  ihe  stylus  just  like  a  pencil. 

And  your  handwritten  notes, 
questions  and  signature  appear  right 
on  your  screen. 


Voice  comments  are  just  as  simple. 
Pick  up  the  Freestyle  handset 
and  talk. 


The  Freestyle  system  even  letsym 
arrange  and  rearrange  your  Freest; 
''desktop"  exactly  the  way  you  woi 
your  own  desk.  Stack  individual 
pages,  staple  them  together, 
move  them,  spread  them  out 
or  throw  them  awav. 


Actual  Wang  compuiencreem  shown  here. 


Freestyle 


kl  from  your  Freestyle  "desktop," 
I  can  mail  a  Freestyle  page  via  a 
uter  network  or  FAX  it,  find  out 
nhere  It's  been,  select  another 
i  nent  to  review,  create  a  new  one, 
or  print  It. 


It's  Freestyle  from  Wang. 
Freestyle  combines  the  speed  of  the  personal 
computer  with  the  simphcity  of  natural  communi- 
cations. It  lets  you  communicate  clearly  and  rapidly 
with  your  entire  organization  -  on  a  personal  level  - 
without  ever  having  to  leave 
your  desk. 

Freestyle  isn't  a  machine  or  another  PC.  It  uses  a 
personal  computer,  but  you  don't.  It  lets  you  add  your 
own  questions,  comments  and  directives  -  written  in 
your  own  hand  and  spoken  with  your  own  voice  -  to 
die  Freestyle  screen.  Freestyle  can  be  used  widi  either 
scanned  or  FAXed  information  or  information 
generated  by  any  PC  system. 

With  Freestyle  you  don't  work  differendy,  just 
more  effecdvely  It  enhances  the  skills  you  akeady 
have,  it  doesn't  change  them.  And  if  you  know  how  to 
use  a  pencil ,  paper,  and  phone ,  you  already  know  how 
to  use  Freestyle. 

Freestyle  from  Wang.  A  dramadc  breakdirough 
in  communications  that's  incredibly  simple. 


Makes  It  Work 


For  a  Freeilyledemovideotapc,  tall  1-800-522-WANG.  Or  vvrilc  Wang  Laboratories.  Ann:  Inquir\Serv'ite,M.S.OI4-03C,One  Industrial  Avenue,  Lowell,  MA  01851, 
In  Canada, call  l-800-26^306.V  Or  write  WangCanada,  Attn:  MarketuigDcparttnent, 65  Leek  Crescent,  Richmond  Hill, Ontario  L4B1J7.  '£)  1989  WangLaboratories,  Inc.  Freestyle  is  a  trademark  ol  Wang  Laboratories,  Int.,  1989. 
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30 
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14.6 
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3731.4 
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35 
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1 3662.4 
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1  UOO  1 .0 
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1  1 25.7 

1 0 
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1 85.8 

44 

3 

MacDermid  (3) 

5.7 

13 

7315.4 

12 

5839.1 

16 

120.0 

24 

153.8 

4.8 

10.1 

20 

5(i 

Monsanto 

575.0 

3 

12600.0 

4 

9916.5 

5 

8293.0 

9 

181.7 

6.9 

893.0 

33 

61 

Morton  Thiokol  (6) 

44.5 

1 1 

2181.4 

41 

1965.2 

41 

2316.4 

17 

1 13.6 

1.9 

247.8 

7 

i; 

Naico  Chemical 

37.2 

6 

6920.5 

13 

6725.9 

12 

994.2 

18 

184.8 

3.7 

168.2 

24 

2! 

Olin 

58.0 

-6 

3536.6 

33 

3757.6 

27 

2308.0 

20 

140.7 

2.5 

151.0 

19 

31 

Pennwalt 

30.7 

19 

6140.0 

18 

4699.9 

23 

1023.6 

21 

204.7 

3.0 

85.0 

52 

^1 

Petrolite  (10) 

12.3 

2 

5583.6 

21 

5419.2 

17 

301.4 

8 

137.0 

4.1 

18.8 

-1 

6l 

 |d 

Products  Research  &  Chemical  (9) 

5.3 

5 

6223.5 

17 

6401.6 

13 

100.3 

5 

1 18,0 

5.3 

14.0 

0 

35 

Quantum  Chemical 

38.3 

31 

3481.8 

34 

2684.4 

37 

2921.9 

29 
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1.3 
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S 
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3.9 
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38 
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33 
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38 
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Rohm  &  Haas 
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10 

12536.2 

5 
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3 

2535.0 

15 
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14 

43 

Union  Carbide 
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0 

3614.3 

32 

3189.1 

32 
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INDUSTRY  COMPOSITE 

3163.8 

2 

3197.7 

2011.1 

141649.9 

5 

143.2 

2.2 

9761.4 

22 

34 

Allied-Signnl 

415.0 

4 

3788,2 

4 

31 12,9 

4 

1 1909.0 

7 

108.7 

3.5 
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-16 

M 

Colt  Industries 

25,0 

-1 

1643.2 

1  1 

1548,4 

10 

1656.1 

1 

109.0 

1.5 

1 17.5 

2 

7.3 

Figgie  International 

15.3 

1 1 

880.3 

13 

891,5 

13 

1200.2 

14 

69,0 

1.3 

98.1 

1 1 

i;< 

General  Electric 

1155.0 

-3 

3875.8 

2 

3622.5 

1 

49414.0 

4 

165.8 

2.3 

4782.0 

48 

;.2 

in 

516,0 

2 

4410,3 

1 

3552.8 

2 

19355.0 

6 

165,4 

2.7 

1  1  17.0 

-13 

LTV 

22,7 

-3 

585,1 

15 

432.5 

15 

7324.7 

-3 

188,8 

0.3 

-865,4 

NM 

Pall  (7) 

16,8 

15 

3054,9 

6 

2568.9 

5 

429.2 

1 1 

78,0 

3.9 

84,9 

25 

Pittway 

17.5 

9 

2249.4 

8 

1744.3 

9 

771.1 

19 

98,9 

2.3 

62,6 

14 

Premark  International 

24.5 

-4 

1020,8 

12 

1081.4 

12 

2397.0 

9 

99,9 

1.0 

196.6 

56 

Rockwell  International  (9) 

430.6 

2 

3839,2 

3 

3335.4 

3 

1 1946.3 

-1 

106.5 

3.6 

1053.0 

-1 1 

Standard  Shares  (2) 

16,1 

23 

1959,5 

9 

1332.2 

1 1 

671.4 

9 

81.9 

2.4 

53.0 

-20 

Teledyne 

79.3 

-10 

1810,5 

10 

1917.6 

7 

4522.7 

8 

103.3 

1.8 

577.9 

0 

Textron 

168,0 

45 

2800,0 

7 

1745.9 

8 

7279.4 

2 

121.3 

2.3 

433.3 

-4 

TRW 

225,0 

7 

3073,3 

5 

2262.2 

6 

6982.0 

2 

95.4 

3.2 

420.0 

1 

USX 

37,0 

3 

629,5 

14 

696.2 

14 

15792.0 

13 

268.7 

0.2 

992.0 

276 

INDUSTRY  COMPOSITE 

1595.3  9 

1933.8 

16018.4 

101314.1 

14 

122.8 

1.6 

10278.9 

21 

1394.1 

12286.7 

9 

96.8 

1.6 

653.1 

-5 

APPLIANCES  &  HOME  FURNISHINGS  1 

GROUP  COMPOSITE 

198.8  4 

1569.7 

Allegheny  International  (9) 

10.9  24 

895.2 

6  1008.9 

6 

967.8 

NA 

79.3 

1.1 

-17.7 

NA 

Armstrong  World  Industries 

60.0  13 

2312.9 

4  2220.7 

3 

2680.3 

13 

103.3 

2.2 

264.7 

2 

Dynamics  Corp.  of  America 

1.0  -8 

597.8 

9  682.0 

8 

127.3 

5 

75.2 

0.8 

8.9 

86 
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GROUP  COMPOSITE 

1001.5 

10 

4660.1 

4266.5 

38171.8 

14 

177.6 

2.6 

3459.4 

51 

2 

Avon  Products 

28.9 

-9 

1017.6 

17 

1025.5 

17 

3063.0 

18 

107.9 

0.9 

219.1 

-41 

1 

Block  Drug  (3) 

10.9 

25 

3834.5 

7 

3200.7 

7 

356.9 

16 

125.7 

3.1 

43.3 

16 

2 

Chattem  (5) 

0.8 

6 

2054.8 

15 

2236.4 

13 

63.3 

3 

173.4 

1.2 

3.4 

-10 

2 

Chemed 

3.0 

0 

536.0 

18 

600.8 

18 

500.6 

28 

90.1 

0.6 

37.1 

-6 

Church  &  Dwight 

6.3 

16 

6269.0 

6 

61 15.3 

5 

346.8 

9 

346.8 

1.8 

24.9 

7 

2 

Clorox  (6) 

32.8 

-2 

6832.5 

5 

5493.2 

6 

1259.9 

12 

262.5 

2.6 

21 1.8 

14 

1 

Colgate-Palmolive 

73.0 

2 

2956.4 

9 

2259.2 

12 

4734.3 

8 

191.7 

1.5 

250.2 

520 

Del  Laboratories 

2.6 

6 

2589.0 

13 

2179.8 

14 

1 15.2 

7 

1 15.2 

2.2 

5.3 

-2 

Ecolab 

14.4 

4 

1074.4 

16 

1116.4 

16 

121 1.9 

19 

90.1 

1.2 

78.1 

-13 

1 

Faberge  ( 1 ) 

2.4 

81 

237.4 

19 

237.4 

19 

607.1 

11 

59.5 

0.4 

13.2 

-73 

■ 

Gillette 

81.9 

8 

2766.9 

12 

2315.8 

1 1 

3581.2 

13 

121.0 

2.3 

448.6 

15 

Helene  Curtis  Industries  (2) 

9.0 

31 

3316.3 

8 

2596.8 

10 

488.9 

22 

181.1 

1.8 

19.9 

-3 

International  Flavors  &  Fragrances 

49.7 

1 1 

1 1895.1 

1 

10155.7 

2 

839.5 

13 

201.0 

5.9 

209.3 

19 

Minnetonka 

2,1 

28 

2402.0 

14 

1616.9 

15 

213.5 

40 

239.1 

1.0 

24.4 

38 

Noxell 

6.4 

8 

2831.0 

1  1 

2976.8 

8 

521.6 

7 

231.9 

1.2 

81.0 

6 

Procter  &  Gamble  (6) 

652.0 

13 

8467.5 

4 

7046.8 

4 

19336.0 

14 

251.1 

3.4 

1630.0 

164 

Stepan 

10.1 

14 

9822.0 

3 

8735.8 

3 

333.0 

15 

324.0 

3.0 

20.6 

7 

Tambrands 

13.7 

-9 

2860.4 

10 

2622.2 

9 

563.3 

9 

1 17.4 

2.4 

134.0 

6 

Vipont  Pharmaceutical  (9) 

1.5 

6 

10236.5 

2 

15309.2 

1 

35.6 

51 

240.4 

4.3 

5.2 

67 

50855.6 

15 

105.1 

0.8 

6166.5 

12 

7235.9 

19 

161.2 

0.2 

984.2 

14 

106.2 

9 

31.7 

2.3 

0.3 

-94  7 

1521.7 

13 

144.9 

1.5 

77.0 

-1 1 

1516.5 

15 

52.5 

0.2 

51.3 

-55 

1203.4 

37 

348.8 

0.4 

166.2 

126  ; 

13007.0 

14 

55.3 

0.7 

1 137.6 

19  1 

25860.0 

14 

166.8 

0.9 

3727.0 

1 1  i 

328.4 

8 

218.9 

1.6 

23.2 

-38  i 

76.5 

7 

69.5 

1.1 

-0.3 

NM  k 

INDUSTRY  COMPOSITE 

62.5 

3 

783.5 

1270.8 

6375.3 

12 

93.3 

1.0 

185.1 

Ball 

13.1 

-6 

1845.1 

2 

1884.1 

2 

1073.0 

2 

151.1 

1.2 

48.1 

-53  1 

Bemis 

12.5 

5 

1593.8 

3 

1389.9 

3 

1069.1 

15 

136.1 

1.2 

68.7 

Clorcor  (11) 

1.4 

14 

620.0 

4 

679.8 

4 

202.3 

12 

86.9 

0.7 

33.1 

Owens-Illinois 

20.4 

-2 

438.7 

5 

546.6 

5 

3571.9 

15 

76.8 

0.6 

-14.4 

NM  Ic 

Sealright 

3.7 

23 

2440.6 

1 

1999.5 

1 

173.6 

10 

1 14.5 

2.1 

20.7 

West 

1 1.3 

17 

NA 

NR 

NA 

NR 

285.4 

13 

NA 

4.0 

28.8 

8787.3      18  ^ 


GROUP  COMPOSITE 

650.2 

2 

2269.5 

2794.6 

27871.0 

12 

97.2 

2.3 

2597.9 

9 

Acme  Electric  (6) 

5.6 

1 1 

5619.0 

2 

4884.5 

2 

82.3 

22 

82.3 

6.8 

1.3 

-4  . 

Ametek 

17.3 

8 

3326.9 

6 

3050.7 

7 

520.5 

21 

100.1 

3.3 

55.8 

-5 

Baldor  Electric 

7.2 

20 

2703.7 

9 

2325.2 

9 

243.5 

22 

91.4 

3.0 

17.5 

155 

BUSINESS  WEEK 


INNOVATION 


Would  you  like  to  be  able  to  manage  documents 
the  way  you  manage  data?  You  can,  if  you 
capture  the  document  and  convert  it  to  an  image, 
so  it  can  be  managed  electronically. 

Kodak  has  tools  that  make  it  easy.  You  simply 
replace  the  paper  document  with  a  picture  taken 
on  microfilm  or  electronically  scanned  onto  an 
optical  disk  or  a  magnetic  medium.  A  few 
keystrokes,  and  you  have  the  image  on-screen, 
complete  with  marginal  notes,  endorsements, 
diagrams  and  signatures.  You've  built  an 
image  base. 

We  are  more  than  photographs.  We  are 
imaging.  For  more  details  on  images  that  mean 
business,  call  1 800  445-6325,  Ext.  960A. 
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What's  the  best  medium  to  file  an  image  or 
data  in  secure,  retrievable  form?  Kodak  is 
expert  in  all  of  them. 

Kodak  offers  a  complete  array  of  storage  media 
from  high  end  to  low  end.  As  you  would  expect, 
we  are  a  leader  in  microfilm  products.  We  are 
also  a  leader  in  optical  and  magnetic  storage 
products.  The  14-inch  Kodak  optical  disk,  able  to 
hold  6.8  gigabytes  of  data,  is  the  highest- 
capacity  highest-performance  optical  disk  in  the 
world.  Verbatim  Corp.,  a  Kodak  company  offers 
a  family  of  diskettes,  including  one  with  a  Teflon"' 
coating  for  unprecedented  protection  against 
data  loss  due  to  accidents.  You  will  also  find  us  at 
the  forefront  of  erasable  optical  disk  technology. 
Choose  the  medium  according  to  your  applica- 
tion. Choose  us  because  we  offer  them  all,  with 
the  best  support  and  service  in  the  business. 

We  are  more  than  photographs.  We  are 
imaging.  For  more  details  on  images  that  mean 
business,  call  1 800  445-6325,  Ext.  960C. 
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There  are  Kodak  systems  to  let  you  create 
documents,  view,  merge,  change,  copy,  print 
and  transmit  them.  Control  them.  Safely 
stored,  they  can  be  found  and  retrieved  in 
seconds. 

Kodak  systems  can  find  a  cost-effective,  archival 
image  on  microfilm  in  seconds.  Or  a  time- 
sensitive  document  on  an  optical  disk  even  faster. 
Then  you  can  view  it,  act  on  it.  Or,  with  systems 
like  our  electronic  publishing  system,  you  can 
even  add  to  or  improve  on  a  document.  Equally 
important,  Kodak  software  systems  people  are 
dedicated  to  linking  any  of  these  devices  into  any 
of  yours,  from  mainframe  to  mini  to  PC. 

We  are  more  than  photographs.  We  are 
imaging.  For  more  details  on  images  that  mean 
business,  call  1 800  445-6325,  Ext.  960B. 
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Information  is  only  as  good  as  your  ability  to 
share  it.  Kodak  has  ways  to  make  images  multiply, 
very  quickly  wherever  they're  coming  from 
and  going  to. 

Whether  the  information  is  digitized  in  ttie  memory 
of  a  mainframe  or  PC,  stored  on  an  optical  disk, 
floppy  disk  or  on  microfilm,  Kodak  has  a  way  to  put 
it  on  paper  We  can  publish  it  electronically 
or  copy  from  paper  to  paper  And  send  the  image 
across  the  room  or  across  tJie  country.  With 
the  image  quality  you  expect  from  the  world's 
premier  imaging  company.  In  fact,  our 
advanced  copiers  and  non-impact  printers  will 
put  images  on  both  sides,  then  collate  and 
staple  the  pages.  In  color  when  you  need  it. 
And  all  are  backed-up  with  the  best  support 
and  service  in  the  business. 

We  are  more  than  photographs.  We  are 
imaging.  For  more  details  on  images  that  mean 
business,  call  1 800  445-6325,  Ext.  960D. 


THE  MAG 


The  new  vision  of  Kodak 


"How  can  we  expect 
our  people  to  connect  if 
our  computers  can't?" 


Ii-ll  I'ai  karil  Cumpanv  IS()2Ml:i 


Your  sales  staff  doesn't  know 
what's  going  on  in  marketing. 
Purchasing  and  accounting  can't 
agree  on  the  numbers.  And 
production  isn't  communicating 
with  R&D. 

Hewlett-Packard  has  a  better  way. 

A  truly  open  computer  net- 
working strategy  A  strategy  that 
acknowledges  the  fact  that  the 
real  world  is  a  multivendor  world. 
A  strategy  that,  unlike  those 


of  other  companies,  is  uniquely 
dedicated  to  standards  which 
make  that  real  world  work. 

We  call  it  HP  AdvanceNet. 

It's  a  strategy  that  protects 
your  investment.  That  increases 
productivity  by  insuring  that 
everyone  in  your  organization 
has  access  to  the  information 
they  need  when  they  need  it. 
And  that  conforms  to  standards 
which  offer  your  company  far 
greater  potential  for  communica- 
tion and  growth  into  the  future. 


If  you  believe  your  company 
works  better  when  people,  and 
computers,  work  together, 
pass  this  number  on  to  your 
information  systems  manager: 
1-800-752-0900,  Ext.  604E. 
We'll  send  the  complete 
AdvanceNet  story. 

There  is  a  better  way. 


EWLETT 
PACKARD 


USD  SCOREBOARD 


R&D  EXPENSES 


SALES 


PROFITS 


CHANGE 

PER  EMPLOYEE 

CHANGE 

R&D 

CHANGE 

R&D 

FROM 

AVG. 

AVG. 

FROM 

PER 

AS  % 

FROM 

AS  % 

1988 

1987 

1988 

1988 

1984-88 

1984-88 

1988 

1987 

EMPLOYEE 

OF 

1988 

1987 

OF 

$  MIL 

% 

RANK 

t 

$  MIL 

C  TUAI  IC 
5  inUUj. 

Sales 

$  MIL, 

% 

PROFIT? 

Hortnel  (Geo.  A.)  (10) 

3.9 

-7 

485.1 

17 

580.8 

14 

2292.8 

-1 

286.8 

0.2 

95.4 

19 

4.1 

International  Multifoods  (2) 

1.3 

-24 

143.7 

21 

270.6 

20 

1697.8 

21 

187.6 

0.1 

58.0 

56 

2.2 

iveno99 

42.0 

c 
0 

2405.4 

4 

2138.0 

4 

4348.8 

)  5 

249. 1 

1 .0 

774.7 

1 6 

5.4 

McCormick  (11) 

7.2 

2 

941.3 

9 

929.2 

7 

1  183.9 

10 

155.2 

0.6 

58.3 

36 

12.3 

Pillsbury  (5) 

44.8 

4 

440.1 

18 

414.3 

18 

6190.6 

1 

60.8 

0.7 

156.0 

-56 

28.7 

Pioneer  Hi-Bred  International  (8) 

54.5 

9 

1  1729.6 

2 

10168.7 

2 

874.9 

4 

188.3 

6.2 

103.9 

6 

52.4 

Quaker  Oats  (6) 

54.6 

16 

1744.4 

5 

1328.5 

5 

5329.8 

21 

170.3 

1.0 

413.6 

15 

13.2 

Ralston  Purina  (9) 

65.5 

6 

1  154.5 

7 

900.9 

8 

5875.9 

5 

103.6 

1.1 

605.8 

-37 

10.8 

Spreckels  Industries  (6) 

1.3 

NA 

510,3 

16 

510.3 

16 

310.0 

11 

122.7 

0.4 

7.2 

-60 

17.9 

Universal  Foods  (9) 

13.7 

11 

2627.3 

3 

2491.7 

3 

721.3 

1 

138.7 

1.9 

49.6 

7 

27.6 

INDUSTRY  COMPOSITE 

1703.8 

6 

3176.5 

9950.6 

241434.8 

5 

450.1 

0.7 

23168.5 

19 

7.4 

■  1  I  I  OIL,  GAS  &  COAL  ■ 

71        GROUP  COMPOSITE 

1536.1 

5 

3612.4 

2999.7 

230614.5 

4 

542.3 

0.7 

22626.6 

18 

6.8 

\0        American  Petrofina 

8.8 

28 

2436.7 

10 

2033.6 

10 

2634.7 

6 

732.9 

0.3 

203.7 

46 

4.3 

Amoco 

272.0 

8 

5091.4 

3 

4467.5 

3 

21 150.0 

5 

395.9 

1.3 

3307.0 

32 

8.2 

Ashland  Oil  (9) 

16.4 

-5 

435.2 

13 

446.0 

13 

7826.1 

16 

208.1 

0.2 

271.0 

39 

6.0 

Atlantic  Richfield 

114.0 

13 

4191.2 

6 

3805.1 

5 

17626.0 

8 

648.0 

0.6 

2820.0 

30 

4.0 

Calumet  Industries  (9) 

0.7 

85 

4602.6 

5 

3107.6 

7 

39.3 

1 

251.8 

1.8 

-3.7 

NM 

NEG 

Chevron 

208.0 

-3 

3875.2 

8 

5494.5 

1 

25196.0 

-3 

469.4 

0.8 

2899.0 

5 

7.2 

Exxon 

551.0 

5 

5455.4 

2 

5261.1 

2 

79557.0 

4 

787.7 

0.7 

8654.0 

11 

6.4 

Kerr-McGee 

13.0 

44 

1672.9 

1 1 

1312.6 

1 1 

2689.0 

6 

346.0 

0.5 

157.0 

24 

8.3 

Nacco  Industries 

3.9 

63 

597.2 

12 

597.2 

12 

616.5 

32 

94.4 

0.6 

60.3 

27 

6.5 

Occidental  Petroleum 

21.0 

17 

400.0 

14 

407.1 

14 

19417.0 

14 

369.8 

0.1 

617.0 

-19 

3.4 

Phillips  Petroleum 

101.0 

7 

4809.5 

4 

4313.1 

4 

11304.0 

5 

538.3 

0.9 

1115.0 

319 

9.1 

Texaco 

170.0 

0 

4065.0 

7 

3277.6 

6 

33544.0 

-2 

802.1 

0.5 

2474.0 

NM 

6.9 

Triton  Energy  (5) 

4.4 

156 

5944.6 

1 

2355.6 

9 

162.1 

71 

219.0 

2.7 

6.4 

NM 

68.8 

Unocal 

52.0 

-2 

2851.7 

9 

3066.8 

8 

8853.0 

5 

485.5 

0.6 

46.0 

-83 

113.0 

^^■ll  PETROLEUM  SERVICES  ■ 

GROUP  COMPOSITE 

167.7 

14 

1508.6 

3025.5 

10820.3 

22 

97.4 

1.6 

541.8 

NM 

30.9 

Baker  Hughes  (9) 

26.1 

-12 

1212.8 

9 

1487.1 

6 

2316.2 

20 

107.8 

1.1 

134.5 

NM 

19.4 

Cameron  Iron  Works  (6) 

16.0 

3 

2984.0 

4 

2927.3 

4 

501.6 

3 

93.5 

3.2 

-21.0 

NM 

NEG 

CBI  Industries 

5.1 

22 

450.2 

10 

378.3 

10 

1375.7 

18 

120.7 

0.4 

53.6 

2 

9.6 

Digicon  (7) 

3.2 

28 

2912.7 

5 

2778.9 

5 

74.2 

40 

67.5 

4.3 

-6.4 

NM 

NEG 

Halliburton 

81.0 

33 

1319.2 

7 

1259.2 

7 

4825.7 

26 

78.6 

1.7 

151.5 

159 

53.5 

NL  Industries 

14.1 

-4 

3760.0 

3 

3454.7 

3 

1007.0 

17 

268.5 

1.4 

261.1 

39 

5.4 

Smith  Internotional 

13.6 

24 

5230.8 

2 

3788.0 

2 

320.8 

21 

123.4 

4.2 

-19.6 

NM 

NEG 

Varco  International 

4.0 

0 

7040.9 

1 

1 1677.6 

1 

68.0 

85 

120.8 

5.8 

2.5 

NM 

156.6 

Weatherford  International 

1.7 

18 

1248.5 

8 

1258.2 

8 

122.2 

17 

90.4 

1.4 

1.9 

NM 

89.1 

Western  Co.  of  North  America 

2.9 

6 

1373.4 

6 

1245.3 

9 

208.9 

18 

98.3 

1.4 

-16.2 

NM 

NEG  ; 

HEttirCAIIt 

INDUSTRY  COMPOSITE 

6620.1 

19 

10196.0 

23587.9 

80552.8 

13 

124.1 

8.2 

13869.9 

14 

47.7 

■     1  I  I  DRUGS  A  RISEARCH 

III         GROUP  COMPOSITE 

4244.5 

19 

13547.0 

15866.9 

42250.8 

13 

134.9 

10.0 

8586.5 

13 

49.4 

1  ^0        A.  L.  Laboratories 

5.6 

21 

3287.6 

30 

2622.9 

31 

236.5 

49 

139.1 

2.4 

17.5 

28 

31.9 

Alza 

29.4 

28 

45578.3 

4 

39307.3 

4 

74.0 

19 

1  14.7 

39.7 

25.0 

7 

1 17.6 

American  Home  Products 

263.8 

7 

5865.8 

26 

5032.9 

27 

5500.5 

9 

122.3 

4.8 

1348.5 

5 

19.6 

Amgen  (3) 

39.6 

62 

112269.0 

1 

86891.0 

1 

44.3 

48 

125.4 

89.5 

2.1 

30 

191 1 

Barr  Loboratories  (6) 

1.9 

-28 

5500.0 

27 

7282.7 

18 

56.6 

-6 

161.6 

3-4 

2.7 

-66 

71.3 

Biocraft  laboratories  (3) 

3.3 

23 

7415.9 

24 

6554.1 

21 

99.6 

102 

226.3 

3.3 

24.6 

97 

13.3 

Bolar  Pharmaceutical 

14.2 

94 

41272.5 

5 

23501.0 

6 

128.0 

34 

370.9 

11.1 

42.9 

37 

33.2 

Corter-Wallace  (3) 

33.2 

21 

8348.0 

20 

7073.6 

19 

483.1 

7 

121.4 

6.9 

61.0 

12 

54.4 

Centocor 

•  33.8 

22 

78658.1 

2 

67680.6 

2 

55.2 

7 

128.4 

61.3 

7.1 

-46  475.7 

Cetus  (6) 

9.9 

48 

12104.9 

15 

9127.9 

15 

45.4 

13 

55.3 

21.9 

-22.4 

NM 

NEG 

Diagnostic  Products 

6.1 

25 

14018.4 

12 

13843.0 

10 

47.0 

27 

108.3 

12.9 

17.9 

33 

34.0 

E-Z-Em  (5) 

2.1 

-8 

2923.6 

31 

2858.8 

30 

59.8 

21 

83.1 

3.5 

10.0 

18 

21.1 

BUSINESS  WEEK  j^Q 


INNOVATION  19?-'/ 


Rapid,  reliable  communi- 
cations can  translate  into 
increased  revenues,  wider 
margins  and  greater  profits. 
The  benefits  of  expanding 
your  network  seem  so 
obvious.  What's  holding 
you  back? 

The  answer  we  often  hear 
is  "it's  too  expensive."  That's 
why  many  companies  are 
going  with  the  cost-effective 


alternative:  Sears  Communi- 
cations Company. 

Our  comm.unications 
network  has  been  saving  our 
clients'  money  for  over  a 
decade.  We've  already 
addressed  most  of  the  SNA 
issues  you'd  face  and  elimi- 
nated the  hidden  costs.  So 
when  we  say  you'll  have  a 
site  installed,  you  l!  have  it. 
On  time.  On  budget. 


Call  your  Sears  Communi- 
cations Company  Account 
Executive.  You'll  quickly 
discover  the  cost  advan- 
tages and  profit  potential  of 
the  Sears  Communications 
Network^'"  (312)  577-7766. 
Outside  Illinois: 
(800)255-3^^3. 

Sears 

communications 

company^ 


R&D  SCOREBOARD 


R&D  EXPENSES 


SALES 


PROFITS 


CHANGE 
FROM 
1987 

% 

PER  EMPLOYEE 

CHANGE 
FROM 
1987 

% 

R&D 
AS  % 

OF 
SALES 

1988 
$  MIL 

1988 

1988 
RANK 

AVG. 
1984-88 

AVG. 
1984-88 
RANK 

1988 
$  MIL. 

PER 
EMPLOYEE 
$  THOUS. 

1988 
$  MIL. 

FROM 
1987 

% 

AS  % 

OF 
PROFITS 

$ 

$ 

Forest  Loboratories  (3) 

5.9 

49 

8814.1 

1 9 

6934.4 

20 

81.5 

27 

122.2 

7.2 

22.2 

36 

26.5 

Genentech 

11 1 .7 

65 

64037.3 

3 

49062.6 

3 

322.8 

48 

1 85. 1 

34.6 

23.1 

-47  483.3 

ICN  Pharmoceuticals  (11) 

1 1 .4 

37 

5159.1 

28 

3509.6 

28 

1 66.3 

37 

75.6 

6.8 

4.2 

NM  268.8 

IVAX 

2.7 

216 

6959.2 

25 

5479.6 

26 

60.9 

142 

155.3 

4.5 

-2.7 

NM 

NEG 

Life  Technologies 

8.7 

21 

7920.0 

22 

5815.8 

25 

129.7 

7 

1 17.9 

6.7 

19.5 

4 

44.8 

Lilly  (Ell) 

540.8 

1 6 

20254.7 

8 

1 5634.2 

8 

4069.7 

1 2 

1 52.4 

1 3.3 

1 1 15.8 

88 

48.5 

Lypno/vied 

1 7.0 

1 06 

1 5363.5 

1 1 

6518.4 

22 

1 27.9 

-26 

1 1 5.6 

1 3.3 

-37.5 

NM 

NEG 

Marion  Laboratories  (6) 

1 1 8.4 

45 

344 1 9.3 

6 

23766.3 

5 

752.0 

26 

218.5 

1 5.8 

222.9 

28 

53.1 

Maxwell  Laboratories  (7) 

2.4 

37 

3374.3 

29 

3 1 09.3 

29 

66.1 

5 

94.4 

3.6 

5.9 

14 

39.9 

WlercK 

668.8 

1 8 

20900.0 

7 

1 5961 .9 

7 

5939.5 

1 7 

185.6 

1 1 .3 

1914.7 

33 

34.9 

My  Ian  Laboratories  (3) 

4.5 

1 

10927.4 

1 8 

1  22B2.U 

1 1 

96.0 

1 

232.5 

4.7 

37.4 

-10 

1 2. 1 

Par  Pharmaceutical  (9) 

6.5 

61 

7438.6 

23 

6287.3 

24 

99.5 

27 

1 13.1 

6.6 

19.8 

0 

33.1 

Pfizer 

472.5 

18 

1  1552.6 

17 

8715.1 

16 

5385.4 

9 

131.7 

8.8 

1103.8 

9 

42.8 

Rorer  Group 

102.8 

26 

12242.6 

14 

8541.0 

17 

1041.6 

12 

124.1 

9.9 

95.1 

8 

108.0 

Schering-Plough 

297.9 

19 

13299.1 

13 

9662.4 

14 

2969.4 

10 

132.6 

10.0 

533.9 

1 7 

55.8 

SmithKline  Beckman 

495.1 

17 

1 1912.9 

16 

10668.6 

12 

4749.0 

10 

114.3 

10.4 

308.4 

-62 

160.5 

SPI  Pharmaceuticals  (11) 

1.0 

29 

718.0 

32 

401 .5 

32 

1 15.9 

47 

79.3 

0.9 

1 4.6 

-5 

7.2 

Squibb 

293.6 

33 

16240.3 

1 0 

10520.9 

13 

2585.8 

20 

1 43.0 

1  •\  4 

603  5 

1 8 

48.6 

Upjohn 

380.4 

7 

17861.1 

9 

15273.2 

9 

2753.5 

9 

1 29.3 

1 3  8 

506  9 

15 

75.1 

Warner-Lambert 

259.4 

12 

7932.7 

21 

6293.8 

23 

3908.4 

14 

119.5 

6.6 

538.3 

9 

48.2 

1  MEDICAL  PRODUCTS  &  SERVICES  ■ 

GROUP  COMPOSITE 

2375.6 

18 

7062.2 

5685.2 

Jo  J02. 1 

14 

1 14.0 

6.2 

5283.4 

17 

45.0 

Abbott  Laboratories 

OA 

\   1  /  OZ.O 

5 

8534.7 

10 

4937.0 

13 

127.4 

9.2 

1055.5 

13 

43.1 

Acuson 

4y 

on  A Q 

zU4  jy.o 

1 

1  ooyj.5 

1 

1 68.5 

60 

196.2 

1 0.4 

43.6 

54 

40.3 

ADAC  Laboratories  (9) 

4.9 

5 

12939.0 

3 

1 5881 .4 

2 

80.2 

32 

212.7 

6. 1 

1 1 .7 

158 

41.6 

Andersen  Group  (2) 

4.7 

13 

8605.8 

13 

7306.1 

1 3 

49.2 

7 

89.8 

9.6 

-8.8 

NM 

NEG 

Bard  (C.  R.) 

34.1 

38 

4133.3 

27 

2935.0 

29 

757.5 

18 

91.8 

4.5 

123.8 

25 

27.5 

Bausch  &  Lomb 

31.0 

17 

3104.8 

29 

2909.4 

31 

978  3 

16 

97.8 

3.2 

147.4 

9 

21.1 

Baxter  International 

ZOO.U 

90 
zu 

Of  1 o  .o 

28 

3183.1 

28 

6861.0 

10 

107.2 

3.5 

518.0 

16 

45.9 

Becton.  Dickinson  (9) 

93.3 

15 

4526.9 

ZD 

26 

1709.4 

17 

83.0 

5.5 

206.3 

10 

45.2 

Biomet  (5) 

6.8 

189 

7706.1 

15 

4779.5 

21 

97.6 

75 

109.9 

7.0 

20.3 

41 

33.8 

Bristol-Myers 

394.1 

15 

1 1 196.0 

7 

8665.7 

8 

5972.5 

11 

169.7 

6.6 

1285.3 

15 

30.7 

Circon 

4.2 

-4 

7223.4 

17 

6122.0 

18 

41.4 

0 

71.2 

10.2 

-2.5 

NM 

NEG 

Cobe  Laboratories 

17.2 

19 

6639.5 

19 

6533.2 

16 

226.6 

17 

87.3 

7.6 

16.4 

3 

105.1 

Comnet  (3) 

2.2 

86 

5576.9 

22 

4568.1 

22 

44.6 

10 

1  14.4 

4.9 

-0.8 

NM 

NEG 

CompuChem 

1.3 

20 

2602.8 

34 

2229.3 

33 

37.3 

61 

74.4 

3  5 

5.0 

NM 

25.9  i 

Concept  (8) 

2.7 

37 

5061.2 

24 

3950.6 

25 

42.8 

15 

79.4 

6.4 

5.8 

16 

47.1 

Cooper  (10) 

53.9 

145 

9846.4 

10 

5616.4 

19 

61  1.3 

72 

1 1  1.8 

8.8 

-141.1 

NM 

NEG 

Cordis  (6) 

10.8 

26 

6228.2 

20 

7309.3 

12 

132,0 

23 

75.9 

8.2 

12.7 

616 

85.4 

Dahlberg 

1.1 

-4 

1253.2 

41 

976.1 

44 

61,9 

17 

71.6 

1.8 

1,6 

-4 

66.0 

Damon  (8) 

2.1 

-3 

618.8 

44 

1917.6 

38 

208.1 

22 

61.2 

1.0 

14,6 

-5 

14.4 

Datascope  (6) 

7.4 

21 

7481.4 

16 

6160.5 

17 

105.2 

20 

105.9 

7.1 

15.6 

55 

47.6 

Diasonics 

20.3 

10 

12242.8 

4 

1 1 156.1 

7 

281.6 

5 

169.6 

7.2 

1 1.5 

-32 

177.0 

Fisher  Scientific  Group 

28.3 

-18 

4462.5 

26 

4881.3 

20 

957.7 

5 

150.8 

3.0 

51.3 

15 

55.3 

Fonor  (6) 

6.4 

47 

10357.1 

8 

14148.0 

6 

58.9 

41 

95.6 

10.8 

2.6 

12  245.6 

Healthdyne 

1.7 

33 

1396.7 

40 

2022.0 

36 

101.2 

32 

84.4 

1.7 

-5.1 

NM 

NEG 

Interspec  (11) 

8.2 

7 

15867.7 

2 

15624.1 

3 

56.7 

19 

110.3 

14.4 

1.4 

NM  595.8 

Invacore 

3.0 

15 

1709.7 

38 

1351.5 

41 

160.8 

23 

91.9 

1.9 

8.4 

73 

35.7 

Ipco  (6) 

1.0 

21 

365.0 

45 

313.9 

45 

216.6 

3 

78.0 

0.5 

-0.7 

NM 

NEG 

Johnson  &  Johnson 

674.0 

9 

8290.3 

14 

6981.6 

14 

9000.0 

12 

110.7 

7.5 

1396.0 

17 

48.3 

Kirschner  Medical 

1.7 

108 

2630.8 

33 

4506.2 

23 

45.2 

164 

70.4 

3.7 

2.2 

30 

76.4 

Marquest  Medical  Products  (3) 

0.6 

-13 

861.3 

43 

1 197.5 

43 

50.7 

39 

73.3 

1.2 

-3.7 

NM 

NEG 

MOT  (3) 

2.2 

488 

2383.9 

35 

2557.9 

32 

70.4 

489 

75.7 

3.2 

5.5 

463 

40.4 

Medtronic  (4) 

53.1 

26 

9274.4 

1 1 

8178.9 

1  1 

653.3 

30 

1  14.1 

8.1 

131.1 

21 

40.5 

Mentor  (3) 

1.4 

39 

3041.8 

31 

2099.1 

34 

39,7 

21 

87.3 

3.5 

10.1 

28 

13.7 

Mine  Safety  Appliances 

14.4 

-4 

2721.7 

32 

2098.6 

35 

397,4 

4 

75.0 

3.6 

41.0 

79 

35.2 

Nellcor  (6) 

9.7 

13 

NA 

NR 

NA 

NR 

95,5 

18 

NA 

10.1 

17.0 

-3 

57.0 

Nichols  Institute 

1.7 

71 

982,9 

42 

1228.8 

42 

90.7 

64 

53.4 

1.8 

4.7 

84 

35.7 

Optical  Radiation  (7) 

4.7 

9 

3101.3 

30 

2914.6 

30 

101.5 

1 

67.7 

4.6 

10.7 

7 

43.3 

Puritan-Bennett 

13.3 

38 

6227.6 

21 

4396.8 

24 

204.4 

18 

95.5 

6.5 

21.6 

1 1 

61.8 

Robins  (A.  H.) 

64,2 

10 

9882.2 

9 

8583.0 

9 

933.8 

9 

143.7 

6.9 

94.7 

NM 

67.8 

Scherer  (R.  P.)  (3) 

8.3 

45 

1875.0 

37 

1834.7 

39 

290.7 

27 

66.1 

2.8 

27.6 

19 

29.9 
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R&D  SCOREBOARD 


R&D  EXPENSES 


CHANGE 
FROM 
1988  1987 
$  MIL.  % 


PER  EMPLOYEE 


1988 
$ 


1988 
RANK 


AVG. 
1984-88 


AVG. 
1984-88 
RANK 


 SAtES  

CHANGE  R&D 

FROM       PER  AS  % 

1988      1987    EMPLOYEE  OF 

SMIL.        %      STHOUS.  SALES 


PROFITS 


CHANGE  R&D 

FROM  AS  % 
1988       1987  OF 

$  MIL.        %  PROFITS 


St.  Jude  Medical 
Stryker 

Sunrise  Medical  (6) 


2.7        5        6792.0      18    14589.9  5 
12.2     37       8659.8      12     6607.7  15 
2.5      43        1659.6      39     1412.7  40 


114,1  59  285.9 
178.6  21  126.9 
140.3     22  92.4 


2.4 
6.8 
1.8 


50.0      70  5.4 
26.0      18  46.9 
5.6    764  45.0 


Sybron  Acquisition  (9) 
U.  S.  Surgical 
Westmark  International 


6.2 
14.0 
37.8 


45 
39 
35 


1961.9 
5408.0 
1 1700.6 


36  1961.9 
23  3364.9 
6  14827.1 


37 
27 
4 


283.8  NA      89.3  2.2 

290.9  15  112.4  4.8 
365.3     25     113.2  10.3 


-5.4  NA  NEG 
31.7  10  44.2 
17.6    NM  215.1 
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HIUSIN6  {  CONSIHUCIION 


INDUSTRY  COMPOSITE 

494.7 

0 

2578.1 

2989.0 

26408.3 

6 

137.6 

1.9 

2225.9 

-5 

22.2 

American  Standard 

50.0 

2 

1466.3 

13 

1136.4 

17 

3716.2 

9 

109.0 

1.3 

-23.5 

NM 

NEG 

Ameron  (11) 

3.3 

10 

1 100.0 

17 

1305.2 

13 

363.6 

18 

121.2 

0.9 

17.3 

-22 

19.1 

Blount  (2) 

9.0 

-3 

1 106.3 

15 

952.7 

18 

1231.5 

0 

152.0 

0.7 

14.3 

6 

62.7 

De  Soto 

1  n  o 
1  u.y 

4 

J40Z.  1 

4 

1 
1 

4U/.0 

6 

200.9 

2.7 

6.6 

—66 

1 65.9 

Formica 

3.1 

-9 

1002.6 

19 

906.7 

19 

432.2 

5 

139.4 

0.7 

64.4 

146 

4.8 

Green  (A.  P.)  Industries 

1.9 

-18 

1 103.3 

16 

1226.8 

15 

191.4 

10 

1 12.3 

1.0 

13.1 

327 

14.3 

Guardsman  Products 

4.5 

8 

4860.0 

5 

4586.7 

5 

145.1 

14 

155.0 

3.1 

9.7 

9 

46.7 

Jepson 

2.2 

-4 

408.4 

23 

406.1 

23 

560.1 

6 

102.3 

0.4 

21.1 

-36 

10.6 

Lafarge 

7.0 

-1 

1000.0 

20 

852.2 

20 

1309.2 

7 

187.0 

0.5 

154.0 

21 

4.5 

Lilly  Industrial  Coatings  (11) 

9.0 

1 

7623.1 

1 

7415.1 

2 

196.8 

7 

167.0 

4.6 

18.5 

-2 

48.6 

Manvllle 

36.0 

9 

1972.6 

1 1 

1740.3 

12 

2062.2 

7 

1 13.0 

1.7 

155.0 

-43 

23.2 

Moore  (Benjamin) 

8.6 

8 

4623.7 

6 

4096.2 

7 

412.6 

10 

221.8 

2.1 

59.5 

1 

14.4 

Owens-Corning  Fiberglas 

30.0 

3 

1704.5 

12 

2091.8 

11 

2831.0 

-2 

160.9 

1.1 

324.0 

-9 

9.3 

PPG  Industries 

227.0 

-3 

6253.4 

3 

5330.2 

4 

5616.7 

8 

154.7 

4.0 

788.3 

23 

28.8 

Pratt  &  Lambert 

5.8 

12 

3471.9 

9 

2771.3 

9 

232.9 

3 

139.2 

2.5 

1  1.9 

-23 

48.7 

Sherwin-Williams 

16.7 

25 

1005.9 

18 

777.3 

21 

1950.5 

8 

1 17.4 

0.9 

163.0 

1 

10.2 

Tennant 

7.6 

1 

4405.6 

7 

4274.4 

6 

183.9 

10 

106.5 

4.1 

19.7 

13 

38.6 

TJ  International 

2.7 

-13 

985.2 

21 

1204.4 

16 

315.0 

23 

1 16.7 

0.8 

29.8 

23 

8.9 

Tokheim  (11) 

7.9 

-8 

3248.5 

10 

3700.2 

8 

203.1 

6 

83.0 

3.9 

12.9 

-23 

61.8 

USG 

21.2 

-13 

1383.9 

14 

1249.8 

14 

2248.0 

0 

146.9 

0.9 

120.9 

-60 

17.5 

Valspar  (10) 

17.2 

1 

6862.3 

2 

6128.1 

3 

479.6 

7 

191.5 

3.6 

29.4 

-8 

58.5 

Vulcan  Materials 

4.6 

0 

734.2 

22 

752.9 

22 

1053.2 

14 

166.4 

0.4 

206.2 

15 

2.3 

Welbilt 

8.4 

51 

4257.6 

8 

2620.9 

10 

271.0 

17 

136.9 

3.1 

9.6 

-55 

88.3 

12 


lEISDHE  IIME  INDUSmiES 


INDUSTRY  COMPOSITE 

1620.6 

12 

5308.8 

3323.7 

35107.7 

19 

115.0 

4.6 

2884.1 

10 

56.2 

AFP  Imaging  (6) 

1.0 

115 

3009,1 

1  1 

2916.0 

8 

43.4 

121 

131.4 

2.3 

1.2 

17 

84.8 

Anthony  Industries 

2.2 

10 

687,5 

25 

837.6 

22 

308.4 

17 

96.4 

0.7 

16.1 

27 

13.6 

Bally  Mfg. 

14.0 

-6 

423,5 

26 

376,4 

26 

1867.3 

12 

56.5 

0.8 

66.9 

942 

20.9 

Brunswick 

71.6 

17 

2512,3 

13 

2060. 1 

13 

3282.0 

6 

1 15.2 

2.2 

316.5 

5 

22.6 

Coachmen  Industries 

3.5 

-26 

994,1 

21 

724.2 

25 

408.5 

1 1 

1 15.3 

0.9 

5.8 

NM 

60.7 

Coleco  Industries 

3.7 

-63 

10885,3 

3 

5057.3 

5 

185.2 

-63 

544.8 

2.0 

-266.6 

NM 

NEG 

Coleman 

7.0 

-3 

1  170,0 

17 

1290.0 

18 

657.9 

10 

109.7 

1.1 

43.1 

25 

16.3 

Eastman  Kodak 

1147.0 

16 

7894,0 

4 

7784.1 

3 

17034.0 

28 

1 17.2 

6.7 

2236.0 

13 

51.3 

Fleetwood  Enterprises  (4) 

10.4 

6 

990,5 

22 

876.4 

20 

1 406.0 

12 

133.9 

0.7 

76.3 

3 

13.6 

Galoob  (Lewis)  Toys 

4.4 

5 

18168,0 

1 

16702.6 

1 

140.1 

109 

574.1 

3.2 

7.2 

NM 

61.9 

Golden  Nugget 

3.7 

139 

946.2 

23 

730.9 

24 

175,0 

-10 

44.9 

2.1 

-1 1.4 

NM 

NEG 

Harley-Davidson 

8.2 

64 

1640,0 

16 

1926.3 

15 

757.4 

1 1 

151.5 

1.1 

46.0 

49 

17.8 

Harmon  Internationol  (6) 

7.0 

14 

1907,1 

14 

231 1.7 

12 

468.2 

43 

128.3 

1.5 

20.8 

38 

33.4 

Hasbro 

62.4 

-10 

7614.5 

5 

6455.5 

4 

1357.9 

1 

165.6 

4.6 

131.4 

32 

47.5 

Johnson  Worldwide  Assocs.  (9) 

4,6 

27 

3162.3 

10 

2686.5 

1 1 

247.0 

20 

169.2 

1.9 

18.8 

35 

24.6 

Keystone  Camera  Products 

0.8 

-9 

1035.1 

20 

854.6 

21 

46.5 

-8 

62.8 

1.6 

-9.1 

NM 

NEG 

Lumex 

3,9 

14 

3478,0 

8 

2842.8 

9 

79.3 

6 

71.1 

4.9 

1.1 

-48  366.2 

Mattel 

30,8 

-12 

2801.9 

12 

2013.0 

14 

990.0 

-3 

90.0 

3.1 

57.5 

NM 

53.6 

Outboard  Marine  (9) 

44,3 

10 

3429.4 

9 

3949.6 

6 

1605.1 

25 

124.4 

2.8 

122.9 

32 

36.0 

Polaroid 

149,2 

5 

12847.7 

2 

10217.9 

2 

1862.9 

6 

160.4 

8.0 

20.9 

-87  713.9 

SPI  Holdings 

1.3 

-1 

1660.3 

15 

1548.4 

16 

1 13.0 

16 

143.2 

1.2 

-56.7 

NM 

NEG 

Tonka 

26.8 

1 1 1 

6536.6 

6 

3480.6 

7 

907.7 

137 

221.4 

3.0 

3.4 

NM  788.2 

Tyco  Toys 

4.7 

89 

4426.0 

7 

2687.7 

10 

263.8 

61 

248.6 

1.8 

18.5 

89 

25.3 

United  Gaming  (6) 

0.7 

4 

1  144.8 

18 

1405.7 

17 

52.1 

31 

89.8 

1.3 

5.6 

-26 

11.8 

Wilson  Sporting  Goods 

3.7 

9 

795.4 

24 

748.0 

23 

424.1 

24 

91.3 

0.9 

8.8 

120 

41.8 

Winnebago  Industries  (8) 

3.8 

-41 

1073.4 

19 

1162.4 

19 

425.1 

5 

121.4 

0.9 

2.9 

-91 

129.5 
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"The  Audi  90  follows  the  road  like  a  bloodhound',' 
one  awed  reviewer  recently  wrote. 

True  enough.  But  while  an  Audi  adheres  to  the 
asphalt,  it  adheres  to  very  little  else.  Because  the  Audi 
80/90  Sports  Sedans  foUow  an  alternate  route. 

Look  at  the  evidence.  It's  sculpted  of  100%  zinc- 
galvanized  steel.  Uniquely  shaped  to  smooth-talk  the 
wind  out  of  resisting.  (And  quite  dashing,  we  might 
add,  under  its  painstaking  27-step  paint  process.) 

Then,  drive  the  evidence.  The  maverick  five- 
cylinder  powerplant  wiU  shatter  your  preconceptions  as  easily  as  its 
motorsport  cousins  shattered  ten  world  speed  records.  The  confidenc 
inspiring  front- wheel  drive  (a  system  pioneered  by  Audi)  embodies 


Tdl  an  Audi  Sports  Sedan  lo  hit  the  roa 
and  It  will  slick  hhe  proverbial  glue. 


The  Only  Thing 
It  ConformsTo 
IsTheRoad 


8  years  of  continuous  refinements.  And  the  available  all- wheel  Quattro 
rive  is  so  highly  evolved,  it  can  actually  improve  traction  by  100%. 

No  wonder  Car  and  Driver  concluded:  "The  driving  experience  is 
very  bit  as  polished  as  the  exterior  shape.  Sit  down,  strap  in,  and 
repare  for  a  momentous  ride." 

Prepare  for  some  rather  momentous  protection,  as  weU.  Because 
very  Audi  comes  equipped  with  the  Audi  Advantage— for  unequalled 
^curity.  Security,  in  fact,  from  delivery  to  trade-in.  (Your  dealer  will  be 
roud  to  share  the  details.) 

So  why  not  pursue  an  alternate  route?  In  an  Audi  80/90 
orts  Sedan.  And  conform  to  the  only  thing  that  matters. 

The  road  TheAltemateRoute. 


R&D  SCOREBOARD 


R&D  EXPENSES 
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MtNOFACIOHING 


INDUSTRY  COMPOSITE 


CHANGE 
FROM 
1988  1987 
$  MIL,  % 


2309.6 


PER  EMPLOYEE 


1988 
$ 


3026.3 


1988 
RANK 


AVG.  AVG. 
1984-88  1984-88 
$  RANK 


31010.3 


 SALES  

CHANGE  R&D 

FROM       PER  AS  % 

1988       1987    EMPLOYEE  OF 

$  MIL.        %      $  THOUS,  SALES 


87925.6     16     115.5  2.6 


PROFITS 


CHANGE  R&[ 
FROM     AS  ' 
1988       1987  OF 
$  MIL.        %  PROFI 


7247.9     31  31.9 


6ENERAL  MANUFACTURING 


GROUP  COMPOSITE 

1083.0 
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5  3 

1 4 

5009  4 

4 

5207  4 

4 

98  7 

1 9 

92  8 

5  4 

19  9 
1  z.o 

415 

49 

40.0 

Ladish 

Z.J 

—zz 

JCS 

J4 

979  P 
Z  /  J.O 

—  1 

1  n  1  A 

n  ft 

A  ft 

rN/v\ 

Lydall 

2.8 

4 

3393.9 

10 

2466.1 

15 

1  14.7 

16 

139.0 

2.4 

8.0 

23 

35.0 

Material  Sciences  (2) 

2.4 

61 

3156.9 

12 

2797.0 

13 

152.3 

21 

197.5 

1.6 

9.6 

22 

25.4 

Minnesota  Mining  &  Mfg. 

689.0 

10 

8319.4 

1 

6764.8 

1 

10581.0 

12 

127.8 

6.5 

1882.0 

20 

36.6 

Nibco 

1.5 

-12 

569.9 

40 

579.1 

39 

277.8 

2 

105.5 

0.5 

20.9 

179 

7.2 

Norton 

26.0 

-1 

1614.9 

28 

1782.0 

23 

1410.1 

12 

87.6 

1.8 

139.4 

43 

18.7 

Nuclear  Metals  (9) 

1.2 

75 

2027.4 

24 

1735.0 

24 

45.7 

8 

78.1 

2.6 

2.2 

NM 

55.1 

Oil-Dri  Corp.  of  America  (7) 

0.8 

3 

1500.0 

29 

1360.2 

27 

63.1 

14 

123.9 

1.2 

8.6 

7 

9.6 

Penn  Engineering  &  Mfg. 

0.7 

-5 

871.3 

37 

1130.5 

32 

66.1 

20 

85.1 

1.0 

8.9 

26 

7.6 

Quixote  (6) 

2.6 

-13 

4968.9 

5 

4872.5 

5 

55.9 

26 

108.6 

4.6 

2.7 

NM 

95.6 

Robertson  (H.  H.) 

1.9 

-5 

366.3 

42 

531.8 

40 

413.7 

32 

79.7 

0.5 

-32.0 

NM 

NEG 

Rubbermaid 

11. 6 

-2 

1460.6 

30 

141 1.3 

26 

1 193.5 

18 

149.9 

1.0 

159.5 

8 

7.3 

Sealed  Air 

7.0 

25 

2935.4 

15 

2869.4 

12 

345.6 

14 

145.8 

2.0 

41.8 

22 

16.6 

SPS  Technologies 

6.4 

6 

1070.3 

34 

1034.5 

33 

427.3 

14 

72.0 

1.5 

30.6 

24 

20.7 

Valmont  Industries 

1.6 

23 

414.9 

41 

743.5 

38 

662.7 

49 

171.9 

0.2 

26.5 

123 

6.0 

Vari^'jfiic  Systems  (7) 

1.2 

-2 

5903.8 

2 

6690.0 

2 

44.6 

69 

214.7 

2.8 

8.4 

238 

14.6 

WMS  Industries  (6) 

3.1 

-23 

2191.1 

21 

2464.0 

16 

81.3 

NA 

57.4 

3.8 

-1.8 

NA 

NEG 

Wymu.T  Gordon 

4.5 

36 

1655.2 

27 

1340.5 

29 

271.6 

-12 

100.6 

1.6 

9.8 

-64 

45.3 

MACillNE  A  ItANP  TOOLS 


GROUP  C  OMPOSITE 

184.0 

6 

1970.9 

1949.8 

9666.0 

12 

103.6 

1.9 

681.3 

19 

27.0 

Acme-Ci(;  '-*?>nd  (9) 

1.5 

-31 

578.2 

17 

535.4 

17 

176.1 

0 

70.1 

0.8 

-27.8 

NM 

negII 

Best  Loci; 

0.6 

3 

827.5 

14 

688.7 

15 

60.5 

12 

87.7 

0.9 

8.0 

-2 

7  1 

Black  &  D  .  <-<?) 

50.7 

25 

2437.9 

5 

1836.5 

8 

2280.9 

18 

109.7 

2.2 

125.7 

80 

40.3 

Brown  &  ^  Mfg. 

7.8 

-5 

3962.2 

2 

3832.6 

3 

180.5 

19 

92.2 

4.3 

4.7 

NM 

165.5 

Cincinnati  U\ 

35.3 

-1 

4216.9 

1 

3969.4 

2 

857.8 

4 

102.5 

4.1 

43.7 

NM 

80.8' 

Clark  Equipniv 

20.8 

-1 1 

2300.1 

6 

2490.0 

6 

1278.3 

21 

141.4 

1.6 

92.6 

NM 

22.5[ 

Cross  &  Treck  '  ^'i 

1 1.2 

10 

2798.0 

4 

3014.9 

4 

428.1 

1 

107.0 

2.6 

-34.1 

NM 

NEGl 

Easco  Hand  To( 

1.5 

-21 

670.5 

16 

731.6 

13 

206.8 

6 

92.5 

0.7 

16.1 

6 

9.31 

Gleason 

6.5 

9 

2064.5 

7 

1739.3 

9 

210.7 

-8 

66.6 

3.1 

-2.6 

NM 

NEG! 

Kennametal  (6) 

9.8 

-5 

1955.3 

8 

2141.2 

7 

419.9 

18 

84.1 

2.3 

41.7 

32 

23.4} 

Met-Coil  Systems 

1.8 

1 1 

2873.4 

3 

4309.0 

1 

52.0 

3 

81.3 

3.5 

2.3 

135 

80.6i 

1- 
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major  highway  with  only  two  lanes. 


Now  you  loiow  why  you  need  Micro  Channel  from  IBM. 


Picture  it. 

Rush  hour  traffic.  Two  narrow  lanes. 
All  backed  up  and  no  place  to  go. 

If  you're  lucky,  this  isn't  the  situation 
you  face  on  tht>  road  every  day.  But  it  does 
describe  what's  going  on  inside  most  persona 
computers. 

That's  why  IBM  developed  the 
Personal  System/2" With  Micro  Channel™ 
Micro  Channel  gives  the  PS/2'  nion^  "lanes" 
to  handle  the  flow  of  information.  Within 
your  system.  And  between  systems.  It's  a 
veritable  superhighway.  With  an  impressive 
combination  of  speed  and  reliability  that 
leaves  f)rdinary  computers  far  behind. 

Best  of  all,  the  IBM  Micro  Channel 
delivers  data  faster  and  makes  the  most  of 
your  expansion  card  performance,  all  with 
improved  reliability.  And  when  you're  ready 


to  add  new  cards,  including  the  latest  "intelligent  "  ones.  Micro  Channel 
gives  you  an  easy,  switchless  way  to  do  it.  More  |)roof  that  when  you're 
thinking  ahead,  you're 
thinking  IBM. 

Ask  your  IBM  Authorized 
[)ealerorIBM  marketing 
representative  about  the 
IBM  Personal  System/2  with 
Micro  Channel.  For  a  dealer 
near  you.  call  I  800IBM-24()H 
ext.  121. 

Just  make  sure  you  fasten 
your  seat  belt. 


IBM  Personal  Syslem/2  and  PS/2  are  regi 


1 10.31  Business  Machtnes  Ci^tporarion  Micro  Chann.' 


Create  a  new 
world  where 
lightweight 
plastics  can 
outf  ly  metals. 

Aerospace  designers  are  limited  by 
their  materials,  not  their  dreams. 

At  BASF;  we  looked  at  the  design 
limitations  of  metals  and  saw  the 
need  for  a  radically  new  generation 
of  materials.  The  result:  strong, 
lightweight,  carbon  fiber  reinforced 
plastics  These  Advanced  Composite 
Materials  will  enable  future  designs  to 
carry  more,  faster,  farther. 

In  one  industry  after  another,  from 
aerospace  to  automotive,  our 
broad-based  technologies  help  us 
create  new  worlds  by  seeing  in  new 
ways. 

The  Spirit  of  Innovation 


BASF 


RSD  SCOREBOARD 


R&D  EXPENSES 


CHANGE 
FROM 
1988  1987 
$  MIL.  % 


PER  EMPLOYEE 


1988 


1988 
RANK 


AVG. 
1984-88 


AVG. 
1984-88 
RANK 


 SALES 

CHANGE 
FROM  PER 
1988       1987  EMPLOYEE 
$  MIL.        %      $  THOUS. 


PROFITS 


R&D 
AS  % 

OF 
SALES 


1988 
$  MIL. 


CHANGE  R&D 
FROM     AS  % 
1987  OF 
%  PROFITS 


Raymond 

2.5 

30 

1560.6 

1 1 

2705.2 

5 

173.1 

20 

108.7 

1.4 

3.0 

66 

84.2 

Rule  Industries  (8) 

0.6 

22 

1683.4 

10 

1482.5 

1  1 

39.7 

9 

104.9 

1.6 

0.5 

-82 

119.7 

Snap-on  Tools 

13.2 

7 

1835.7 

9 

1587.6 

10 

892.6 

13 

124.0 

1.5 

182.8 

17 

7,2 

Stanley  Works 

13.3 

3 

698.1 

15 

595.1 

16 

1909.0 

8 

100.5 

0.7 

172.5 

4 

7.7 

Starrett  (I.  S.)  (6) 

2.3 

55 

903.5 

13 

716.4 

14 

169.9 

19 

60.7 

1.5 

24.8 

2 

10.2 

Vermont  American 

4.4 

16 

1112.7 

12 

984.4 

12 

330.0 

13 

83.0 

1.3 

27.3 

-15 

16.2 

SPECIAL  MACHINERY  ■ 

GROUP  COMPOSITE 

1  Ann  c 
IUUU.3 

in 

3222.9 

3953.9 

1  xo.U 

077n  1 
At  /  U.  1 

1 

OO.  1 

Allls-Chalmers 

0.4 

-82 

8625.0 

5 

3392.8 

15 

3.2 

15 

67.7 

12.7 

-2.6 

NM 

NEG 

AppllGu  iViaTGriGIS  V.  'v^ 

jy 

£ 

0  1  7  1  O  Q 

Z 

OAO  Q 

JOz.O 

1 UW 

on  c  c 

1 2.0 

66.7 

NM 

65.2 

Applied  Power  (8) 

A  7 
4./ 

1  Z 

1  0 

ZO*t  J.  z 

zu 

1  77  1 

'37 

^  ^  ^  A 

1)1.4 

0  A 
Z.O 

00  o 

1  O/l 
1  z4 

on  A 
ZV.A 

ActAf  InfiiictriAC 

2.9 

—1 9 

1 759.7 

34 

1 759.7 

30 

1  7A  A 

n 
«j 

1  uo.o 

1  A 
1  .O 

o.o 

An 
ou 

A1  A 

B-E  Holdings 

2.3 

-47 

2683.5 

2 1 

3323.9 

1 7 

138.7 

NA 

163.2 

1.6 

-17.3 

NA 

NEG 

Baldwin  Technology  (6) 

1.9 

-6 

3094.2 

16 

3626.5 

13 

95.5 

27 

1  55.0 

2.0 

1 5.3 

105 

1 2.5 

Binks  Mfg.  (11) 

2.5 

136 

1533.1 

36 

868.8 

42 

194.9 

6 

1 19.6 

1.3 

10.9 

-18 

23.0 

Briggs  &  Strotton  (6) 

10.3 

0 

1047.3 

41 

1030.7 

41 

914.1 

17 

93.0 

1.1 

43.2 

-5 

23.8 

Caterpillar 

1  oz.U 

1  A 

1  c 

1  0 

J40/  .4 

1  A 
\  4 

1  U400.U 

OA 
ZO 

1  ou.  1 

1  .  / 

0*70  n 

1 U  1 

on  "7 
ZU,/ 

CMI 

5.4 

-28 

5581.2 

11 

4070.3 

12 

89.5 

-42 

93.2 

6.0 

6.5 

299 

82.7 

Commercial  Intertech  (10) 

6.0 

16 

1506.3 

37 

1155.1 

39 

398.7 

24 

99.7 

1.5 

30.4 

58 

19.8 

Deere  (10) 

215.9 

1 

5642.2 

9 

5613.1 

7 

5364.8 

30 

140.2 

4.0 

319.6 

NM 

67.5 

Dover 

52.8 

1 5 

2586.3 

23 

2202.8 

25 

1953.8 

23 

95.7 

2.7 

224.8 

24 

23.5 

Dresser  Industries  (10) 

27.4 

-15 

892.5 

44 

1315.8 

36 

3941.7 

26 

128.4 

0.7 

193.2 

293 

14.2 

Duriron 

4.5 

10 

2052.3 

27 

1760.5 

29 

230.9 

27 

104.9 

2.0 

24.7 

126 

18.3 

Farr 

2.2 

16 

2174.4 

26 

1881.9 

28 

72.6 

12 

73.2 

3.0 

4.1 

69 

52.6 

FMC 

1 43.6 

9 

5900.3 

8 

5367.3 

8 

3286.9 

5 

135.0 

4.4 

197.8 

-6 

72.6 

Gencor  Industries 

0.6 

3 

996.6 

43 

1695.5 

33 

56.8 

37 

97.6 

1.0 

0.3 

-74 

183.0 

Genus 

7.7 

71 

NA 

NR 

NA 

NR 

55.2 

263 

NA 

14.0 

3.5 

NM 

217.5 

GEO  International  (9) 

1.5 

NM 

746.1 

45 

861.6 

43 

170.5 

58 

82.6 

0.9 

7.6 

43 

20.3 

(^niilHc  Piimnc 

5.0 

_7 

1219.5 

39 

1 219.5 

37 

454.4 

1 8 

1 10.8 

1 . 1 

34.5 

2 1 

1 4.5 

Grace 

10.9 

13 

4974.9 

13 

4223.3 

1 1 

267.9 

12 

122.3 

4.1 

21.8 

-8 

50.0 

Harnischfeger  Industries  (10) 

21.4 

34 

1847.6 

30 

1200.6 

38 

1208.6 

24 

104.2 

1.8 

60.0 

87 

35.7 

Hein-Werner 

2.3 

15 

2436.4 

24 

1918.7 

27 

1  12.1 

24 

120.8 

2.0 

5.9 

84 

38.7 

Hpliy  Tprhnnlnnw 

2.5 

1 

5593.7 

10 

5956.4 

55.2 

1 2 

123.2 

4.5 

5.6 

_3 

45.1 

Ingersoll-Rand 

104.3 

10 

3444.1 

14 

3382.8 

16 

3021.4 

14 

99.8 

3.5 

230.8 

43 

45.2 

Interlake 

8.4 

42 

1077.1 

40 

735.0 

44 

892.2 

8 

1 14.4 

0.9 

72.6 

-43 

11.6 

Ionics 

2.1 

11 

2667.5 

22 

3104.6 

18 

88.2 

18 

110.3 

2.4 

3.9 

42 

54.7 

\IG  InHiictrtpc  ^7^ 

JLV  IllUUSIIICd  \f  } 

2.9 

45 

2993.8 

1 8 

2816.2 

19 

81 .5 

36 

83.9 

3.6 

9.0 

79 

32.2 

Joy  Technologies  (2) 

3.1 

NA 

726.7 

46 

619.0 

47 

472.9 

26 

1 10.0 

0.7 

-51.6 

NM 

NEG 

Kulicke  &  Soffa  Industries  (9) 

9  0 

-1 

8029.5 

6 

9576.4 

5 

83.5 

25 

74.8 

10.7 

4.4 

NM 

204.8 

Lam  Research  (6) 

15.7 

23 

28224.0 

1 

22285.9 

1 

75.0 

1 1 1 

134.3 

21.0 

3.9 

NM 

409.1 

Lincoln  Food  Service  Products 

1.0 

_5 

2734. 1 

20 

2435.2 

22 

46.6 

0 

1 29. 1 

2. 1 

3.4 

-26 

29.2 

Materials  Research  (10) 

8.1 

-2 

11871.5 

4 

10921.8 

4 

1 16.7 

19 

170.3 

7.0 

6.1 

NM 

133.1 

Nordson  (10) 

13.8 

29 

6702.7 

7 

4854.4 

10 

245.0 

19 

1 19.4 

5.6 

48.6 

22 

28.3 

Oilgeor 

1.6 

18 

1805.7 

33 

1462.1 

34 

61.3 

8 

67.6 

2.7 

2.0 

32 

81.0 

Publishers  Equipment 

0.8 

65 

1822.9 

32 

1 720.3 

3 1 

45.6 

23 

102.2 

1 .8 

2.6 

32 

31.1 

Reece 

1.5 

1 1 

1980.0 

29 

2242.5 

23 

59.6 

5 

79.4 

2.5 

3.0 

26 

49.0 

Rexworks 

0.8 

_3 

1603  0 

35 

1 3 1 9.6 

35 

58.5 

1 2 

1  24.2 

1 .3 

—0.5 

NM 

NEG 

Shopsmith  (3) 

0.4 

-15 

1040.2 

42 

1114.7 

40 

38.7 

-1 

103.9 

1.0 

0.4 

NM 

95.8 

Silicon  Valley  Group  (9) 

7.0 

21 

18340.3 

3 

15512.7 

3 

49.0 

25 

128.2 

14.3 

6.6 

25 

105.7 

Stevens  Graphics 

2.0 

-8 

2298.8 

25 

2568.2 

21 

91.8 

45 

106.7 

2.2 

8.0 

53 

24.7 

Terex 

4.7 

61 

1845.1 

31 

659.1 

45 

343.7 

72 

135.1 

1.4 

14.3 

28 

32.8 

Timken 

36.1 

13 

1998.5 

28 

1704.7 

32 

1554.1 

26 

86.1 

2.3 

111.9 

390 

32.2 

Twin  Disc  (6) 

8.7 

17 

5475.1 

12 

5055.3 

9 

162.4 

25 

102.2 

5.4 

13.6 

179 

64.0 

Tyco  Laboratories  (5) 

5.8 

8 

481.7 

47 

642.9 

46 

1574.6 

48 

131.2 

0.4 

105.3 

37 

5.5 

VeloBind 

0.4 

-61 

1231.0 

38 

1920.6 

26 

37.0 

11 

1 17.0 

1.1 

0.4 

-26 

94.4 

Weigh-Tronix  (3) 

2.2 

305 

3020.5 

17 

2233.1 

24 

61.3 

272 

83.8 

3.6 

7.6 

193 

29.0 

TEXTILES  ^^^H 

GROUP  COMPOSITE 

42.1 

-28 

593.2 

1067.6 

6376.2 

-2 

89.8 

0.7 

44.6 

19 

94.5 

Albany  International 

12.7 

14 

2243.3 

2 

2101.0 

2 

461.2 

15 

81.5 

2.8 

55.1 

17 

23.1 

Burlington  Holdings  (9) 

9.0 

-68 

321.4 

10 

543.3 

8 

2452.1 

-12 

87.6 

0.4 

-47.1 

NM 

NEG 

Concord  Fabrics  (8) 

2.0 

1  1 

2877.7 

1 

2739.7 

1 

139.1 

1 

200.1 

1.4 

-6.6 

NM 

NEG 

Crown  Crafts  (3) 

1.0 

51 

935.5 

7 

754.9 

7 

72.2 

34 

67.4 

1.4 

9.2 

75 

10.9 
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USD  SCOREBOARD 


R&D  EXPENSES 


CHANGE 
FROM 
1988  1987 
MIL,  % 


PER  EMPLOYEE 


1988 


1988 
RANK 


AVG. 
1984-88 


AVG. 
1984-88 
RANK 


 SALES  

CHANGE  R&D 

FROM       PER  AS  % 

1988       1987    EMPLOYEE  OF 

$  MIL.        %      $  THOUS.  SALES 


PROFITS 


CHANGE  R&D 
FROM     AS  % 
1988       1987  OF 
$  MIL.        %  PROFIT 


DWG  (4) 

Fab  Industries  (11) 
Guilford  Mills  (6) 
Horizon  Industries  (9) 


1.6  4  92.5  11  123.1  11 

2.6  5  1451.1  3  1442.2  3 

5.1  24  1284.6  4  1110.5  6 

2.2  -15  1038.1  6  1372.7  4 


1097.2 
147.6 
578.3 
274.0 


2  64.4  0.1 

7  82.0  1.8 

7  145.7  0.9 

7  127.5  0.8 


18.0  327  8.8 

13.8  -15  19.0 

41.5  -5  12.3 

8.4  26  26.6 


Quaker  Fabric  (2)  1.5     14       1249.8       5     1347.9  5 

Salem  Carpet  Mills  1.5       2        525.5       8      525.1  9 

United  Merchants  &  Mfrs.  (6)  2.9     -6        439.5      9      302.5  10 


105.6  -1  85.9 
402.6  12  138.8 
646.3       0  99.4 


1.5 
0.4 
0.4 


2.1 
12.9 
-62.6 


-10 
36 
NM 


14 


METALS  S  MININB 


IS 


16 


A 


INDUSTRY  COMPOSITE 

258.4 

-2 

1935.2 

5713.4 

21869.2 

24 

163.8 

1.2 

2828.1 

169 

9.1 

AV1III!II!II|',I 
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Here's  something  that  will  help  everyone 
sleep  better.  Except  our  competition. 


At  UPS,  we  have  something  that  will  help 
assure  you  a  restful  nights  sleep  when  it  comes  to 
overnight  delivery. 

Its  guaranteed  UPS  Next  Day  Air* 

Fbr  some  time  UPS  has  been  the  only  company 
fast  and  reliable  enough  to  deliver  overnight  to 
every  single  address  coast  to  coast.  And  we  guaran- 
tee it,  or  you  don't  pay  for  it. 

What's  more,  we'll  even  guarantee  delivery  in 

•V  ■  our  current  Ne«  Day  Air  Service  Eypljnauon  and  Air  Service  Guide  tor  complcie  guaran.ee  derails 


the  morning  to  the  vast  majority  of  people  across 
the  country 

And  because  of  our  efficiency,  we're  still  able  to 
do  all  of  this  for  up  to  half  what  other  companies 
charge. 

All  of  which  is  guaranteed  to  give  our 
competition  a  restless  night's  sleep. 
And  you  a  comfortable  one. 


We  run  the  tightest  ship  in  the  shipping  business 


robots  dU  what  they  were  toU" 


Imagine  a  generation  of  robots  that  can  learn  from  their  experiences  and  make  thei 
own  decisions.  It's  happening— thanks  to  Neural  Networks  that  enable  computel 
systems  to  mimic  the  human  brain.  Engineers  at  Martin  Marietta  are  using  thesti 
computer  technologies  to  help  robots  learn.  So  that  in  years  to  come,  robots  mav 
oe  able  to  perform  intelligent  tasks  on  land,  in  space  and  under  the  sea.  At  Martir 


'IHH  M.iitin  M.inctt.i  I  i.rp.ii.iti. 


arietta,  we  apply  the  same  creative  intelligence  to  robotics  that  we  bring  to  defense, 
Bctronics,  space,  information  systems,  energy  and  materials.  Intelligence  that  is 
aking  traditional  ideas  about  robots  seem  positively  old-fashioned. 

lASTERMINDING  TOMORROWS  TECHNOLOGIES.  EI^^BEBBSSSJ 
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2794.4 

37 

2869.8 

39 

2685.7 

14 

74.6 

3,7 

15.1 

NM  666.: 

Zycad 

8,0 

9 

34752.2 

2 

31962.4 

1 

37.9 

15 

164.8 

21,1 

0.0 

-99 
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FREE  INFORMATION 
FOR  READERS  OF 

BusinessWeek 


The  advertisers  listed  here  are  making  information  available 
with  their  compliments.  For  type  of  information,  see 
categories  below.  To  obtain  information,  see  adjoining  page. 


ANNUAL  REPORTS 

1.  AMP  Incorporated 

2.  ALLTEL  Corporation 

3.  Eaton  Corporation 

4.  Parker  Hannifin  Corporation 

5.  Phillips  Petroleum  Company 

FINANCIAL  PRODUCTS 
AND  SERVICES 

6.  CIGNA  Corporation 

7.  Continental  Bank 

8.  Dow  Jones  News/Retrieval 

9.  First  National  Bank  of  Chicago 

10.  The  Racal  Corporation 

11.  Twentieth  Century  Investors, 
Inc. 

12.  Wausau  Insurance  Companies 
PRODUaS/SERVICES 

13.  AUen-Bradley 

14.  American  Gas  Association 

15.  Amoco  Chemical  Company 

16.  Astra  Jet 

17.  Audi  of  America 

18.  Borland  International:  Paradox  - 
Relational  Data  Base 
Management 

19.  Canon  Custom  Series 
Typewriters 

20.  CAST  - 


21.  Chevrolet  Fleet  Sales 

22.  Conrail 

23.  Consolidated  Freightways 

24.  Dictaphone 

25.  Dodge  Car  Division  -  Dynasty 

26.  EMC  Computer  Enhancements 

27.  Eastman  Kodak  Company 

28.  Eastman  Kodak  Copy  Products 

29.  EOSAT 

30.  Four  Seasons  Hotel 

31.  GE  Plastics 

32.  ICI 

33.  Jeep®  Cherokee  Limited 

34.  Johnson  Controls 

35.  Learning  International 

36.  Line  Service 

37.  Lummus  Crest 

38.  MSA  (The  Software  Company) 

39.  Mack  Trucks 

40.  Martin  Marietta 

41.  Mazda  Motor  of  America,  Inc. 

42.  Memorex  Telex 

43.  Meridien  Hotels 

44.  Mitsubishi  Electronics  America, 
Inc./Information  Systems 
Division 

45.  Olsten  Services 

46.  OMNIFAX/Telautograph 

47.  Oracle  Corporation 

48.  Prime  Computer,  Inc. 

49.  Seai"s  Communications 

50.  Sharp 


51.  Siemens 

52.  Systems  Center 

53.  3M  Information  Systems 

54.  Toshiba  America  Information 
Systems  -  Computer  Systems 
Division 

55.  Varco-Pruden  Metal  Buildings 

56.  Yellow  Freight  Systems,  Inc. 

AREA  DEVELOPMENT 

57.  New  York  State 
Department  of 
Economic  Development 

HIGH-TECH  INDUSTRIAL 

DEVELOPMENT 

Special  Advertising  Section 

1.  Arizona  Public  Service 

2.  City  of  Calgai-y 

3.  Coldwell  Banker 

4.  Consolidated  Edison 

5.  Duquesne  Light  Company 

6.  Government  of  Newfoundland 
&  Labrador 

7.  Ohio  Department  of  Economic 
Development 

8.  Pacific  Gas  and  Electric 
Company 

9.  State  of  North  Carolina 
Department  of  Commerce 

10.  Telecommunications  Authority 
of  Singapore 
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R&D  EXPENSES 


CHANGE 
FROM 
1988  1987 
$  MIL,  % 


PER  EMPLOYEE 


1988 


1988 
RANK 


AVG.  AVG. 
1984-88  1984-88 
$  RANK 


 SAIES  

CHANGE  R&D 

FROM       PER  AS  % 
1988       1987    EMPLOYEE  OF 

$  MIL.        %      $  THOUS.  SALES 


PROFITS 


CHANGE  R&D 
FROM     AS  % 
1988       1987  OF 
$  MIL.        %  PROFIT 


COMPUTER  TERMINALS 


GROUP  COMPOSITE 

53.3 

32 

7109.2 

9339.3 

784.9 

34 

104.7 

6.8 

20.5 

15  259.8 

Cadnetix  (6) 

8.0 

32 

15077.1 

1 

14497.2 

1  62.4 

34 

117.4 

12.8 

7.3 

-26  1 10.2 

ISC  Systems  (6) 

13.5 

-5 

7384.7 

3 

9040.9 

2  170.8 

1 

93.6 

7.9 

13.0 

4  103.6 

Televldeo  Systems  (10) 

7.7 

26 

8011.5 

2 

8119.3 

3  95.1 

-4 

99.6 

8.0 

-39.8 

NM  NEG 

Wyse  Technology  (3) 

24.2 

71 

5771.0 

4 

6079.4 

4  456.6 

68 

109.0 

5.3 

40.1 

34  60.3 

DISK  &  TAPE  DRIVES 


GROUP  COMPOSITE 

296.2 

24 

3989.0 

6878.9 

Applied  Magnetics  (9) 

22.7 

16 

2400.6 

17 

3399.3 

14 

Archive  (9) 

7.6 

33 

5478.5 

11 

6117.5 

10 

Cipher  Data  Products  (6) 

17.4 

-13 

8480.5 

7 

8124.0 

5 

CMS  Enhancements  (6) 

1.3 

168 

3717.6 

13 

3314.3 

15 

Computer  &  Communications  Tech. 

3.9 

-18 

1569.2 

20 

2036.6 

20 

Conner  Peripherals 

8.6 

144 

2869.0 

15 

2805.8 

18 

Domain  Technology  (6) 

4.0 

NA 

4529.4 

12 

4529.4 

12 

Hutchinson  Technologies  (9) 

4.6 

-25 

1608.1 

19 

2733.5 

19 

Iomega 

10.0 

24 

9042.4 

5 

6762.4 

8 

Komag 

3.5 

79 

2811.1 

16 

3255.8 

16 

Masstor  Systems 

2.7 

1 

11890.8 

2 

14865.3 

1 

Maxtor  (3) 

24.0 

90 

7240.6 

9 

5914.2 

11 

Micropolis 

28.4 

30 

8876.2 

6 

6712.0 

9 

National  Micronetics  (6) 

2.3 

26 

3325.7 

14 

4080.2 

13 

Priam  (6) 

8.7 

-18 

9149.0 

4 

131 14.7 

3 

Quantum  (3) 

12.1 

5 

23753.9 

1 

14177.0 

2 

Rexon  (9) 

7.4 

49 

6307.6 

10 

7468.8 

7 

Seagate  Technology  (6) 

50.1 

49 

1669.5 

18 

2844.5 

17 

Storage  Technology 

67.5 

12 

7940.5 

8 

7630.7 

6 

System  Industries  (7) 

9.6 

42 

10567.2 

3 

9471.9 

4 

4952.2     31       66.7  6.0 


107.4  10 

256.6  127 
61.4  NA 

113.7  46 


110.4  8.0 

55.4  6.0 

1 50. 1  6. 1 

371.1  6.4 


155.5  53 

1266.0  32 

874.0  17 

138.3  16 


133.3  4.7 

42.2  4.0 

102.8  7.7 

152.3  6.9 


244.3  NM  121.3 

27.3  50  83.1 

13.6  93  56.1 

12.7  NM  137.1 
3.3  2  39.2 


-15.7 
27.3 
4.0 
6.5 


NM  NEG 

59  31.5 

NA  99.5 

-15  70.4 


8.9 

NM  113.0 

11.8 

29  29.6 

-7.1 

NM  NEG 

18.1 

-44  132.2 

-20.1 

NM  NEG 

0.9 

NM  259.0 

0.8 

NM  1104 

-4.2 

NM  NEG 

11.5 

9  64.2 

99.0 

-47  50.6 

41,2 

68  163.6 

4.6 

-29  207.7 

PERIPHERALS  A  OTHER  DEVICES 


GROUP  COMPOSITE 


1269.0  14 


7352.1 


9377.8 


Adage  (3) 

Alloy  Computer  Products 
AM  International  (7) 
BancTec  (3) 


6.0 
3.3 
12.8 
6.7 


-21 
-8 
-2 
1 


18883.3 
11308.0 
1697.8 
7047.2 


3  13431.0  9 

15  9805.9  17 

35  1287.7  35 

25  8032.4  21 


Cherry  (2) 

Data  Switch 

Data  Translation  (11) 


6.2 
9.4 
3.7 


5 

-9 
30 


2183.2 
10731.8 
13653.0 


32  1574.8 
18  12437.0 
10  11467.9 


34 
1 1 
13 


22529.7     12     130.7  5.6 


38.1  -10 

41.1  -8 

820.7  10 

93.4  9 


120.2  15.7 

142.2  8.0 

108.9  1.6 

97.9  7.2 


194.6 
113.8 
38.7 


21 
17 

25 


68.7 
129.3 
144.3 


3.2 
8.3 
9.5 


1368.2 


4  92.7 


-28.2 
-4.1 
9.7 
7.6 


NM  NEC 
NM  NEG 
-63  131.8! 
44  88.8 


16.1 
4.7 
4.4 


179  38: 
54  201.8 
-14  83.2:1 


Dataproducts  (3) 

26.7 

19 

7508.7 

22 

6306,3 

25 

345,2 

2 

97.3 

7,7 

-11.6 

NM 

NEG 

Digital  Communications  Assocs.  (6) 

25.7 

22 

17921.8 

4 

16924,9 

3 

227.5 

25 

158.7 

11,3 

57,7 

29 

44.5 

Distributed  Logic  (10) 

3.2 

25 

8792.8 

21 

16050,9 

5 

51.2 

224 

141,5 

6.2 

-2,5 

NM 

NEG 

Dynatech  (3) 

34.4 

22 

11250.0 

16 

8230,2 

20 

367.8 

17 

120,2 

9.4 

36,4 

-15 

94.5 

EMC 

10.1 

7 

11145.1 

17 

10758,7 

14 

123.3 

-3 

135,5 

8.2 

-7,6 

NM 

NEG 

Emulex  (6) 

13.3 

5 

15435.7 

7 

12639,4 

10 

125,1 

21 

145,0 

10.6 

13,4 

130 

99.1 

Genicom 

10.6 

41 

2875.1 

31 

2014,2 

32 

291.4 

-4 

78.9 

3,6 

-1.0 

NM 

NEG 

Intergraph 

89.2 

32 

12216.2 

12 

10598,8 

15 

800.2 

25 

109.6 

11,1 

138,8 

20 

64.3 

Intermec  (3) 

5.4 

10 

7304.1 

23 

7443,1 

22 

85.2 

30 

1 15.1 

6,3 

7,5 

18 

72.3 

Key  Tronic  (6) 

7.7 

13 

3836.0 

30 

4269,7 

30 

136.0 

26 

68.0 

5,6 

-14,1 

NM 

NEG 

Lee  Data  (3) 

9.0 

67 

9365.2 

20 

5353,3 

29 

101.5 

-11 

105.6 

8,9 

-9,0 

NM 

NEG 

Microcom  (3) 

4.4 

36 

15912.4 

6 

15082,9 

6 

35.1 

40 

128.0 

12,4 

6.0 

73 

73.3 

Miltope  Group 

5.0 

-15 

6589,5 

27 

7071,9 

23 

68.3 

11 

89.9 

7,3 

2.2 

NM  223,0 

National  Computer  Systems  (1) 

5.0 

-14 

1797.9 

34 

2851.7 

31 

241.9 

16 

86.4 

2,1 

24,0 

-47 

21.0 

Network  Systems 

16.0 

20 

15169.8 

9 

13975.3 

8 

131.5 

9 

124.7 

12,2 

18,2 

-37 

88.1 

Printronix  (3) 

9.8 

-29 

5566.5 

28 

5864.1 

27 

125.1 

1 

71.1 

7,8 

1.0 

NM  971.0 

QMS  (9) 

5.8 

-1 1 

5551.4 

29 

61 18.5 

26 

186.7 

29 

177,8 

3,1 

-10.2 

NM 

NEG 

Qume  (2) 

5.1 

34 

15378,8 

8 

16595.5 

4 

106.6 

60 

323,2 

4,8 

2,7 

-33 

186,4 

Scan-Optics 

6.7 

-8 

11457,2 

14 

9058.0 

18 

47.6 

12 

81,5 

14,1 

-1,0 

NM 

NEG 

Scientific  Micro  Systems 

4.5 

15 

NA 

NR 

NA 

NR 

55.4 

-22 

NA 

8.0 

-20,3 

NM 

NEG 

Sigma  Designs  ( 1 ) 

2.2 

79 

13645,6 

1 1 

10238.3 

16 

73.0 

59 

462.2 

3.0 

13.6 

39 

15.9 

Summagraphics  (5) 

2.3 

10 

1 1957.9 

13 

1 1935.6 

12 

35.8 

26 

188,7 

6.3 

4.9 

153 

46.4 

Symbol  Technologies 

4.5 

96 

7152.5 

24 

5632.8 

28 

89.0 

96 

140,0 

5.1 

30,7 

193 

14.8 

Symbolics  (6) 

16.2 

-13 

33100,0 

2 

22546.5 

2 

81.3 

-22 

166,0 

19.9 

-45,2 

NM 

NEG 
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It  stands  for  involvement. 
It  collects  the  rewards  of  innovative  thought. 
And  this  year,  the  success  of  our  employee 
suggestion  plan  confirms  without  doubt  that  inspiration 
is  the  real  mother  of  invention.  And  reaffirms  that 

ideas  are  our  most 
valuable  resource. 

The  kind  of 
ideas  that  led  to 
the  discovery  and 
development  of  the 
first  high-density 
polyethylene  and 
polypropylene 
resins,  revolution- 
izing the  plastics 
industry  The  kind 
of  creativity  that 
unlocked  the  alkylation  code  to  generate  high-octane 
fuel.  The  kind  of  imaginative  thinking  that  gave  rise  to 
more  active  US.  patents  than  any  other  oil  company 

It  stands  for  progress.  It  collects  the  rewards  of 
efficiency  and  profitability  And  we  stand  secure  in  the 
knowledge  that  our  power  for  tomorrow  is  found  in 
the  power  of  su^estion. 

PHILLIPS  PETROLEUM  COMPANY© 


For  a  copy  of  our  annual  report,  write  to  Greg  Demck,  Phillips  Petroleum  Company,  16  A- J  Phillips  Bldg.,  Baiilesville,  OK  74004. 


R&D  EXPENSES 


SALES 


PROFITS 


CHANGE 
FROM 
1988  1987 
$  MIL.  % 


PER  EMPLOYEE 


1988 


1988 
RANK 


AVG. 
1984-88 


AVG. 
1984-88 
RANK 


CHANGE 
FROM  PER 
1988       1987  EMPLOYEE 
$  MIL.        %      $  THOUS. 


R&D 
AS  % 
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3Com  (5) 

23.4 

70 

1 7372  4 

5 

1 4472  0 

7 

25 1  9 

62 

1  ftA  0 
1  oo.y 

y  .o 

oo.y 

'59 
OZ 

AH  O 
OU.Z 

TransTechnology  (3) 

5.5 

38 

2099.2 

33 

1664.7 

33 

207.9 

-1 

79.4 

2.6 

18.9 

-6 

29.0 

Weitek 

7.6 

31 

45716.9 

1 

45716.9 

1 

35.2 

65 

212.0 

21.6 

5.5 

358 

138.0 

Western  Digital  (6) 

67.7 

71 

10288.1 

19 

8312.7 

19 

768.3 

60 

1 16.7 

8.8 

55.1 

0 

123.0 

Xerox 

794.0 

10 

7011.3 

26 

6418.9 

24 

15994.0 

9 

141.2 

5.0 

1005.0 

1 

79.0 

SOFTWARE  &  SERVICES 

GROUP  COMPOSITE 

652.6 

33 

18428.8 

16422.0 

4903.6 

38 

138.5 

13.3 

762.5 

29 

85.6 

Adobo  Systoms  (11) 

7.3 

76 

25068.7 

8 

27440.3 

4 

83.5 

1 12 

286.9 

8.7 

35.8 

112 

20.4 

Aldus 

6.0 

224 

12353.8 

24 

6958.0 

29 

79.1 

100 

161.7 

7.6 

21.3 

70 

28.3 

American  Software  (4) 

2.1 

-40 

5304.5 

29 

1 2252.6 

24 

54.2 

1 6 

134.1 

4.0 

16.7 

8 

12.9 

Ashton-Tote  ( 1 ) 

52.9 

49 

36207.5 

2 

20007.5 

1 1 

307.3 

15 

210.5 

17.2 

73.5 

-5 

72.0 

ASK  Computer  Systems  (6) 

1 1.9 

43 

1 7236.6 

1 7 

1 53 1 3.6 

1 8 

1 42.4 

45 

206.7 

8.3 

15.4 

23 

77.0 

Autodesk  ( 1 ) 

7.2 

1 14 

17405.8 

16 

1 1255.0 

25 

79.3 

51 

191.4 

9.1 

35.0 

53 

20.6 

BMC  Software  (3) 

1 1.2 

28 

42622.1 

1 

42622.1 

1 

41 .6 

48 

158.6 

26.9 

1 1.5 

78 

97.5 

Boole  &  Babbage  (9) 

4.9 

17 

14031.4 

20 

1351 1.7 

22 

56.7 

36 

161.9 

8.7 

7.7 

216 

64.0 

Borland  International  (3) 

8.7 

57 

1 

2 1 

1  4UUJ.Z 

O  1 

Z  \ 

81 .6 

1 1 4 

1 32.0 

1 0.6 

3.8 

29  225.8 

Cadence  Design  Systems 

11. 6 

45 

26882.2 

7 

27033.4 

5 

67.1 

66 

155.0 

17.3 

19.1 

128 

61.1 

Computer  Associates  Intl.  (3) 

81.5 

27 

18229.8 

14 

14736.4 

19 

709.1 

57 

158.7 

1 1.5 

170.1 

79 

47.9 

Comshare  (6) 

3.5 

13 

4430.8 

30 

5214.4 

30 

78.9 

12 

101.1 

4.4 

3.4 

-9 

102.2 

Continuum  (3) 

17.5 

—J 

z/  1  UU.o 

6 

ZOZOO./ 

/ 

60.4 

4 

yo.o 

oo  f\ 
zy.U 

4.U 

-34  432.7 

Cullinet  Software  (4) 

52.4 

5 

21066.7 

13 

18195.3 

14 

216.7 

24 

87.1 

24.2 

-65.5 

NM 

NEG 

Evans  &  Sutherland  Computer 

37.1 

21 

30263.7 

5 

19902.4 

12 

129.6 

-4 

105.8 

28.6 

0.4 

-98 

9177 

Hogan  Systems  (3) 

1 1.7 

23 

24682.1 

1 1 

28606.6 

3 

43.1 

-1 1 

90.7 

27.2 

2.4 

-75  494.9 

Informix 

7  O 

54 

7375.7 

Za 

9454.2 

28 

1 03.5 

51 

97.5 

7.6 

U.6 

-96 

1351 

Intermetrics  (2) 

0.9 

-21 

1436.4 

31 

1759,3 

32 

47.4 

-1 

78.3 

1.8 

2.5 

261 

34.9 

Keane 

0.9 

-30 

898.9 

32 

1910.3 

31 

60.0 

35 

63.2 

1.4 

4.8 

194 

17.7 

Logicon  (3) 

2.0 

23 

789.6 

33 

469.1 

33 

217.6 

7 

87.0 

0.9 

14.7 

21 

13.4 

Lotus  Development 

83.8 

44 

33534.8 

3 

24798.4 

8 

468.5 

18 

187.4 

17.9 

79.9 

-22 

105.0 

Management  Science  America 

58.9 

1 2 

24874.2 

1 0 

1 7541 .9 

1 6 

250.0 

"3 

1 05.5 

23.6 

—33.6 

NM 

NEG 

Mediagenic  (3) 

3.6 

-18 

22319.0 

12 

26999.9 

6 

45.3 

70 

277.7 

8.0 

3.8 

NM 

94.7 

MicroPro  International  (8) 

5. 1 

-13 

1  JzJ  1 .8 

22 

22  1  53.2 

9 

42.5 

3 

1 1 0.6 

1 2.0 

-3.5 

NM 

NEG 

Microsoft  (6) 

69.8 

83 

24982.5 

9 

20222.8 

10 

590.8 

71 

21 1.5 

1 1.8 

183.7 

51 

38.0 

Morino  (6) 

3.2 

-7 

11017.3 

26 

16184.5 

17 

44.7 

35 

154.8 

7.1 

13.2 

25 

24.1 

On-Line  Software  international  (5) 

13.0 

19 

16591.1 

19 

19200.0 

13 

81.9 

28 

104.3 

15.9 

0.2 

-98 

6480 

Oracle  Systems  (5) 

25.7 

158 

1 1648.4 

25 

10515.2 

27 

282.1 

1 15 

127.8 

9.1 

65.0 

133 

39.6 

Pansophic  Systems  (4) 

13.9 

18 

9672.2 

27 

1 1 1 28. 1 

26 

165.3 

44 

1 14.8 

8.4 

22.9 

-9 

60.7 

Relational  Technology  (6) 

14.7 

41 

17950.0 

15 

17950.0 

15 

87.4 

88 

106.6 

16.8 

12.4 

213 

119.0 

Software  Publishing  (9) 

1 1.8 

53 

30389.2 

4 

31253.0 

2 

73.1 

90 

188.5 

16.1 

21.3 

136 

55.3 

System  Software  Associates  (10) 

3.6 

94 

12652.6 

23 

13375.0 

23 

61.5 

99 

215.9 

5.9 

9.8 

64 

37.0 

Systems  Center 

6.5 

0 

16952.7 

18 

14189.9 

20 

51.7 

44 

135.7 

12.5 

10.3 

88 

63.0 

SYSTEMS  DESIGN  1 

GROUP  COMPOSITE 

614.6 

35 

1 1719.2 

1 0276. 1 

6659.4 

36 

125.5 

9.2 

477.9 

7  128.6 

Auto-trol  Technology  (9) 

8.2 

30 

1  1553.8 

12 

13219.9 

10 

78.2 

NA 

1 10.8 

10.4 

2.3 

NA  356.0 

Barrister  Information  Systems  (3) 

4.4 

9 

7399.7 

21 

7580.3 

22 

37.7 

13 

64. 1 

1 1.5 

0.1 

-95 

5960 

Bolt  Beranek  &  Newman  (6) 

14.7 

3 

501 1 .6 

27 

3765.6 

27 

305.2 

31 

104.4 

4.8 

27.5 

603 

53.3 

Cerner 

3.7 

NA 

13436.4 

9 

1 2768.4 

1 1 

40.9 

22 

148.8 

9.0 

5.2 

-25 

71.7 

CPT  (6) 

4.9 

-45 

6242.9 

23 

8128.3 

18 

93.3 

-8 

1  1 9.9 

5.2 

-20.5 

NM 

NEG 

Daisy  Systems  (9) 

24.8 

3 

2RR38  4 

2 

26244.8 

2 

1 1 7.4 

1 6 

1 36.5 

21.1 

6.3 

NM  396.8 

Datapoint  (7) 

19.7 

-27 

7323.8 

22 

7697  9 

20 

330.8 

6 

1 22.8 

6.0 

12.7 

NM 

155.9 

Dynamics  Research 

1.0 

22 

824. 1 

30 

960.7 

30 

92.9 

2 

77. 1 

1.1 

6.6 

3 

15.0 

Excelan 

8.6 

37 

1 83 1 4.2 

6 

1 9592. 1 

J 

oo.y 

Or 

1  TO  O 

1  o.  1 

Q  A 

35 

102.6 

General  Automation  (6) 

3.3 

63 

7484.1 

18 

5566.4 

26 

50.9 

19 

1 15.7 

6.5 

-10.8 

NM 

NEG 

Gerber  Scientific  (4) 

17.1 

3 

NA 

NR 

NA 

NR 

264.0 

18 

NA 

6.5 

46.0 

34 

37.2 

HBO 

10.1 

7 

5597.2 

25 

6935.3 

23 

187.4 

7 

103.5 

5.4 

19.0 

-10 

53.3 

Interleaf  (3) 

7.1 

27 

12672.0 

10 

14734.5 

9 

60.2 

57 

108.0 

1 1.7 

7.8 

NM 

90.3 

Iverson  Technology 

1.9 

91 

7462.7 

19 

8924.5 

16 

42.9 

-3 

168.3 

4.4 

2.2 

-67 

87.6 

Mentor  Graphics 

33.8 

40 

19785.8 

4 

18314.4 

4 

300.8 

36 

176.0 

1  1.2 

50.6 

60 

66.8 

Network  Equipment  Techs.  (3) 

9.7 

80 

1  1545.5 

13 

1 1 135.0 

13 

90.6 

91 

108.3 

10.7 

18.3 

225 

52.8 

Novell  (10) 

16.0 

61 

10103.5 

15 

8098.8 

19 

281.2 

54 

177.5 

5.7 

47.5 

33 

33.7  1 

Phoenix  Technologies  (9) 

10.2 

106 

33705.3 

1 

33705.3 

1 

44.8 

134 

148.2 

22.7 

12.7 

457 

79.9  j. 

Prime  Computer 

174.3 

59 

14070.2 

8 

1 1 194.5 

12 

1594.6 

66 

128.7 

10.9 

17.8 

-79  980.4  J. 

Recognition  Equipment  (10) 

8.5 

-27 

3140.0 

28 

3467.6 

28 

260.8 

-1 

96.3 

3.3 

-9.0 

NM 

NEG  ' 
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The  way  most  computers  are  used  is  an  insult 

to  their  intelligence. 


Your  brilliant  computer  may  be  dumber  than  you  think. 

The  sad  fact  is,  while  thousands  of  businesses  have  hooked  up  personal  computers  to  mainframes, 
the  majority  of  those  computers  are  used  as  "dumb  terminals,"  their  vast  potential  for  processing  left  untapped. 

At  MSA,  we  believe  personal  computers  were  meant  for  a  higher  purpose  than  being  dumb  terminals. 
They  were  meant  to  be  used  as  intelligent  workstations— computers  that  not  only  send  and  receive  data,  but 
manipulate  it  at  the  PC  level  as  well. 

And  that's  why  we're  proud  to  introduce  BrightView'"  applications  software. 
BrightView  unleashes  the  potential  inherent  in  personal  computers,  enabling  them  to  perform  tasks 
previously  restricted  to  the  mainframe,  thus  allowing  your  staff  to  solve  numerous  problems  less  expensively. 

What's  more,  in  compliance  with  IBM's  new  graphic  standard  known  as  Common  User  Access, 
BrightView  gives  screens  a  "friendlier,"  more  consistent  look.  Which  means  not  only  is  the  efficiency  of  your 
computers  heightened,  but  that  of  the  people  who  use  them. 

So  whatever  your  software  applications  needs,  it  might  be  wise  to  call  Robert  ^S^S«S  S 
'  Carpenter  at  404-239-2000.  In  fact,  it's  really  the  only  intelligent  thing  to  do.  5S5 


©  1989  ManogemenT  Science  Americo,  Inc  (MSA) 

MSA— The  Software  Compony  &  BrightView  are  Irodernarks  ot  Management.Science  Americo,  Inc- 


The  Software  Company' 


Parker  puts  the  worl* 


When  motion, 
flow,  and 
pressure 
must  be 
controlled 
anywhere 
the  world, 
Parker  is 
there.  The 
world 
turns  to 
Parker 
because 
of  our 
leadership 
in  applying 
world-class 
technology  to 
increase  the 
quality  and 
reduce  the  cost 

of  motion- control  components 
and  systems. 

The  theater 
that 

Step  into  the  "Tour  of  the  Universe"  in 
Toronto,  Canada,  and  enter  a  revolutionary 
new  concept  pioneered  by  Interactive 
Entertainment.  Surrounded  by  extraordinary 
film  and  sound  effects  representing  a  space 
shuttle  blast-off  and  flight,  you 
simultaneously  feel  every  movement  of  the 
flight  —  every  acceleration,  turn,  jolt,  and 
twist. 


The  same  Parker  technolo 
employed  on  advanced  flic 
simulators  is  now  part  of  i 
new  world  of  entertainmet 
excitement. 


This  unique  theater  has  been  mounted  on  a 
genuine  flight  simulator,  capable  of  all  six 
degrees  of  motion  freedom.  With  constant 
and  precise  control  from  Parker 
hydraulics,  pneumatics,  and 
electromechanical  components, 
each  passenger  can  truly  "experience" 
space  flight  with  a  spine-tingling  sense  of 
reality  never  before  possible. 


ft  motion 


trucks  use 
quality 
omponents 

tVhether  they're  manufactured  in  Kentucky 
Brazil,  Ford  trucks  are  setting  the  standard  for 
Uity  and  reliability. 

)ne  reason  for  this  is  a  new  combination  fuel- 
jr/water-  separator.  Designed  and  manufactured  ( 
Parker's  Racor  and  Brazil  Filter  divisions, 
se  filter  units  help  eliminate  fuel 
itamination  and  protect  expensive 
ine  investments. 

round  tlie  world 
I  a  day  and  a  half 

Lecently  a  Gulfstream  IV  business  jet  cut 
ninutes  off  the  around -the -world  speed 
)rd,  completing  the  airborne 
umnavigation  in  only  36  hours,  8  minutes, 
econds.  This  exceptional  aircraft  relies  on 
ker  for  its  performance,  since  14  different 
ker  products  are  used  over  30  times 
tughout  the  plane.  Parker  Bertea 
ospace  supplies  the  primary  flight 
t  trols,  utility  hydraulic  actuators,  fuel 
;m  valves,  fuel  injection  nozzles,  fuel 
ntity  measuring  systems  and  central  aural 
iiing  computers. 

nly  is  Parker  on  the  record-setting  Gulfstream  IV,  our 
icts  are  on  virtually  every  military,  commercial,  and  general 
on  aircraft,  and  space  vehicle. 


At  Parker,  we  stay  close  to  our 
customers  all  over  the  world. 
One  example:  Our  plants  in 
Brazil,  serving  the  new 
Ford  Truck  Plant. 


World-class 

financial 

performance 

As  a  $2.25  billion  worldwide  enterprise, 
Parker  is  the  largest  company  in  the  motion- 
control  industry,  with  great  growth  potential. 
Parker  has  over  400  product  lines  for  hydraulic, 
pneumatic  and  electromechanical  applications 
in  1,200  market  segments.  In  motion  control,  no 
single  competitor  presents  a  product  line  as 
broad  as  Parker's.  Our  shareholders  have  bene- 
fitted from  this  diversity  with  32  consecutive 
years  of  dividend  increases  and  156  consecutive 
quarterly  dividends. 

For  more  information  write: 
Parker  Hannifin  Corporation  (PH-NYSE) 
Dept.  BW-8.  17325  Euclid  Avenue 
Cleveland,  Ohio  44112-1290 


f  motion  and  control 


R&D  SCOREBOARD 


1/ 


18 


19 


R&D  EXPENSES 


CHANGE 
FROM 
1988  1987 
$  MIL.  % 


PER  EMPLOYEE 


1988 
$ 


1988 
RANK 


AVG 
1984-88 


AVG 
1984-88 
RANK 


 SALES  

CHANGE  RSD 

FROM       PER  AS  % 

1988       1987    EMPLOYEE  OF 

$  MIL.        %      $  THOUS,  SALES 


PROFITS 


CHANGE  R&D 
FROM     AS  % 
1988       1987  OF 
$  MIL.       %  PRORT! 


Shored  Medical  Systems 
Structural  Dynamics  Research 
Sun  Microsystems  (6) 
System  Integrators  (9) 


37.5  -1  9726.9 

8.0  36  11047.2 

139.9  101  19732.8 

6.2  -8  12394.0 


16  8644.9  17 

14  10150.5  15 

5  17153.6  5 

11  10979.7  14 


376.8  -3  97.6  10.0 

75.2  23  104.3  10.6 

1051.6  96  148.3  13.3 

65.1  11  130.2  9.5 


45.0  -40  83.5 

9.2  43  86.3 
110.7  60  126.4 

6.3  -7  98.9 


Telxon  (3) 

7.6 

19 

7796.9 

17 

7661.2 

21 

123.9 

23 

127.7 

6.1 

22.8 

-2 

33.2 

Titan 

2.3 

-27 

2059.1 

29 

2821.4 

29 

104.9 

-2 

95.4 

2.2 

-14.2 

NM 

NEG 

Triad  Systems  (9) 

8.1 

13 

5913.6 

24 

6217.8 

24 

127.4 

9 

92.5 

6.4 

13.4 

40 

60.8 

Ultimate  (4) 

5.5 

22 

7452.6 

20 

15081.8 

8 

209.2 

22 

283.4 

2.6 

21.3 

-18 

25.9 

Valid  Logic  Systems 
Vitalink  Communications  (9) 
Wicat  Systems  (3) 


9.7  1  15152.0  7  16980.9  6 
4.5  85  20368.2  3  15739.1  7 
3.5    -39       5211.2     26     5789.6  25 


108.4  63  169.9  8.9 
37.4  102  170.0  12.0 
39.2     40      57.9  9.0 


6.7  NM  144.9 
11.2  207  40.0 
-4.9    NM  NEG 


PAPER  i  mm  PHODOCIS 


INDUSTRY  COMPOSITE 

421.7 

12 

1767.8 

1441.9 

40295.4 

12 

168.9 

1.0 

4645.7 

36 

9.1 

Boise  Cascade 

9.5 

39 

478.2 

9 

356.3 

9 

4094.6 

7 

206.4 

0.2 

477.9 

50 

2.0 

Consolidated  Papers 

5.0 

8 

1122.6 

8 

1051.6 

8 

896.8 

21 

201.3 

0.6 

236.7 

44 

2.1 

James  River  Corp.  of  Virginia  (4) 

45.4 

23 

1 164.1 

7 

1093.3 

7 

5098.0 

14 

130.7 

0.9 

377  5 

6 

12.0 

Kimberly-Clark 

1 10.9 

0 

2893.4 

1 

281 1.0 

1 

5393.5 

10 

140.7 

2.1 

629.9 

1 1 

17.6 

Mead 

53.9 

18 

2566.7 

2 

1852.1 

4 

4463.9 

6 

212.6 

1.2 

582.4 

77 

9.3 

Pentair 

1.5 

NA 

172.4 

10 

264.7 

10 

823.3 

4 

94.6 

0.2 

68.3 

101 

2.2 

Scott  Paper 

64.9 

16 

2403.7 

3 

2087.1 

2 

4726.4 

15 

175.1 

1.4 

642.6 

82 

10.1 

Union  Camp 

44.1 

1 1 

2383.7 

4 

2072.9 

3 

2660.9 

13 

143.8 

1.7 

468.0 

37 

9.4 

W/estvaco  (10) 

29.1 

6 

1969.8 

5 

1693.2 

5 

2133.9 

12 

144.7 

1.4 

313.3 

29 

9.3 

Weyerhaeuser 

57.5 

23 

1223.1 

6 

1 136.6 

6 

10004.1 

13 

213.0 

0.6 

849.0 

19 

6.8 

SEIVICE  INDUSiniES 


INDUSTRY  COMPOSITE 

178.3 

4 

877.4 

1421.5 

14655.1 

13 

72.1 

1.2 

276.8 

33 

64.4 

Andol  (9) 

1.1 

-22 

2348.9 

5 

2348.9 

5 

103.9 

39 

221.0 

1.1 

-0.9 

NM 

NEG 

Aritech 

3.6 

43 

3529.6 

1 

2939.5 

4 

152.3 

29 

148.0 

2.4 

5.3 

-24 

68.1 

Borg-Warner 

32.7 

12 

465.8 

22 

793.8 

16 

2144.6 

NA 

30.6 

1.5 

0.1 

NA 

2700 

Butler  Mfg. 

2.3 

10 

616.1 

19 

986.0 

12 

645.6 

5 

173.0 

0.4 

24.7 

208 

9.3 

Calgon  Carbon 

4.4 

51 

3426.8 

2 

3784.1 

3 

226.1 

32 

174.2 

2.0 

48.4 

47 

9.2 

Combustion  Engineering 

55.9 

1 1 

1940.3 

6 

2236.6 

7 

3483.9 

15 

120.8 

1.6 

-239.2 

NM 

NEG 

Dravo 

1.7 

42 

692.2 

16 

290.6 

24 

273.6 

7 

111.4 

0.6 

16.0 

1 

10.6 

Earth  Technology  (USA)  (8) 

0.6 

-25 

1648.6 

7 

5636.8 

1 

40.8 

-6 

116.5 

1,4 

1.9 

6 

30.0 

EG&G 

20.2 

9 

808.0 

14 

742.2 

17 

1406.3 

1 1 

56.3 

1.4 

97.4 

15 

20.7  .\ 

Flow  General  (6) 

2.4 

-15 

982.7 

13 

1 134.9 

1 1 

244.0 

17 

100.2 

1.0 

6.9 

388 

34.5  3 

Foster  Wheeler 

4.0 

-35 

504.7 

21 

706.6 

18 

1053.8 

-14 

133.0 

0.4 

43.2 

428 

9-3  „ 

Gilbert  Associates 

1.8 

70 

526.9 

20 

351.4 

23 

249.9 

7 

74.4 

0.7 

16.0 

10 

11.0 

Information  Resources 

2.7 

4 

1057.6 

12 

1772.5 

8 

129.2 

23 

50.6 

2.1 

0.5 

NM 

600.0 

Lynch 

0.6 

38 

1 139.4 

11 

1 174.6 

9 

48.5 

193 

96.7 

1.2 

1.6 

159 

36.3  J, 

Market  Facts 

1.5 

-14 

1521.0 

8 

1 153.9 

10 

37.8 

1 

39.7 

3.8 

1.5 

51 

95.7 

MLX 

2.6 

NA 

1 178.3 

10 

940.2 

14 

435.4 

20 

200.1 

0.6 

4.1 

NM 

62.7 

National  Patent  Development 

7.7 

-43 

2759.6 

4 

3895.5 

2 

251.3 

10 

89.7 

3.1 

-8.6 

NM 

NEG 

Poxar 

0.7 

145 

802.2 

15 

962.5 

13 

56.2 

32 

62.1 

1.3 

2.0 

-44 

35.7 

Premier  Industrial  (5) 

2.9 

12 

674.4 

17 

687.2 

19 

528.2 

15 

122.8 

0.6 

103.5 

19 

2.8 

RPC  Energy  Services 

1.3 

26 

1235.5 

9 

806.2 

15 

107.9 

67 

99.6 

1.2 

5.5 

NM 

24.2 

Science  Applications  ( 1 ) 

6.7 

34 

652.6 

18 

506.8 

20 

863.2 

25 

83.8 

0.8 

42.3 

9 

15.9 

Thermo  Electron 

13.8 

48 

2994.8 

3 

2305.3 

6 

500.6 

31 

108.6 

2.8 

29.5 

20 

46.8 

Volt  Information  Sciences  (10) 

4.8 

-20 

294.6 

23 

483.4 

21 

467.3 

1 

28.8 

1.0 

0.3 

-97 

1601 

Wheelabrator  Technologies 

2.2 

-66 

228.1 

24 

474.2 

22 

1204.7 

20 

124.2 

0.2 

74.7 

62 

3.0 

lELEtOMMBNICAIIONS  1 

INDUSTRY  COMPOSITE 

3127.5 

6 

6281.0 

7812.9 

55276.5 

5 

111.0 

5.7 

-1119.5 

NM 

NEG 

ADC  Telecommunications  (10) 

17.4 

12 

10357.7 

9 

7660.0 

1 1 

179.9 

8 

107.1 

9.7 

24.9 

-2 

69.8 

American  Telephone  &  Telegraph 

2572.0 

5 

8455.0 

14 

7354.5 

13 

35210.0 

4 

115.7 

7.3 

-3382.0 

NM 

NEG 

BRintec 

4.4 

-1 

1 139.0 

24 

1 155.0 

24 

337.3 

15 

86.5 

1.3 

9.2 

9 

48.5 

Comdial 

2.4 

-13 

1893.2 

20 

2412.3 

21 

88.6 

2 

69.6 

2.7 

-0.6 

NM 

NEG 

Communications  Satellite 

13.9 

-9 

10796.1 

8 

10237.4 

8 

358.9 

8 

279.3 

3.9 

84.8 

NM 

16.4 
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The  difference  between  a  shattered  windshield 

and  a  shattered  life. 


November  17,  1986,  the  car  in  which 
a  Meyer  was  riding  was  in  an  acci- 
it.  Unfortunately,  she  wasn't  wearing 
•  seat  belt.  So  like  150,000  other 
tims  each  year,  her  head  hit  and 
ttered  the  windshield. 


But  unhke  many  ot  tlie  others,  lata  Their  idea  liclped  make  more  than 

suffered  no  facial  cuts  or  lacerations.  just  a  safer  windshield. . .  it  made  a 

The  difference.^  difference. 

A  new  idea  developed  by  a  group  of         And  that's  something  we  try  to  do  in 

Du  Pont  engineers.  They  beheved  that  a  everything  we  do. 

thin  layer  of  plastic  along  the  inside  of  At  Du  Pont,  we  make  the  things  that 

the  windshield  would  keep  the  razor-  make  a  difference, 
sharp,  shattered  glass  on  the  outside— 
away  from  the  occupants. 


Better  things  for  better  living. 


Over  the  years,  each  and  every  one  ol 
us  has  been  paying  a  higher  price  foi 
diesel  fuel  than  we  realize.  Because 
■  diesel  fuel,  while  costing  less  in  terms 
of  dollars  and  cents,  pollutes  more 

In  fact,  compared  to  conventiona 
leaded  and  unleaded  fuel,  the  diese 
emissions  we  breathe  carry  more  grime 
which  contributes  to  sooty  clothe; 
and  blackened  buildings 

And  while  clothes  and  buildings  cai 
always  be  cleaned,  the  less  visibk 
effects  that  occur  inside  our  bodie: 

Now  there's  a  diesel  fuel  that  helps  this  machine  run  better, 

Until  now,  the  best  alternative  to  diese 
fuel  was  cleaner-burning  methanol.  Bl 
methanol  required  a  drastic  engine 
redesign,  and  many  of  the  economi 
benefits  of  diesel  fuel  were  los 

Working  from  a  different  approacl" 
ICI  is  developing  a  way  to  modif 
the  methanol  fuel  instead  of  the  engine 
What  we're  working  on  is  calle 
Avocet'"  an  additive,  currently  bein 
tested,  that  allows  methanol  to  b 
used  in  conventional  diesel  engine: 

This  methanol/Avocet  mixture  not  on 
helps  engines  run  better,  but  since  it  burr 
far  more  cleanly  it  pollutes  less.  An 
that  should  help  our  bodies  run  bette 

Avocet  is  just  one  of  many  produc 
and  technologies  ICI  is  developing  as  pa 
of  our  ongoing  commitment  to  solvin 
world  problem 

We're  also  looking  for  ways  to  fight  wor 
hunger  through  biotechnology  research  c 
plants.  Our  health  care  efforts  are  helpir 
in  the  treatment  of  breast  cancer  ar 
other  serious  diseases.  And  we're  workir 
on  developing  new,  ozone-frienc 
fluorocarbon 

Through  continued  research  ar 
innovation,  ICI  is  developing  produc 
and  technologies  that  help  mal 
a  safer,  better  world.  And  that  shou 
help  us  all  breathe  just  a  little  bit  easii 
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PROFITS 
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RANK 
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DSC  Communicotions 

45.0 

12 

16265.3 

3 

18149.9 

2 

339.7 

28 

122.8 

13.2 

24.4 

NAA  184.7 

General  DataComm  Industries  (9) 

23.3 

-8 

9692.4 

10 

7522.1 

12 

196.2 

-5 

81.8 

1 1.9 

-18.4 

NAA  NEG 

Graphic  Scanning  (6) 
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Infotron  Systems 

11. 2 

-4 

12248.6 

6 

9689.7 

9 

94.7 

14 

103.8 

1 1.8 

4.2 

HN\  264.1 

Intellicall 

0.7 

3 

1856.0 

23 

2641.2 

20 

37.9 

88 

101.1 

1.8 

4.2 

102  16.7 

Inter-Tel 

2.5 

26 

5199.6 

18 

5484.9 

17 

62.6 

27 

130.1 

4.0 

3.0 

-17  83.5 

M/A-Com  (9) 

25.0 

2 

3882.6 

19 

3619.1 

19 

424.2 

-3 

65.8 

5.9 

30.6 

NM  81.7 

Octel  Communications  (6) 

5.6 

118 

11473.4 

7 

1 1473.4 

6 

48.0 

150 

98.4 

1  1.7 

8.8 

481  63.8 

Penril  (7) 

3.9 

-6 

9323.0 

12 

6046.1 

16 

39.0 

3 

93.4 

10.0 

2.2 

NM  174.5 

Plantronics  (6) 

10.2 

12 

7121.3 

15 

6063.3 

15 

121.0 

9 

84.9 

8.4 

17.3 

12  58.6 

Porto  Systems 

3.7 

47 

6407.9 

17 

5409.2 

18 

58.0 

15 

99.8 

6.4 

5.1 

NM  73.2 

Scientific- Atlanta  (6) 

30.0 

41 

8720.2 

13 

6755.7 

14 

508.6 

3 

147.6 

5.9 

47.9 

-1  62.8 

Telco  Systems  (8) 

5.4 

-33 

14230.2 

5 

1 1867.9 

5 

58.6 

-4 

155.1 

9.2 

-1.4 

NM  NEG 

Telematics  International 

9.9 

38 

22718.9 

1 

21380.6 

1 

54.1 

24 

124.6 

18.2 

7.3 

-29  134.6 

Tellabs 

17.6 

13 

9688.5 

1 1 

8263.6 

10 

155.4 

14 

85.4 

11.3 

17.6 

6  100.1 

TIE/communications 

14.6 

-32 

6753.6 

16 

11270.1 

7 

255.3 

2 

118.2 

5.7 

-15.0 

NM  NEG 

V  Bond  (10) 

4.8 

55 

18018.6 

2 

13166.6 

3 

36.2 

-33 

134.5 

13.4 

1.3 

-97  383.2 

ALPHABETICAL  LIST  OF  COMPANIES 


The  number  following  each  company  name  identifies  the  Scoreboard  category  under  which  it  is  listed 


A.  L.  Laboratories  10a 
Abbott  Laboratories  lOb 
Acme  Electric  7a 
Acme-Cleveland  13b 
AcLtson  10b 
Acxiom  16b 
ADAC  Laboratories  10b 
Adage  1 61 
Adams-Russell  7b 
Adaptec  7«l 
ADC  Telecomms,  19 
Adobe  Systems  1  6q 
Advanced  Micro  7d 
AFP  Imaging  12 
Agway  8 

Air  Products  &  Chemicals  3 
Albony  Internationol  13d 
Alcoa  14a 
Aldus  I69 

Allegheny  International  5a 
Allegheny  Ludlum  14b 
Alliant  Computer  1  6c 
Allied  Research  13a 
Allied-Signal  4 
Allis-Cholmers  13c 
Alloy  Computer  1  6f 
Alpha  Industries  7d 
Alpho  Microsystems  1  6c 
Altera  7d 

Altos  Computer  1  6c 
Alza  lOa 

AM  International  1  6f 
Amdahl  16c 
American  Brands  5c 
American  Crystal  Siigar  8 
American  Cyanamid  3 
American  Filtrono  13a 
Americor^  Home  Prds.  10a 
American  Maize  8 
Americon  Petrof-mo  9a 
American  Software  1 69 
American  StondarH  |  1 
Ameron  1  1 
Ametek  7a 
Amgen  lOo 
Amoco  9a 
AMP  7d 

Analog  Devices  7d 
Analogic  7c 
Andal  18 


Andersen  Group  10b 
Andrew  7b 
Anthony  Industries  12 
Apollo  Computer  16c 
Apple  Computer  1 6c 
Applied  Biosystems  7c 
Applied  Magnetics  16e 
Applied  Materials  13c 
Applied  Power  13c 
Archer  Daniels  Midland  8 
Archive  16e 
Arco  Chemical  3 
Aristech  Chemical  3 
Antech  18 
ARIX  16c 
Armco  14b 

Armstrong  World  Inds.  5a 
Artro  Group  13a 
Ashland  Oil  9a 
AshtonTate  1  6g 
ASK  Computer  1  6g 
AST  Research  16c 
Astec  Industries  13c 
AT&T  19 
Atari  1  6c 

Atlontic  Richfpeld  9a 
Augat  7d 

Auto-trol  Technology  16h 
Autoclave  Engineers  7e 
Autodesk  16g 
Automatic  Dato  16b 
Avontek  7d 

Avery  International  13a 
Avon  Products  5b 
AVX  7d 
Aydin  7b 


Badger  Meter  7c 
Baker  Hughes  9b 
Baldor  Electric  7o 
Baldwin  Technology  13c 
Ball  6 

Bally  Mfg.  12 
Banc  Tec  16f 
Bandog  2c 
Bord  (C,  P.)  10b 
Baroid  3 

Borr  Laboratories  10a 
Bcrrister  Information  16h 
Borry  (R.  G.)  5c 


Barry  Wright  1  6a 
Base  Ten  Systems  7b 
Bausch  &  Lomb  lOb 
Baxter  International  10b 
B-E  Holdings  13c 
Beatrice  8 

Becton,  Dickinson  10b 

Bell  &  Howell  16a 

Semis  6 

Best  Lock  13b 

Betz  Laboratories  3 

Bic  13a 

Binks  Mfg.  13c 

Bio-Rad  Laboratories  7c 

Biocraft  Laboratories  10a 

Biomet  10b 

Black  &  Decker  13b 

Block  Drug  5b 

Blount  1  1 

BMC  Software  I69 
Boeing  I 

Boise  Cascade  17 

Bolor  Pharmaceuticol  lOa 

Bolt  Beranek  16h 

Boole  &  Bobbage  1  69 

Borden  8 

Borg  Warner  18 

Borland  Internotionol  1  69 

Bowmor  Instrument  7c 

Brady  (W  H.)  13a 

Briggs  &  Liratton  13c 

BRintec  19 

Bristol-Myers  lOb 

Brown  &  Sharpe  Mfg  13b 

Brunswick  12 

Brush  Wellman  14c 

Burlington  Holdings  13d 

Burr-Brown  7d 

Butler  Mfg.  18 


C-Cor  Electronics  7b 
Cobot  3 

Cadence  Design  I69 
Codnetix  1  6d 

Calgon  Carbon  18 
California  Microwave  7b 
Calumet  Industries  9a 
Cambrex  3 

Cameron  Iron  Works  9b 
Campbell  Soup  8 
Carlisle  2c 
Carpenter  Tech-  14b 
Carter-Wallace  10a 


Caterpillar  13c 
CBI  Industries  9b 
Centocor  10a 
Central  Sprinkler  13a 
Cerner  16h 
Cetus  10a 
Champion  Parts  2b 
Champion  Spark  Plug  2b 
Chorter  Power  Systems  7a 
Chottem  5b 
Checkpoint  Systems  7b 
Chemed  5b 
Cherry  I  6ff 
Chevron  9a 

Chips  &  Technologies  7d 
Chrysler  2a 
Church  &  Dwight  5b 
Chyron  7b 

Cincinnati  Microwave  7b 
Cincinnati  Milacron  13b 
Cipher  Data  Products  1  6e 
Circon  10b 

Clairson  International  13a 
Clarcor  6 

Clark  Equipment  13b 
Clorox  5b 
CMt  13c 

CMS  Enhancements  16e 
Coachmen  Industries  12 
Cobe  Loborotories  10b 
Coherent  7c 
Coleco  12 
Coleman  12 
Colgate-Polmolive  5b 
Colt  Industnes  4 
Combustion  Eng  18 
Comdiol  19 

Commercial  Intertech  13c 
Communs.  Satellite  19 
Comnet  10b 
Compaq  Computer  1  6c 
CompuChem  10b 
CompuDyne  7b 
Computer  &  Comm.  1  6e 
Computer  Associates  1  69 
Computer  Language  16b 
Computer  Products  7a 
Comshare  1  69 
Concept  10b 
Concord  Fobrics  13d 
Concurrent  Computer  16c 
Conner  Peripherols  16e 


Consolidated  Popers  17 

Continuum  I69 

Control  Dote  16c 

Convex  Computer  16c 

Cooper  10b 

Cooper  Tire  &  Rubber  2c 

Coors  (Adolph)  5c 

Cordis  10b 

Corning  13a 

CPC  International  8 

CPT  16h 

Crone  13a 

Cray  Research  1  6c 

Crompton  &  Knowles  3 

Cross  &  Trecker  13b 

Crown  Crafts  13d 

CTS  7d 

Cubic  7b 

Cullinet  Softwore  I69 
Cummins  Engine  2b 
Curtiss  Wright  1 
CyCare  Systems  16b 
Cypress  Semiconductor  7d 


Dohlberg  lOb 
Daisy  Systems  16h 
Dollas  13a 

Dallas  Semiconductor  7d 
Damon  10b 
Dana  2b 
Danaher  2b 
Daniel  Industries  7c 
Data  Design  Labs.  7d 
Data  General  16c 
Dota  I/O  7c 
Data  Switch  16ff 
Doto  Tronslotion  1  6f 
Datupoint  1  6h 
Dataproducts  161 
Datoscope  10b 
Davox  19 
DBA  Systems  7b 
De  Soto  1  1 

De  Tomoso  Industries  2a 
Deere  13c 
Dekalb  Genetics  8 
Del  Laboratories  5b 
Dell  Computer  16c 
Dennison  Mfg  16a 
Detrex  3 


Dexter  3 

Diagnostic  Products  IO0 
Diagnostic/Retrieval  7b 
Dicsonics  10b 
Diebold  16a 
Oigicon  9b 
Digitol  Communs.  16f 
Digital  Equipment  16c 
Digital  Microwave  7b 
Dionex  7c 

Distributed  Logic  1  6f 
Domain  Technology  16e 
Donaldson  2b 
Donnelly  13a 
Dotronix  7d 
Dover  13c 
Dow  Chemical  3 
Dravo  1 8 

Dresser  Industries  13c 
DSC  Communications  19 
DST  Systems  15 
Du  Pont  3 
Duriron  13c 

DWG  13d 

Dyotron  1  6b 
Dynamics  Corp  5a 
Dynamics  Research  1  6h 
Dynoscon  7b 
Dynalech  16f 


E-Z  Em  10a 

Eagle-Picher  Industries  2b 
Earth  Technology  (USA)  18 
Easco  Hand  Tools  13b 
Eastman  Kodak  12 
Eaton  2b 

ECC  International  7b 

Echlin  2b 

Ecolob  5b 

EDO  7b 

EG&G  18 

EIco  Industries  13a 

Eldec  7d 

Eldon  Industries  13a 
Electro  Scientific  7b 
Electro-Nucleonics  7c 
Electromog.  Sciences  7d 
Electronic  Associotes  1  6c 
EMC  161 
Emerson  Electric  7a 
Emhart  13a 


Emulex  16f 
Engelhard  3 

Envirodyne  Industries  13a 
Epsilon  Data  Mgmt  16b 
Equion  2b 
Essef  13a 

Esselte  Business  16a 
Esterline  7c 
Ethyl  3 

Evans  &  Sutherland  I69 
Everex  Systems  16c 
Exar  7d 

Excel  Industries  2b 
Excelan  16h 
Exxon  9a 


Fab  industries  13d 
Faberge  5b 
Fairchild  Industries  1 
Farley  5c 

Farmland  Industries  8 
Farr  13c 
Fedders  5a 
Ferro  3 

Fiber  Industries  3 

Fibronics  Intl.  16a 

Figgie  International  4 

FileNet  16a 

Filtertek  2b 

Finnigon  7c 

First  Brands  13a 

First  Mississippi  3 

Fischer  &  Porter  7c 

Fiserv  1  5  j 

Fisher  Scientific  Group  10b 

Fleetwood  Enterprises  12 

Flexsteel  industries  5a 

Floating  Point  1  6c 

Flow  General  18 

Fluke  (John)  Mfg.  7c 

Fluorocarbon  13a 

FMC  13c 

Fonar  10b 

Ford  Motor  2a 

Forest  Laboratories  10a 

Formica  1  1 

Foster  Wheeler  18 

Foxboro  7c 

Franklin  Computer  16a 
Franklin  Electric  7a 
Fruehauf  2b 

Continued  on  page  232 
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What  a  promotion  should  be. 

A  luxury  car  should  be  a  rewarding  move  up— die  automotive 
equivalent  of  receiving  the  ultimate  promotion.  Choosing  a 
Continental  from  Lincoln  means  moving  up  to  one  of  the  most 
advanced  luxury  cars  in  the  world  With  sophisticated  suspension, 
steering  and  braking  systems.  And  a  standard  air-bag  supplemental 
restiaint  system  for  both  the  driver  md  right  front  passenger 
To  learn  more,  call  1  800  822-9292.  Or  visit  a  Lincoln  dealer 
for  a  test  drive.  You'll  find  that  becoming  a  CEO  isn't  necessary  to 
own  the  Lincoln  Continental,  though  driving  it  may  very  well 
make  you  feel  like  one. 

Lincoln.  What  a  luxury  car  should  be. 


)LN  MERCUfiV  DIVISKDN 


FOR  AD  RATES 
AND  INFORMATION 
PHONE: 
(312)  337-3090 
OR  WRITE: 


mmBU5INCS5i%WEEK 

MARKirrLm 


BUSINESS  WEEK 
MARKET-PLACE 
100  EAST  OHIO  STREET 
SUITE  632 
CHICAGO,  IL  6061 1 


Executive  Gifts/Merchandise 


LOOK! 

EXECUFOLD^" 
Desktop  Folder 


Simply  drop  in  a  letter.  13  sheets  stapled  or 
unstapled  h(  a  perfect  (old  everytime 

List  $279  00  —  30  Day  Money  Back  Guarantee 
^^^^  Machine^fo^uan^^, 

?0506  EAST  VALLEY  BLVD  WALNUT  CA  9 1 769 

Call:  800-255-3713  -^S" 

Fof  Your  Nearest  Dealer 


Yachts/Boats 


Our  1 0  year  track  record  has  introduced 
thousands  to  the  fastest  growing  fitness 
sport  of  the  80's.  with  seven  models  to 
choose  from  Call  or  wnle  today  for  free 
brochure  and  nearest  dealer 

LITTLE  RIVER  MARINE  CO. 
P  O  BOX  9Se-BW    Gslneavllle.  FL  32602 
800-247-4591  904-378-5025 


Consulting/Marketing 
 Services  

Marketing  Research.  Quick,  custom  mar- 
ket research  (including  distributor/user  in 
terviews)  tor  new  products,  positioning, 
due  diligence  The  Marketing  Audit.  1524 
Pine,  Philadelphia,  PA  19102  Tel  (215)545 
6620,  Fax  (215)545-0888 

Computers/Office  Equipment 


FAX  HOTLINE 

Next  Day  Delivery  Anywhere  In  U.S. 


MURAJA 

M1200 

Mteoo 

RICOH 


PANAfAX  SHARP 
J599  iPanasomc)      FO  220 
150        $919  FO  300 
155        M89  F0  420 


S699 


fAXlOE 
fAX20E 
PAX35E 
FAX60E 
FAX70E 


$739 
$959 
$1159 
$899 

$1019  120w;Aris  S929  UX-350  $1159 


RF800S>i«:/a/S659  250       $1349  UX  18 


$1299  260  $1479  „cu/o/i 
t-)549  TOSHIBA 
$1649  CANON  30100  $869 

$2195  FAX8  $669  BOO  $979 
Call  tor  Prices  FAX20  $899  3700  $1239 
on  15.25,65,75    FAX25  $1469 

All  Models  Brand  New,  Factory  Fresh 
w/  Full  Manufacturer  s  Warranty 

?h%\TlT(718)821-2121 
kenco  electronics 

57  18  FLUSHING  AVE    IvIASPETH  Ny  1 1378 


NOBODY  DOES  FAX  BETTER.  DiscounI 
prices,  full  service  and  training  on  the  fop 
lines  of  facsimile  machines  Sharp,  Ivlurafa, 
and  Ricoh  Call  us  before  you  pay  more  and 
receive  less  from  somewtiere  else  Call  toll 
free  1  800  342  3299,  FAX  OF  AfylERICA, 
America  s  low  price  fax  distributor 


mrmpRYmflC 


NDUSTRIESINC 


Our  1 3th  Year  of  DISC  Ot  NTS 
Computers  and  Cellular  Phones 
Freight  Prepaid — Save  Tax 
Toll  f  ree  800-231-3680 


lANDY-rMw/haek 


22511  Kaiy  Fwy  .  Kaiy  IHouiionI  TX  77450 
I-7I3-392  0747  Fax  (713)  574.4567 


100%  Cotton/Your  Logo!— 

Better  Than  Lacoste  or  Ralph  Lauren! 

Our  great  quality,  unconditionally-guaranteed-polo  shirts  are  100%  cotton.  American 
Made,  and  custom  embroidered  with  your  logo  or  design.  Minimum  order  just  six  shirts. 
Fur  a  price  hst,  brochure  and  informdtnin  about  our  other  great  products  call; 

1-800-274-4787 
The  Queensboro  Shirt  Company 

Dept  BW.5,  119  N  llth  St.,  Grecnpuint,  NY  II2I1 


Leasing  Guide 


Get  More  Office  For  Your  Money. 

t^oving,  expanding,  remodeling'  I\/loney 
saving  secrets  of  America's  most  success- 
ful office  tenants  385  page  course,  binder 
w/  labs,  30  day  moneyback  guarantee  $89 
VISA/MC  To  order,  call  Bolide,  Inc  @  1- 
800-4334792 

Financial  Services 

BIG-NAME  STOCKS 
TO  UNLOAD  NOW: 

My  new  Peiiormance  | 
Ratings  of  all  NYSE 
stocks  show  200  ex- 
tremely vulnerable 
stocks  (rated  8  or  9) 
—  including  some  very  j 
famous  names  - 
which  I  believe  could  : 
"take  a  bath."  I'll  rush 
you  the  Performance 
Ratings  ($39  value)  as  a  bonus  with 
your  subscription  to  The  Zweig  Fore- 
cast Time  is  crucial 

Three-Month  Trial  $50.  One  Year 
$245.  Visa  or  MC  1-800-633-2252 
Ext  9024. 

THE  ZWEIG  FORECAST 

P.O.  Box  360,  Bellmore,  N.Y.  11710 


MARTIN  ZWEIG 


ALL  DISCOUNT  BROKERS 
ARE  NOT  ALIKE! 

Muriel  Sieberf  tailors  rates  to  your  needs 
Example  1000  shrs  @  St,  2000  to  4999 
shrs  @  4«,  5000-1-  shrs  @  3«,  OTC  3« 
5000-1-  2<t,  $50  mm  Trade  with  the  dis- 
count professionals  —  fyluriel  Sieberf  &  Co 
Inc  ,  444  Madison  Ave  .  NY,  NY  10022 
1-718  SIE  BERT  1 -800-USA  071 1  fvlember 
NYSE  1967,  SIPC  BW 


HARD  TO  BORROW? 

No  Credit  Check 
Guarantees  Provided 


We  do  not  make  loans 
Minimum  $100,000 
5-20  years 
The  Funding  Assistance  Corp. 
U.S.A.  (212)  755-9400 
Fax  (212)  755-7339 


AHention  Homeowners: 
Save  Thousands  of  Dollars  without  reli 
nancing  your  home  or  paying  costly  loan 
fees  Step  by-Step  instructions  leach  you 
how  to  greatly  reduce  your  interest  bur 
den,  accelerate  your  equity  build  up,  cut 
years  off  your  mortgage,  eliminate  Pl^l  Call 
1800-627  0971  or  send  $39  00  to  IVIort- 
gage  Awareness,  Box  2815,  Orange,  CA 
92669  (In  CA,  add  $2  34  sales  tax) 


Joint  Venture  Opportunity 


Joint  Venture 
Partner  Sought 

We  are  a  publicly-owned 
corporation,  47  years  old. 

We  have  developed  a  new 
product  to  reduce  snoring.  A 
medical  paper  published  in  a 
reputable  journal  recorded  the 
effectiveness  of  this  product. 

Since  almost  one  out  of 
two  persons  snore,  the  poten- 
tial market  for  "Sonarite*" 
could  be  enormous. 

However,  the  total  protect, 
including  marketing,  is  too 
large  for  us  to  undertake 
alone  For  this  reason,  we  are 
seeking  a  well-established, 
financially  strong  partner  to 
join  us  in  this  potentially  very 
profitable  venture.  Serious 
principals  only.  Call  or  write: 
'  Trademark 

United-Guardian,  Inc. 

P.O.  Box  2500 
Smithtown,  New  York  11787 
Tel:  (516)  273  0900 


Steel  Buildings 


WHOLESALE 

Steel  Buildings,  Inc. 
1-800-462-9992 


30  X  50  $3,995* 

40  X  60  $6,995* 

50  X  75  $8,995* 

60  X  100   $13,695* 

Now  you  can  purchase  your  Steel 
Building  at  Wtiolesale  Prices  and  Save 
Ttiousands  of  Dollars.  Complete 
Building  includes  All  Steel  frames, 
purlins,  girts  &  tiardware.  (No  Wood 
Required).  iMBMA)  Engr.  Approved.  Any 
Style,  Size  oi  Color  Labor  Available  Call 
toll-tree  or  FAX  716-632-2323 
-FOB  &  Cost  based  on  LL/WL 


Cedar  &  Redwood 


Cedar  And  Redwood  —  Any  Quant 
Any  Pattern,  Any  Grade,  Delivered  Al 
where,  Selling  To  Contractors  And  Hor 
owners  Across  The  U  S  We  Specialize 
Clear  Grades  And  Hard  To  Find  Patter 
American  Cedar  &  Redwood  1-8 
325-9991 

'I 
( 

I 


Mergers/Acquisitions 


Merger,  Sale,  Loan  Analysis?  Vi 

Source  Financial  Support  Software 
value  any  business,  explore  financing 
tions,  provide  a  framework  for  negofiatio 
and  automatically  generate  formal  App 
sal,  Lending,  or  Merger  reports  Call  a 
see  how  ValuSource  Software  can  solve 
youi  financial  analysis  needs  todayl 
1-800-825  8763 


Business  Services 


Far  East  —  negotiations  in  the  Orient  s 
standsfilP  We  break  down  cultural.  \. 
guage  and  bureaucratic  barriers  Conta 
A|a  Consultants,  Inc  516-767-2560 
51 6-767  2561 ,  Telex  254982  AJA  UR 


You'll  Sell  More  with  professional  t 
chures,  mailings,  ads,  reports,  logos 
porate  identity,  etc  Best  value  in  fvtant 
tan  Word- Wise  Advertising  —  (212)  2 
0124 


IT  PAYS  TO  ADVERTISE 

IN  THE  BUSINESS  WEEK 

MARKET-PLACE 

The  Business  Week  Market-Place  Section  is  a 
special  advertising  feature  appearing  in  the  first 
issue  of  each  month.  The  Market-Place  provides 
an  ideal  Showcase'  for  advertisers  who  have 
products  or  services  that  appeal  to  Business 
Week's  more  than  6.2  million  responsive  readers. 

For  rates  and  information  mail  the  coupon  below, 
or  call  Louisa  Lamperis  (312)  337-3090 


MAIL  COUPON  TODAY 


DO 


BUSINESS  WEEK  MARKET-PLACE 
100  East  Ohio  St. .Suite  632 
Chicago,  IL  60611 

Name  

Company  

Address  

City  


State . 


Zip. 


FOR  AD  RATES 
AND  INFORMATION 
PHONE: 
(312)  337-3090 
OR  WRITE: 


mmBusiNESsnwmi 

mAmrm 


BUSINESS  WEEK 
MARKET-PLACE 
100  EAST  OHIO  STREET 
SUITE  632 
CHICAGO,  IL6061 1 


Business  Opportunities 


Your  Money  Rolls  In  With  Our 
Food  Carts  And  Trucks 

LOW  STARTUP  COSTS,  HIGH  EARNINGS. 
HOT  FOOD.  HOT  DOG,  AND  ICE  CREAM 
CARTS,  TRAILERS  &  TRUCKS  AVAILABLE. 

Westrock  Vending  Vehicles  Corp. 

1565Fitth  Industrial  Court  •  Sayshore,  NY  117U6 
800-831-3166 •  NY  516-666-5252 


RESIDENTS 

ifl' 

:oiv/ii 

OU    FIND  IT 

fE'LL  BUY  IT 
OU   RUN  IT 

)  RESUME  AND  LETTER  TO  CHAIRMAN 
I  EXECUTIVE  DR.  ELGIN,  IL  60123 


Tporate  Delaware  Law  Offices. 
TTINGTON  &  AULGUR  $225  Com- 
:  Free  Info  Call  Or  Write  P.O.  Box 
),  Wilm..  DE  19808  —  1- 
441-9459. 


)  00  Business  &  Investment  Op- 
f  jnities.  For  Sale  By  Owners  No  com- 

lons  Business  Owners  MLS  Call  toll 

1-800-327-9630 


h^ew  1989  Franchise  Annual  Direc- 

Fully  describes  4185  franctiisors  In- 
=s  Handbook  Section  concerning  what 
jtiould  know  before  entering  Franctiise 
ement  390  pages  $26  95  -I-  $3  00  1  st 
;  postage  Money-back  guarantee 
I  FRANCHISE  NEWS,  728  B  Center 
;t,  Lewiston.  New  York  14092  20th 


IVIailing  Lists 


Mailing  List  Ideas,  25  Years  Expen 
Business  Lists,  Consumers,  Ce- 
lts, Opportunity  Seekers,  Financial 
Telemarketing  Lists   Bob  Burnett 
■876-LIST 


Own  a  business 
that  succeeds  in 
building  self-worth. 

Invest  in  a  Sylvan  Ledrimig 
Center  and  watch  your  worth  grow 
a]ong  with  the  self-worth  and  con- 
fidence of  your  customers.  As  the 
leader  in  today's  suppieniental  edu- 
cation business,  we've  grown  over 
400%  since  1985.  Now  almost  500 
centers  nationwide  provide  service 
to  over  a  quarter  million  students. 
As  part  of  the  Sylvan  team,  you'll 
receive  complete  setup,  trairung. 
marketing,  and  maiidgement  sup- 

port.  We  Sylvan 
f  0^  Learning 


Center. 


can  even 
help  with 
financing. 


Contact  Charlotte  bentley  or  Angu  Cowan/ 
l-8V0-284-H^14  after  8 :30a.m.  CST.  /;!40U 
Presidents  Dr /Montgomery.  AL  36116 


Newsletters 


Advanced  Construction  Materials  Tech- 
nology monthly  newsletter  examines  alter- 
native materials  lor  architecture,  construc- 
tion $90/year,  (Visa/MC)  PO  Box  1123. 
Aurora,  OH  44202  (216)  562-7864 


Inventories  Purchased 


t>->  I  J  :  ' 


REDUCE  YOUR  INVENTORY 
FOR  CASH  NOW! 

We  Buy  •  Integrated  Circuits  •  Semiconductors 
•  Discrete  Components  •  Electromechanical  Equip. 
•  Computer  Parts  &  Peripherals 
•  Sub  Assemblies  to  Finished  Goods 

NO  RISK! 

For  a  spot  quote  or  further  information, 
I  Call:  (201)  941-5000,  or  just  Fax  your  list:  (201)  939-8918 

Attention:  Allan  Berkun 

AMERICAN  SURPLUS  TRADING 

815  Fairview  Avenue,  P.O.  Box  220,  Fairview,  NJ  07022 


Wine  Cellars 


We  Will  Not  Be  Undersold-Call  us  First! 

WINECELLARS-  USA 

Most  Units  Shipped  From  Stock! 
Single  Temp  Models      Retail  Your  Cost 
440  Bottle  Capacity  $  2495       $  1695 

700  Bottle  Capacity  3495  1995 

250  Bottle  Capacity  1795  1395 

296  Bottle  Credenza  2495  1695 

Dual  Temp  Models  Retail  Your  Cost 
600  Bottle  Capacity  $  4995       $  3495 

8«U  Bottle  Capacity  4495  2995 

14UU  Bottle  Capacity^  door    6500  3795 
Visa/MC/AmEt/Discover 


Model  700 


Custom  Cellars  &  Racking  Systems  -  Call  For  Catalog 

134  W  131ST  St.  Los  Angeles  •  800/777A'INO  (777-8466)  or  in  CA  213/719-9500 


Corporate  Gifts 


EMBROIDERED 
CAP  SALE 

FROlVI 
$395 


Corporate 
Choicd' 

America's  top  companies  can't  atlord 
to  look  second-rate  That's  why  they 
choose  our  distinctive  corporate  image 
products  American  made  caps,  shirts, 
lackets  and  more  and  now  finely 
crafted  gift  items,  too  each  with  your 
name,  logo  or  custom  design  Discover 
the  quality  difference 


YOUR 
IMPRlWl 
HERE 


CALL  FOR  FREE  CATALOG 
800-792-2277 
IN  CA  800-826-8585 

—  ''*riL.Ll"  POINT  EDEN  WAY 

T^HtSj^Jr*"  HAYWARD,  CA  94545 
**«/P(iii»o*       FAX  (415)  786-1111 


Travel/Resorts/Hotels 


TRAVELLING  ABROAD?? 


Learn  to  use  foreign  phones  wittiout 
needing  a  foreign  language,  pay- 
phones  without  needing  coins  and 
hotel  phones  without  having  to  pay 
long  distance  surcharges 

Write  tor  a  tree  pamphlet 

"US  Phone  Services  Overseas  - 
Calling  Home  from  Abroad" 

Credit  Card  Calling  Systems,  Inc 
Suite  2411,  67  Wall  St.,  New  York 
NY  10005 


.G)RPORATE 
TiES 

(150  PC.  minimum) 

Gain  recognition  from 
neckties  customized 
with  company  logo. 

Free  literature  upon  request 


Barnard  Maine  itd. 

35  Mead  Ave.  •  Cos  Cob 
CT  06807  •  I  .S.A. 
Dept.  BW  (203)  869  3006 


Foreign  Language 


speak  Spanish,  French,  or  German  with 
Accelerated  Learning.  Our  revolutionary 
method  is  seven  times  faster  than  the  State 
Dept  programi  Call  1-800-822-4470  24hrs 
for  tree  brochure 


Cigars 


Finck  Cigar  Co. 

All  Tobacco  Cigars 

Since  1893 

FOR  A 

Free 

Brochure 

Call  Toll  Free 

1-800-292-4427 

or  write 

P.O.  Box  7302 

San  Antonio,  TX 

78207-0302 

R&D  SCOREBOARD 


ALPHABETICAL  LISt  OF  COMPANIES 


The  number  following  each  company  name  identifies  the  Scoreboard  category  under  which  it  is  listed 


Continued  from  page  228 

Fuller  (H.  B  )  3 


□ 


GAF3 

Galileo  Electro-Optics  7c 
Galocb  (Lewis)  To/s  12 
Gelman  Sciences  7c 
Gencor  Industries  13c 
GenCorp  1 
Genentech  10a 
General  Automation  16h 
General  Binding  16a 
General  DataCofnm  19 
General  Dynamics  1 
General  Electric  4 
General  Instrument  7b 
General  Mills  8 
General  Motors  2a 
General  Signal  7c 
Genicom  I6f 
Genlyte  Group  7a 
GenRod  7< 
Genus  13c 

GEO  Internationol  13c 
Gerber  Scientific  1  6h 
Gilbert  Associates  18 
Gillette  5b 
Gleason  13b 
GM  Hughes  Electronics  7b 
Golden  Nugget  12 
Goodrich  (B.  F.)3 
Goodyear  Tire  &  Rubber  2c 
Goulds  Pumps  13c 
Groce  [W.  R.)  3 
Groco  13c 
Gradco  Systems  16a 
Graphic  Scanning  19 
Great  American  Mgmt  3 
Great  Lakes  Chemical  3 
Green  (A,  P.)  Industries  1  1 
Grow  Group  3 
Grumman  1 
GTE  19 
GTech  1 6b 

Guardsman  Products  1  1 
Guilford  Mills  13d 


□ 


Hoch  7c 

Halliburton  9b 

Harley-Dovidson  12 

Harmon  International  12 

Harmon  Industries  7b 

Harnischfeger  Industries  13c 

Harris  7b 

Horsco  13a 

Hasbro  12 

Hathowoy  7c 

Hauserman  16a 

HBO  16h 

Healthdyne  10b 

Heda  Mining  14c 

HeinWerner  13c 

Helene  Curtis  Industries  5b 

Helix  Technology  13c 

Henley  Group  7c 

Hercules  3 

Hershey  Foods  8 

Hewlett-Packard  16c 

Hexcel  13a 

Hi  Shear  Industries  13a 

Hillenbrond  Indus  13a 

Himont  3 

Hogan  Systems  I69 
HON  Industries  16a 
Honeywell  7c 
Horizon  Industries  13d 
Hormel  (Geo,  A-)  8 
Hurco  7c 
Hutchinson  I6e 


ICN  Biomedicals  3 
ICN  Pharmaceuticals  10a 
IFR  Systems  7c 
ILC  Technology  7d 
Illinois  Tool  Works  13a 
Imo  Industries  7c 
Information  Resources  18 
Informix  1  69 
Infotron  Systems  19 
Ingersoll-Rand  13c 
Instron  7c 

Instrument  Systems  5a 

Integrated  Device  7d 

Intel  7d 

Intellicall  19 

Inter  Tel  19 

Intergraph  16# 

Interloke  13c 

Interleaf  16h 

Intermec  16f 

Intermet  14c 

Intermetrics  16<| 

Inlerspec  10b 

IntI  Flavors  5b 

Intl.  Gome  Tech.  13a 

Intl.  Microelectronic  7d 

IntI,  Minerals  &  Chemical  3 

Internolionol  Multifoods  8 

IntI,  Power  Machines  7a 

International  Rectifier  7d 

Invacore  10b 

Iomega  16e 

Ionics  13c 

Ipco  10b 

ISC  Systems  1  6d 

IS!  Systems  15 

in  4 

I  VAX  10a 

Iverson  Technology  16h 


James  River  1  7 
Jepson  1  1 
JLG  Industries  13c 
Johnson  &  Johnson  10b 
Johnson  Controls  7c 
Johnson  Worldwide  12 
Joslyn  7a 

Joy  Technologies  13c 


□ 


K-Tron  International  7c 
Kamon  1 
Koypro  16c 
Keane  16g 
Keithley  Instrments  7c 
Kellogg  8 
Kennometol  13b 
Kerr-McGee  9a 
Key  Tronic  16f 
Keystone  Camera  12 
Kimball  International  5a 
Kimberly-Clork  17 
Kirschner  Medical  10b 
KLA  Instruments  7c 
Knogo  7b 
Kollmorgen  7a 
Komog  16e 
Kuhlmon  7a 
Kulicke  &  SofTo  13c 


La-Z-Boy  Choir  5a 

Lodish  13a 

Loforge  1  1 

Lom  Research  13c 

Lawter  International  3 

LeoRonol  3 

Lee  Data  161 

Life  Technologies  10a 

Lilly  (Eli)  10a 

Lilly  Industrial  Coatings  1  1 
Lincoln  Electric  7a 
Lincoln  Food  Service  13c 


Linear  Technology  7d 
Litton  Industries  7b 
Lockheed  1 
Loctite  3 
Loews  15 
Logicon  1 69 
Loral  7b 

Lotus  Development  1  69 

Lowrance  Electronics  7b 

LPL  Investment  Group  7d 

LSI  Logic  7d 

LTV  4 

LTX  7c 

Lubrizol  3 

Lumex  12 

Lydall  13a 

Lynch  18 

LyphoMed  10a 


□ 


M/A-Com  19 
MocDermid  3 
Mack  Trucks  2a 
MogneTek  7a 
MAI  Basic  Four  1  6c 
Monagement  Science  16q 
Manville  1  1 

Morion  Laboratories  10a 
Mark  IV  Industries  7c 
Market  Facts  18 
Morquest  Medical  10b 
Martin  Marietta  1 
Mosslor  Systems  1  6e 
Material  Sciences  13a 
Materiols  Research  13c 
Motrix  7e 
Mattel  12 
Maxtor  1  6e 
Maxwell  Lobs,  lOa 
McCormick  8 
McDonnell  Douglas  1 
MDT  10b 
Mead  17 
Meosurex  7c 

Mechanical  Technology  7c 
Mediagenic  1 69 
Medtronic  10b 
Mentor  10b 
Mentor  Graphics  1  6h 
Merck  10a 
Met  Coil  Systems  13b 
Methode  Electronics  7d 
Microcom  1  6f 
Micron  Technology  7d 
Micropolis  1  6e 
MicroPro  Intl.  I69 
Microsemi  7d 
Microsoft  I69 
Miller  (Hermon)  16a 
Millipore  7c 
Milton  Roy  7c 
Miltope  Group  16f 
Mine  Safety  10b 
Minnesota  Mining  13a 
Minnetonka  5b 
MU  18 

Modine  Mfg.  2b 
Mohosco  5a 
Molex  7d 
Monsonto  3 
Moog  1 

Moore  (Beniomin)  1  1 
Moore  Products  7c 
Mor-Flo  Industries  5a 
Morino  I69 
Morion  Thiokol  3 
Motorola  7b 
MPSI  Systems  16b 
MTS  Systems  7c 
Mylon  Laboratories  lOo 


□ 


Nacco  Industries  9o 


Natco  Chemical  3 
Napco  Security  7b 
Nashua  16a 
National  Computer  16ff 
National  Data  16b 
National  Micronetics  16e 
Natl,  Semiconductor  7d 
National  Standord  14b 
National  Patent  18 
Navistar  International  2a 
NBI  1 6< 
NCR  16c 
Nellcor  10b 

Network  Equipment  16h 
Network  Systems  1  6f 
New  Brunswick  Sci.  7< 
Newport  7c 
Nibco  13a 
Nichols  Institute  10b 
Nicolet  Instrument  7c 
Nike  5c 

NL  Industries  9b 
Nordson  13c 
Northrop  1 
Norton  13a 
Novell  16h 
Noxell  5b 
Nuclear  Data  7d 
Nuclear  Metals  13a 


Oak  Industries  7c 
Occidental  Petroleum  9a 
Octel  Communications  19 
Odetics  7b 
Oil-Dri  Corp.  13a 
Oilgeor  13c 
01in3 

On-Line  Softwore  I69 
Opticot  Cooting  Lobs  7c 
Opticol  Radiation  10b 
Oracle  Systems  1 69 
Oshkosh  Truck  2a 
Outboard  Morint  12 
Owens-Corning  1  1 
Owens-Illinois  6 


Pacific  Scientific  1 
Poll  4 

Ponsophic  Systems  1  69 
Por  Pharmaceutical  lOa 
PAR  Technology  16a 
Parker  Hannifin  I 
Parle x  7d 
Poxor  18 

Penn  Engineering  13a 
Pennwolt  3 
Penril  19 
Pentolr  17 
PepsiCo  5c 
Perceptronics  7b 
Perkin-Elmer  7c 
Petrolite  3 
Pfizer  IO0 
Phihp  Morris  5c 
Phillips  Petroleum  9a 
Phoenix  Technologies  1  6h 
Pillsbury  8 

Pioneer  Hi-Bred  IntI,  8 

Pitney-Bowes  16a 

Pittway  4 

Plontronics  19 

Ploytex  Family  Products  5c 

Polaroid  12 

Policy  Management  15 

Porto  Systems  19 

Powell  Industries  7a 

PPG  Industries  1  1 

Prott  &  Lambert  1  1 

Precision  Costports  14c 

Premork  Internofionol  4 

Premier  Industrial  18 


Priam  1 6e 

Prime  Computer  16h 
Printronix  16# 
Procter  &  Gamble  5b 
Products  Research  3 
Publishers  Equipment  13c 
Puritan-Bennett  lOb 
Pyramid  Technology  16c 


Qontel  16c 
QMS  16f 

Ouoker  Fabric  13d 
Quaker  Oats  8 
Quonfum  Chemical  3 
Quantum  16e 
Quixote  13a 
Qume  1  6ff 


Ralston  Purlno  8 
Raychem  7a 
Raymond  13b 
Raytech  2b 
Roytheon  7b 

Recognition  Equipment  16h 
Reece  13c 

Regency  Electronics  7c 
Regina  5a 
Relational  Tech.  1  69 
Reliobility  7c 
Reliance  Electric  7a 
Rexene  3 
Rexon  16e 
Rexworks  13c 
Reynolds  &  Reynolds  1  6a 
Reynolds  Metals  14a 
Robbins  &  Myers  7a 
Robertson  (H,  H.)  13a 
Robeson  Industries  5a 
Robins  (A.  H.)  10b 
Robinson  Nugent  7d 
Rockwell  International  4 
Rogers  7d 
Rohm  &  Haas  3 
Rorer  Group  10a 
RPC  Energy  Services  18 
Rubbermaid  13a 
Rule  Industries  13b 


Salem  Carpet  Mills  13d 
Savin  I60 

Scan-Optics  16f 
Scherer(R.  P.)  10b 
Schering-Plough  10a 
Science  Applications  18 
Scientific  Micro  161 
Scientific-Atlanta  19 
Scott  Paper  17 
Seogote  Technology  16e 
Sealed  Air  13a 
Seolright  6 
Seeq  Technology  7d 
SEI  15 

Sensormotic  Electronics  7b 
Sequo  1 

Sequent  Computer  1  6c 
Shared  Medicol  16h 
Sheldahl  7d 
Sherwin-Williams  1  1 
Shopsmith  13c 
Sierrocin  1 
Sigma  Designs  1  6f 
Silicon  G-ophics  16c 
Silicon  Systems  7d 
Silicon  Valley  Group  13c 
Siliconix  7d 
Singer  7b 
Smith  (A,  0,)2b 
Smith  Internotionol  9b 
SmithKline  Beckmon  10a 
Snap-on  Tools  13b 


Software  Publishing  I69 
Solitron  Devices  7d 
Sparton  7b 
SPl  Holdings  12 
SPI  Pharmaceuticals  lOa 
Sprogue  Technologies  7d 
Spreckels  Industries  8 
SPS  Technologies  13a 
SPX  2b 
Squore  D  7a 
Squibb  10a 
SSMC  5a 

St.  Jude  Medical  10b 
Stondord  Microsystems  7d 
Standard  Products  2b 
Standard  Register  16a 
Standard  Shares  4 
Stanford  Telecomms.  7b 
Stanley  Interiors  5a 
Stanley  Works  13b 
Star  Technologies  1  6c 
Storrett(L.  S.)  13b 
Stepan  5b 

Stevens  Graphics  13c 
Storage  Technology  16e 
Stratus  Computer  1  6c 
Structural  Dynamics  16h 
Stryker  10b 
Suave  Shoe  5c 
Summagrophics  16# 
Sun  Electric  7c 
Sun  Microsystems  1  6h 
Sundstrand  I 
SunGord  Data  16b 
Sunrise  Medical  10b 
Superior  Electric  7a 
Superior  Industries  Intl.  2b 
Sybron  Acquisition  10b 
Symbol  Technologies  16f 
Symbolics  1 6f 
Syntrex  1  6a 
System  Industries  16e 
System  Integrators  16h 
System  Software  I69 
Systematics  16b 
Systems  &  Computer  16b 
Systems  Center  I69 


3Com  16f 

Talley  Industries  1 

Tambrands  5b 

Tandem  Computers  16c 

Tondon  1  6c 

TCI  Internotionol  7b 

Tech-Sym  7b 

Tektronix  7c 

Telco  Systems  19 

Telecredit  15 

Teledyne  4 

Telematics  Intl.  19 

Telerote  1  5 

Televideo  Systems  16d 

Tellabs  19 

Telxon  1  6h 

Tennonf  1 1 

Teradato  16c 

Teradyne  7c 

Terex  13c 

Texaco  9a 

Texas  Instruments  7d 

Texscon  7b 

Textron  4 

Thermo  Electron  18 
Thermo  Instrument  7c 
Thomos  &  Betts  7d 
Thomas  Industries  7a 
TIE/communicotions  19 
Timken  13c 
Titan  16h 
TJ  Internotionol  1  1 
Tokheim  1  1 
Tonka  12 


Toro  5a 

TransTechnology  16f 

Triad  Systems  16h 

Trinova  2b 

Triton  Energy  9o 

TRW  4 

Twin  Disc  13c 

Tyco  Laboratories  13c 

Tyco  Toys  12 


□ 


U.  S.  Surgical  10b 
Ultimate  16h 
Union  Camp  1  7 
Union  Carbide  3 
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INNOVATION  1£ 


fhom  sea  to  shining  sea,  the  will  to 
succeed  is  part  of  the  american  spirit. 


The  instant  you  become  an  American,  wliether  by  birth 
or  by  choice,  you  are  guaranteed  a  particular  freedom 
that  is  nowhere  mentioned  in  the  Constitution,  but  in 
feet  flows  from  it. 

You  are  guaranteed  the  freedom  to  succeed. 

You  are  free  to  dream  your  own  dream  of  success, 
to  study,  to  work,  to  create  and  discover  and  build,  for 
yourself  and  your  children,  the  success  you  want. 

Our  deep  belief  in  that  idea  is  one  reason  that  our 
company— Citicorp  and  Citibank— has  grown  to  become 
by  fer  the  nations  largest  financial  services  organization. 

For  over  175  years,  our  freedom  to  innovate,  to 
create  new  financial  ideas  and  seiA/ices.  has  led  to  an 
unbroken  line  of  initiatives  allowing  us  to  help  countless 
millions  of  individuals. 

Today,  more  Americans  are  pursuing  college 
education  and  graduate  degrees  with  help  from  us  than 
from  any  other  private  lender 


More  are  getting  what  they  want  with  the  help  of 
MasterCard "  and  Visa  cards  from  Citibank  than  from  any 
other  company 

And  more  Americans  who  once  dreamed  of 
"some  day"  owning  their  own  homes  now  own  them,  or 
are  buying  them,  with  help  from  Citicorp  and  Citibank. 

Meanwhile,  here  at  home  and  in  90  other  countries 
around  the  world,  we  offer  the  full  range  of  financial 
services,  from  automated  machines  for  personal  banking 
to  corporate  funding  in  the  billions. 

Over  90,000  people  of  Citicorp  and  Citibank  sen^e 
over  25,000.000  customers,  thousands  of  companies  and 
many  governments,  in  every  major  world  marketplace. 

We  can  help  you.  or  your  company,  achieve  success, 
here  and  abroad. 

Whether  you  get  to  know  us  as 
Citicorp  or  Citibank,  we'd  like  you  to 
get  to  know  us  better 


cmcoRPe^ 

bkause  americans  want  to 
succeeo^notjustsurvive: 


How  AIKT  Computers 
Help  Greyhound  Run 
Five  Times  Faster. 
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Some  directors  are  finally  taking  charge, 
3ut  they  could  all  be  more  effective.  Here's  how. 


JUN  Z  6  :s".9 

LIBRARY 


Your  product  quality  is  at  the 
mercy  of  dozens  of  different 
variables.  And  by  the  time  quahty 
control  catches  a  mistake,  you've 
already  invested  costly  time 
and  materials. 

Hewlett-Packard  has  a  better  way. 


HP  integrated  manufacturing 
computer  systems.  They'll  help 
you  achieve  the  product  quality 
you're  striving  for  with  extra- 
ordinary consistency. 

Whether  you're  turning  out 
cereals  or  satellites,  an  HP  system 
lets  you  plan,  monitor,  and  control 
every  phase  of  the  production 
process.  HP  systems  correct 
the  process  in  real-time,  so  you 


©1989  Hewlett-Packard  Company  IS02914 


'All  quality  control  does 

is  catch  our  mistakes. 

I  want  to  start  avoiding  them? 


I 


It 


can  upgrade  quality  without 
downtime. 

Hewlett-Packard  has  specific 
hardware  and  software  products 
for  manufacturing  resource 
planning,  process  control,  mate- 
rials analysis,  lot  control,  and 
process  parameter  measurement. 
Products  that  allow  you  to  govern 


independent  tasks.  Or  that  link 
together  all  your  manufacturing 
functions  in  one  comprehensive 
system. 

Hewlett-Packard  will  also  give 
you  the  service  and  support  you 
need  to  reach,  and  maintain,  your 
product  quality  goals.  So,  if  you'd 
like  to  catch  mistakes  before 
they  happen,  pass  along  this 
number  to  your  CIM  manager: 
1-800-752-0900,  Ext.  604F. 


We'll  send  insights  and  informa- 
tion on  the  whole  quality  issue 
in  manufacturing. 

There  is  a  better  way. 


HEWLETT 
PACKARD 


NUMBER  3113 
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MANY  BOARDS  ARE  DELVING  DEEPER  INTO  CORPORATE  DECISIONS  AND,  IF  NEED  BE,  THEY  ARE  CALLING  THE  CEO  ON  THE  CARPET 
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28  THE  LBO  ARRIVES  IN  EUROPE 

A&)'',-;  'iat(;w;iy  hid  look:-,  lik<-  tlie 
beginmng  of  a  trend 

28  CHIPPING  AWAY  AT  JAPAN  INC. 

The  W(;st  targets  the  chip  market 

29  A  VERDICT  ON  WEAPONS  PLANTS 

fiuilders  may  be  lialile  for  (ia/-ards 

30  THE  S&Ls'  LAST  STAND 

'Die  il.nft  lo\,\r,  ■„-.  r,„„^rress 

3 1  FURY  OVER  PENSIONS 

It  rnay  get.  hard<-r  to  terminate  plans 

32  TWILIGHT  FOR  THE  UMW? 

Wildcat  strikes  cut  the  union's  power 
32  COOPERATION  TAKES  A  HIT 

A  Kurprisirig  'no'  at  National  Steel 

34  PRO-LIFE'S  CORPORATE  TARGETS 

Abortion  foes  are  attacking  I^lanned 
Parenthood's  sponsors 
36  IN  BUSINESS  THIS  WEEK 

H<;ller  leaves  the  Fed,  Banner 
Industries,  Hooker,  Ford,  greeting 
cards  via  fax,  HR],  oil-spill  cleanups 


37 


38 


40 


40 


41 


42 


44 


Government 

WASHINGTON  OUTLOOK 

lieagan's  legacy  is  haunting  Bush 

International 

SOUTH  KOREA 

Its  economy  is  in  turmoil,  and  a 
rere.ssion  may  be  on  the  way 

EUROPE 

With  the  Conservative  defeat  in  th' 
Europarliament  voUi,  Thatcher  is 
now  odd  woman  out 

BRAZIL 

flow  one  speculat^jr's  cash  crunch 

sparked  a,  -toek  market  crash 

INTERNATIONAL  OUTLOOK 

Menenri:  A  Peronist  pragmatist? 


Marketing 


WHAT  RETAILING  HAS  IN  STORE 

iiig  '-bains  l;egiri  U)  see  ihje  virtue- 
little  prices 

NEWSPAPERS  MAY  BE  THINNER 

A  drop  ill  ret^iiil  ad  budgets  looms 


2  BUSINESS  WEEK/JULY  3,  1989 


A  NEW  TEAM  AT  LOTUS: 
FRANK  INGARI  AND  FRANK  KING  ARE 
AMONG  THE  REPLACEMENTS  FOR  EIGHT 
EXECUTIVES  FORCED  OUT  DURING  THE 
TRAUMA  OVER  THE  NEW  I  -2-3 


SHRINKING  PRICE  TAGS: 
WITH  A  SLOWDOWN  IN  SPENDING 
EXPECTED,  RETAILERS  ARE  LOOKING 
CLOSER  AT  EVERYDAY  LOW  PRICES  AS 
THE  BEST  WAY  TO  LURE  CUSTOMERS 


LANDING  NORTHWEST: 
AFTER  A  LONG  BIDDING  WAR,  AL 
CHECCHI  WON  THE  AIRLINE.  NOW  HE 
HAS  TO  THINK  ROUTES,  SERVICE, 
INTEREST,  UNIONS  . . . 


Science  &  Technology 

46  LYPHOMED  ON  THE  MEND 

New  managers  and  a  promising  AIDS 
drug  have  it  looking  healthier 

48  DEVELOPMENTS  TO  WATCH 

Sony's  mini  copier,  quick  fries,  an 
AIDS  setback,  sterilizing  surgical 
gear,  X-rays  for  bones — and  cars 

People 

53  CRAZY  LIKE  A  FOX 

Southwest  Airlines'  cunning  CEO 

Economic  Analysis 

18  ECONOMIC  VIEWPOINT 

Becker:  Job  training  for  dropouts 

20  ECONOMIC  TRENDS 

Capital  spending,  oil  price  hikes, 
inflation,  new  trade  patterns 

21  BUSINESS  OUTLOOK 

It  looks  as  though  inflation  may  soon 
raise  the  white  flag 

57  TRACKING  THE  SOFT  LANDING 

How  slower  growth  will  affect 
regional  economies 

The  Corporation 

58  ITALY'S  NEW  POWERHOUSE 

Raul  Gardini  has  built  Ferruzzi 
Group  into  an  industrial  giant 

Legal  Affairs 

61  COMMENTARY 

The  blow  to  affirmative  action 


Information  Processing 

62  LOTUS  RELEASED 

Release  3,  the  new  1-2-3  spreadsheet, 
is  out — and  a  nightmare  is  over 

63  SWEETHEART  IN  TRAINING 

Lotus  CEO  Manzi  takes  Niceness  101 

64  IBM'S  SORT-OF-NEW  PC 

Instead  of  an  all-out  product  launch, 
it's  retrofitting  the  PS/2 

Finance 

74  CAVE-IN  AT  A  TAX  SHELTER 

The  roof  collapses  on  real  estate 
limited  partnerships 


FLYING  HIGH  WITH  'HERBIE': 
THE  SHENANIGANS  OF  SOUTHWEST 
CEO  HERB  KELLEHER  BELIE 
THE  IMPRESSIVE  GROWTH  OF  THE 
NO-FRILLS  CARRIER 


76  WHY  BANC  ONE  IS  NO.  1 

Its  emphasis  on  retail  has  made  it  a 
winner.  So  why  buy  MCorp? 

77  THE  GREAT  BOND  ROUNDUP 

As  rates  fall,  old  issues  are  called 

80  INSIDE  WALL  STREET 

The  Fur  Vault  may  be  ready  to  fly 
Is  Alcoa  recession-proof? 
A  poultry  bargain  may  be  hatching 
99  INVESTMENT  FIGURES  OF  THE  WEEK 

Industries 

81  SECOND-HAND  WOES 

Detroit  vs.  the  used-car  lot 

Personal  Business 

94  GOLF:  Hacking  through  a  pro-am 
SMART  MONEY:  Utility  stock  shocks 
TRAVEL:  Vacations  for  the  disabled 
BANKING:  Truth  in  savings 
OUTDOORS:  Keep  those  ticks  away 

Features 

4  BUSINESS  WEEK  INDEX 
8  READERS  REPORT 

13  CORRECTIONS  &  CLARIFICATIONS 

14  BOOKS 

Kaufman:  Mad  Dreams,  Saving 
Graces — Poland 

98  INDEX  TO  COMPANIES 

100  EDITORIALS 

Revolution  in  the  boardroom 
Housing:  Help  the  poor 
Keeping  Bonn  in  NATO's  tent 


JSiness  Week  (ISSN  0007-7135)  published  weekly,  except  for  one  issue  in  January,  by  McGraw-Hill  Inc  U  S.  subscriber  rate  $39  95  per  year  In  Canada,  one  year  CDN  $54.95,  Single 
)pies$2  00  Executive.  Edilonal,  Circulation,  and  Advertising  Offices:  1221  Avenue  of  the  Amencas.  New  York,  N  Y  10020  Second-class  postage  paid  at  New  York.  N  Y.,  and  at  additional  mailing 
fices.  Postage  paid  al  Montreal,  P  Q  Registration  Number  9010.  Title  Reg  inU  .  8  Patent  Office  Postmaster  Send  address  changes  to  BUSINESS  WEEK  P.  O.  Box  430.  Hightstown.  N.  J  08520. 


BUSINESS  WEEK/JULY  3,  1989  3 


PRODUCTION 

change  from  last  week:  0.1% 
Chonge  from  last  yeor;  3.4% 

185   
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176.3 


LEADING 

Cfionge  from  last  week:  0.3% 
Change  from  lost  year:  6.7% 

215   


June  10 
210.7 
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210.0r 


1988  1988  1989  1989 

The  production  index  edged  up  slightly  in  the  week  ended  June  10,  continuing 
its  sluggish  pace  so  far  in  1989.  On  a  seasonally  adjusted  basis,  output  of  trucks, 
autos,  rail-freight  traffic,  cool,  lumber,  and  steel  increosed.  Electric  power,  paper- 
board,  and  paper  production  declined,  and  crude-oil  reftning  output  wos  unchanged 
from  the  previous  week.  Prior  to  calculation  of  the  four-week  moving  overage,  the 
index  dropped  to  175.7  from  176.4. 

BW  pfoduction  index  copyright  1989  by  McGraw-Hitl  Inc. 
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1988 


Oct. 
1988 


Feb. 
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June 
1989 


The  leading  index  increased  for  the  week  ended  June  10.  The  index  now  stands 
at  its  highest  level  in  almost  two  years  and  continues  to  signal  an  expanding 
economy.  Higher  stock  prices,  lower  bond  yields,  fewer  business  failures,  end  faster 
growth  in  M2  offset  declines  in  the  growth  rotes  of  materials  prices  and  real  estate 
loans.  Before  calculation  of  the  four-week  moving  average,  the  index  advanced  to 
211.2  from  210.2  in  the  previous  week. 

Leading  index  copyright  1989  by  Center  for  Internotional  Business  Cycle  Research 


PRODUCTION  INDICATORS 


LEADING  INDICATORS 


latest 
week 

Week  ° 
ago 

%  Change 
year  ago 

STEEL  (6/17)  thous.  of  net  tons 

1,924 

1,919# 

3.4 

AUTOS  (6/ 17)  units 

141,151 

1 40,501  r# 

-16.0 

TRUCKS  (6/171  units 

87,737 

87,957r# 

0.7 

ELEQRIC  POWER  (6/17)  millions  of  kilowatt-hours 

54,477 

54,446  # 

-3.6 

CRUDE-OIL  REFINING  (6/17)  thous.  of  bbl./doy 

13,748 

1 3,803  # 

2.7 

COAL  (6/10)  thous.  of  net  tons 

1 9,482  # 

17,794 

10.5 

PAPERBOARD  (6/10)  thous.  of  tons 

754.4  ff 

767.3r 

0.3 

PAPER  (6/101  thous.  of  tons 

719.0# 

730.0r 

-2.0 

LUMBER  (6/10)  millions  of  ft. 

501 .4  # 

401.3 

3.7 

RAIL  FREIGHT  (6/10)  billions  of  ton-miles 

19.6# 

17.9 

0.5 

Sources:  American  Iron  &  Steel  Inst.,  Ward's  Automotive  Reports,  Edison  Electric  Inst.,  Amer- 
ican Petroleum  Inst.,  Energy  Dept.,  American  Paper  Inst.,  WWPA',  SFPA^,  Association  of 
American  Roilroads. 

FOREIGN  EXCHANGE 

Utest 
week 

Week 
ago 

Year 
ago 

JAPANESE  YEN  (6/21) 

144 

149 

130 

GERMAN  MARK  (6/21) 

1.98 

2.03 

1.80 

BRITISH  POUND  (6/21) 

1.55 

1.51 

1.75 

FRENCH  FRANC  (6/21) 

6.68 

6.87 

6.05 

CANADIAN  DOLLAR  (6/21) 

1.20 

1.20 

1.20 

SWISS  FRANC  (6/21) 

1.71 

1.75 

1.49 

MEXICAN  PESO  (6/21)^ 

2,493 

2,487 

2,300 

Sources:  Major  New  York  banks.  Currencies  expressed 
British  pound  expressed  in  dollars. 

in  units  per  L 

.  S.  dollar,  except  for 

PRICES 

Latest 
week 

Week 
ogo 

%  Change 
year  ago 

GOLD  (6/21)$/troyoz. 

365.900 

361.100 

-18.4 

STEEL  SCRAP  (6/20)  #  1  heavy,  $/ton 

1 14.50 

114.50 

3.6 

FOODSTUFFS  (6/19)  index,  1967  =  100 

224.8 

222.8 

-10.2 

COPPER  (6/17)  ^/\h. 

115.8 

1 14.8 

0.0 

ALUMINUM  (6/17)  0/lb. 

87.5 

92.0 

-33.2 

WHEAT  (6/ 17)  #2  hard,  $/bu. 

4.45 

3.96 

15.9 

COTTON  (6/17)  strict  low  middling  '  1 /16  in.,  ^/Ib. 

64.65 

61.60 

1.7 

latest 

Week 

%CImi« 

week 

ago 

yeara< 

STOCK  PRICES  (6/16)  S&P500 

323.08 

325.33 

18 

CORPORATE  BOND  YIELD,  Aaa  (6/16) 

9.02% 

9.16% 

-8 

INDUSTRIAL  MATERIALS  PRICES  (6/16) 

104.7 

103.5 

2 

BUSINESS  FAILURES  (6/9) 

231 

256 

-25 

REAL  ESTATE  LOANS  (6/7)  billions 

$326.3 

$325.6 

14 

MONEY  SUPPLY,  M2  (6/5)  billions 

$3,083.4 

$3,079.8r 

2 

INITIAL  CUIMS,  UNEMPLOYMENT  (6/3)  thous. 

307 

336r 

7 

Sources:  Standard  &  Poor's,  Moody's,  Journal  of  Commerce  (index:  1980—  TOO),  Dun 
Bradstreet  (failures  of  large  companies).  Federal  Reserve  Board,  Labor  Dept.  CIBCR  seoso 
ally  adjusts  data  on  business  failures  and  real  estate  loans. 


MONTHLY  ECONOMIC  INDICATORS 


Sources:  London  Wed.  final  setting, 
Week,  Kansas  City  mkt.,  Memphis  mkt. 


icogo  mkt..  Commodity  Research  Bureau,  Metals 


latest 
month 

Month 
ago 

%Chaii 
years 

CONSUMER  PRICE  INDEX  (May) 

123.8 

123.1 

5 

REAL  GROSS  WEEKLY  PAY  (May) 

$165.18 

$167.35r 

-1 

HOUSING  STARTS  (May)  annual  rate,  thous. 

1,311 

l,339r 

-5 

INDUSTRIAL  PRODUQION  (May)  total  index 

141.4 

141.4r 

3 

Sources:  BLS,  Commerce  Dept.,  Federal  Reserve 

MONETARY  INDICATORS  1 

latest 
week 

Week 
ago 

%ChaB 
years 

MONEY  SUPPLY,  Ml  (6/5) 

$776.0 

$773.7r 

0 

BANKS'  BUSINESS  LOANS  (6/7) 

317.2 

317.9r 

4 

FREE  RESERVES  (6/14) 

350 

656r 

61 

NONFINANCIAL  COMMERCIAL  PAPER  (6/7) 

125.6 

122.8 

37 

Sources:  Federal  Reserve  Board  (in  billions,  exce 
a  two-week  period  in  millions). 

Dt  for  free  reserves,  which  ore  expr 

essed  f 

MONEY  MARKET  RATES 

Latest 
week 

Week 
ago 

Year 
ago 

FEDERAL  FUNDS  (6/20) 

9.41  % 

9.30% 

7.54 

PRIME  (6/21) 

1 1.00 

11.00 

9.50 

COMMERCIAL  PAPER  3-MONTH  (6/21) 

9.14 

9.01 

7.50 

CERTIFICATES  OF  DEPOSIT  3-MONTH  (6/21) 

9.30 

9.20 

7.53 

EURODOLUR  3-MONTH  (6/14) 

9.18 

9.35 

7.51 

Sources:  Federal  Reserve  Board,  First  Boston 


#  Raw  doto  in  the  production  indicators  <ire  seasonally  adjusted  in  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense  equipme 
1  =  Western  Wood  Products  Assn.        2=  Southern  Forest  Products  Assn.        3  =  Free  market  value        NA  =  Not  available        r  =  revised        NM  =  Not  meaningful 
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REPEAT  PERFORMANCE 


NO.  1  FAX 

1987  The  Sharp 

brand  outsold  all  fax 
machines  in  1987— for 
good  reasons.  Sharp  * 
takes  the  most  advanced 
technology  and  makes  it 
affordable.  Sharp  has  a 
full  line  of  networkable 
machines  designed  to  grow 
with  your  business.  What  did 
Sharp  do  ft 


NO.  1  FAX 


1988  :  The  Sharp 

brand  outsold  all  other  fax 
machines— again.  Sharp 
machines  offer  the 
features— auto-dial,  auto- 
feed,  auto-cutter,  send-later 
and  sixteen-shade  halftone 
transmission— that  every 
business  wants  at  a  price  they 
can  afford.  To  learn  more,  call 
1-800-BE-SHARP 


1 


1 


'  TOSnWNQl 
ir^  FAX  FOR2  YEARS.YOU 
AVE  TO  BE  SHARP 


©  1989  Sharp  Electronics  Corp. 


FRO/W  SHARP  MINDS 
CO/WE  SHARP  PRODUCTS 


Audi  Announces  ANo-Money 
Completely  Warranted,  Emir 

Once  again,  Audi  takes  an  alternate  route.  By  offering    Audi's  bumper-to-bumper  coverage  doesn't  run  out 
an  attractive  alternative  to  long-term  leasing.  The  Audi   before  your  contract  does  —  thanks  to  the  full-term 
3-Year  Test  Drive.  3-year  or  50,000  mile  warranty.  Your  lease  even  indue 


Call  1-800-AUDI-3YR. 


24-Hour  Roadside  Assistance. 

Best  of  all,  our  three-year  rates  compare  favoral 
Learn  about  the  lease  that's  long  on  rewards  and    with  traditional  60-month  term  leases  (or  purchase  i 
short  on  responsibilities.  Because  there's  no  down        Perhaps  more  than  favorably  when  one  considers  th 
payment*  No  scheduled  maintenance  costs.  And         value  of  the  complete  coverage.  For  mstance,  the  Au 
no  worries.  80  shown  below  is  a  mere: 

Instead,  Audi  covers  all  routine  maintenance 
expenses  (including  fluids,  parts  and  labor)  for  the  life 
of  the  lease.  In  addition,  unlike  most  longer  leases.  And  since  the  Audi  3-Year  Test  Drive  is  available 


$398  Per  Month. 


TheAudiThree 


Down,  No-Charge  Maintenance, 
ntly  Affordable,  Short-^rm  Lease. 


3- 

)n  all  13  Audi  models,  you  need  only  choose  your 
"avorite  Sedan  or  Wagon.  Choose  your  favorite  color. 
\nd  choose  your  favorite  road.  Then,  get  ready  for  the 
mique  exhilaration  of  an  all-wheel  Quattro  drive  or 
idvanced  front-wheel  drive  luxury  automobile. 

As  one  financial  authority  recently  advised:  '1f 
'ou  buy  a  new  car  as  frequently  as  every  four  years, 
'ou  should  now  consider  leasing."  The  Audi  3-Year 
Test  Drive  is  an  exceptional  way  to  start.  Just  see  your 
Vudi  dealer.  Or  call  the  number  above.  But  do  it  soon, 
because  while  the  test  drive  lasts  three  years,  the  offer 
5  limited. 


*Offered  by  VW  Credit.  Inc  through  participating  dealers.  Lease  based  on 
MSRP  including  destination  charge.  Dealer  contributions  to  this  offer  may  affect 
final  negotiated  transaction  Thirty-sIx  month  closed-end  lease.  No  down  pay- 
ment; no  purchase  option.  First  month's  lease  payment  of  $398  plus  refundable 
security  deposit  equal  to  one  month's  payment  required  at  lease  Inception;  Tax, 
license,  dealer  prep.,  options  extra;  10$  per  mile  over  50,000  miles.  Lessee  Is 
responsible  for  excessive  wear  and  use.  Total  of  monthly  payments  for  Audi  80 
shown;  $14,328.00 

Ask  your  dealer  for  details  of  Audi's  limited  bumper-to-bumper  warranty. 
No-charge  scheduled  maintenance  runs  three  years  or  50,000 
miles,  whichever  comes  first.  Roadside  Assistance  Is  provided 
by  the  United  States  Auto  Club,  Motonng  Division,  Inc 

Another  Advantage  Of 
The  Alternate  Route. 


^iarlest  Drive 


kl 
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WHY  DETROIT  CAN'T 
GET  ITS  ACT  IN  GEAR 


Your  article  ("Detroit  tries  to  rev 
up,"  Cover  Story,  June  12)  fails  to 
point  out  one  fact:  The  auto  makers'  ef- 
forts at  retail  marketing  have  been  a 
flop. 

Manufacturers  could  restore  consum- 
er confidence  in  the  car  market  if  they 
would  end  the  phony  rebate  and  low- 
interest-rate  finance  programs  and  es- 
tablish a  single,  no-nonsense,  per-model 
price  for  the  vehicles.  The  public  is  tired 
of  on-again,  off-again  rebate  programs 
that  confuse  both  dealers  and  buyers.  A 
child  can  figure  out  that  no  one,  consum- 
er or  dealer,  ever  buys  a  car  with  zero  or 
2.9%  interest.  Somebody  pays  the  bill. 
That  somebody  is  the  consumer. 

And  consumers  would  pay  less  for 
cars  if  manufacturers  stopped  [discount- 
ing] sales  to  national  fleet  and  leasing 
companies.  Somebody  has  to  pay  v/hen 
nearly  20%  of  all  cars  sold  go  into  rental 
fleets.  Who  pays?  The  consumer. 

Ron  B.  Tonkin 
President 

National  Automobile  Dealers  Assn. 

McLean,  Va. 

As  Detroit  tries  to  rev  up,  it  is  inter- 
esting to  read  that  Chrysler,  Ford, 
and  GM  are  turning  to  intensified  adver- 
tising and  promotion,  sharper  market 
segmentation,  and  greater  focus  on  the 
dealer  system.  However,  one  has  to  won- 
der why  the  people  who  manage  the 
U.  S.  auto  industry  have  not  tried  some- 
thing truly  revolutionary:  building  good, 
reliable,  and  trouble-free  cars. 

Stephen  Hartogensis 
Vice-President 
Finance  and  Business  Planning 
SmithKline  Beckman  Animal 
Health  Products 
West  Chester,  Pa. 

In  your  cover  story,  you  conclude  that 
"...  Joe  Isuzu  has  built  brand  aware- 
ness (but)  the  smarmy,  lying  salesman 
hasn't  created  a  positive  image  for 
Isuzu:  Its  U.  S.  car  sales  fell  38%  last 
year."  You  almost  got  the  story  correct. 
You  forgot  about  trucks. 
American  Isuzu  is  severely  limited  in 


the  number  of  passenger  cars  it  is  al 
lowed  to  sell  in  the  U.  S.  The  so-calle( 
Voluntary  Restraint  Agreement  ha; 
forced  Isuzu  to  place  its  marketing  em 
phasis  on  trucks.  Consequently,  80%  o 
total  Isuzu  sales  consist  of  pickuj 
trucks,  as  well  as  the  popular  Trooper. 

Isuzu  truck  sales  were  up  4%  in  1988' 
Thus  far  in  1989,  truck  sales  are  up  19" 
and  total  car-and-truck  sales  are  up  14' 
while  our  competitors  continue  thei 
negative  sales  trends. 

Dennis  J.  "Denny"  Remsinj. 
Senior  Vice-Presiden 
Delia  Femina,  McNamee  WCRS  Inc 

Editor's  Jiote:  The  Delia  Femina 
McNamee  WCRS  advertising  agency  cr< 
ated  the  Joe  Isuzu  campaign  for  Amer 
ican  Isuzu  Motors. 

THE  AMERICAH  FAMILY 
DOESN'T  NEED  A  ROCKET  SHIP 

The  self-deluded  designers  at  Genera 
Motors  have  done  it  to  themselve; 
again  ("A  car  that's  just  the  way  it 
designers  wanted  it,"  Science  &  Technnl 
ogy,  June  5).  This  time,  they've  hatche< 
a  radically  different-looking  minivai  i 
that  apparently  appeals  to  their  artistii 
conceit  and  pleases  their  top  brass.  Bu 
are  American  consumers  really  clamor- 
ing for  family  wagons  shaped  like  rockc 
ships? 

Maybe  it's  time  for  stockholders  ti 
jack  up  GM  and  replace  its  wheels — thi  i 
big  wheels  who  repeatedly  guess  wronj  | 
about  the  American  consumer. 

Gary  N.  MacDouga 
North  Haven,  Conn 

A  MUTUAL  FUND  THAFS 
ENVIROHMENT-FRIENDLY  

The  article  ("You  just  might  clean  u( 
with  pollution  stocks,"  Persona 
Business,  June  12)  stated  "...  Fidelit; 
Investments  is  developing  what  could  bi 
the  first  mutual  fund  devoted  to  th 
stock  group." 

This  came  as  quite  a  surprise  to  SF 
Financial  Services.  Our  Environmenta 
Awareness  Fund  has  been  in  existence 
since  Dec.  1,  1988.  Not  only  has  it  me 
the  needs  of  investors  looking  for  a  sc 
cially  conscious  mutual  fund  but  it  ha 
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Everything  OS/2  can  do  for  you 


OS/2'"  includes  a  built-in 
graphical  interface 
so  it's  easy  to  use, 


OS/2  lets  you  run  your 
DOS  programs  plus  hundreds 
of  programs  DOS  can't. 


OS/2  lets  you  run  programs  larger 
than  640K,  so  you  can  use 
more  powerful  applications. 


BM  Operating  System/2' 


Installation  Diskette 


Version  110  "'Copyright  Internalionat  Business 

MacriinesCorp  1981,  1988 

Licensed  Material   Program  Property  of  IBM  - 

All  Rigtits  Reserved 

,  Copyright  Microsoft  Corp.  1981  -  1988 

Note  to  US  Govemmeni  Users  —  RESTRICTED 

RIGHTS  LEGEND  —  Use,  duplication,  or  disclosui 

IS  subject  to  restrictions  in  GSA  ADP  Schedule 

Contract  with  IBM  Corp 


OS/2  provides  an  optional 
Communications  Manager 
which  allows  easy  networking. 


OS/2  lets  you  keep  two  or  more 
programs  running  at  the  same  time, 
so  you  can  do  more. 


OS/2  lets  you  take  advantage 
of  386'"  power. 


OS/2  lets  you  take  full  advantage 
of  Micro  Channel.'" 


OS/2  provides  an  optional 
Database  Manager  to  make 
managing  information  easy. 


This  offer  lets  you  do  for  less. 

Right  now,  when  you  choose  OS/2,  you  can  get  from  $100 
to  $1,600  back  on  the  Idnd  of  heavy  duty  memory  that  only 
OS/2  can  handle.  With  this  offer,  the  more  memory  you  buy  (up 
to  8Mb) ,  the  bigger  your  rebate. 

Plus  you  can  get  thousands  of  dollars  in  rebates  on  over  100 
different  OS/2  programs.  You  can  also  get  hundreds  of  dollars  back 
on  modems,  accessory  cards  and  hardware — all  the  things  that 
help  you  do  more  work  in  less  time  with  OS/2. 

So  if  you're  ready  to  move  up  to  all  the  real  advantages  of 
OS/2,  ask  your  IBM  Authorized  Dealer  about  these  rebates  today. 
To  find  the  dealer  nearest  you  call  1  800  IBM-2468,  ext  128. 


OS/2  Operating  Svstem/2  and  Micro  Channel  are  trademarks  and  IBM  is  a  registered  trademark  ol  international  Business  Machines  Corporation  386  is  a  trademark  ot  Intel  ('c)!BM  Corp  1969 


The  most  quotable  initials  in  the  world 
now  on  the  Paris  Stock  Exchange 
on  July  6, 1989. 


For  more  information,  please  ask  for  our  free  prospectus  from  our  head  office,  Service  de  Presse, 
5  avenue  IVIarceau  -  75116  PARIS  -  FRANCE. 


Iso  pleased  bottom-liners  with  its 
2.79%  growth  performance. 

Andrew  Groshans 
Portfolio  Manager 
SFT  EiTvironmental  Awareness  Fund 
King  of  Prussia,  Pa. 

rHArS  MISSING  FROM 
im  MAINFRAME  STRATEGY 

four  article  on  IBM  and  the  future  of 
their  mainframe  business  ("A  bold 
lOve  in  mainframes,"  Cover  Story,  May 
))  overlooked  one  important  prerequi- 
te  for  IBM  to  reestablish  mainframe 
lies  to  previously  high  levels.  Specifi- 
lUy,  PCS  and  other  intelligent  stations 
)niiected  to  the  mainframe — which  the 
tide  asserted  would  drive  up  main- 
•ame  utilization — will  only  do  so  if  rele- 
int  data  is  stored  in  the  mainframe  and 
accessible  to  users. 
For  IBM's  strategy  for  mainframe 
rowth  to  be  successful,  organizations 
ust  adopt  information-engineering 
ichniques  to  correctly  identify  critical 
ita,  and  they  must  also  install  relation- 
-software  technology  to  establish  flexi- 
le, easy-to-use  data  bases. 

G.  L.  Mann 
Fullerton,  Calif. 

FHY  WAIT 

OR  PISARMAMENT?  

In  regard  to  "Fewer  guns  could  mean 
la  whole  lot  more  butter"  (Economics, 
ine  12),  those  of  us  who  are  old  enough 
t  recall  a  somewhat  faster  conversion 
rem  guns  to  butter] — when  we  demobi- 
2ed  10  million  young  men  and  women 
;  the  end  of  World  War  II — realize  that 
e  may  face  temporary  dislocations  but 
lat  the  overall  results  are  very  good 
ideed. 

Now  that  mutual  nuclear  deterrence 
laong  England,  France,  and  the  USSR 
is  made  the  large  forces  of  NATO  and 
16  Warsaw  Pact  obsolete,  and  now  that 
e  understand  that  a  force  of  a  few 
undred  second-strike  strategic  nuclear 
lissiles  is  sufficient  for  deterrence, 
lere  is  nothing  to  keep  us  from  disarm- 
ig  as  fast  as  we  wish,  no  matter  what 
16  Soviets  do. 

The  economic  results  will  be  good.  The 
ffects  on  public  morale  will  be  great. 

Richard  C.  Raymond 
Santa  Barbara,  Calif. 

fHAT  TO  COUNT  ON  FROM 

HAPTER  1 1  INVESTMENTS  

In  regard  to  the  average  performance 
of  bankrupt  debt  and  equity  securities 
)r  the  period  around  the  bankruptcy 
ling  date  ("Look  before  you  laugh  at 
'hapter  11'  investments,"  Personal 


HIGH  YIELDS  AT  FIDELITY 
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Hreasuries 
and  CDs 
Made  Easy! 


With  one  phone  call  to  Fidelity,  you  have  access  to  a  wide  selection 
of  high-yielding  CDs 


Choose  From  These  Investments 


and  U.S.  Treasury 
Securities.  Fidelity 
allows  you  to 
choose  among 
some  of  the  highest 
CD  rates  in  Amer- 
ica. And  you  have 
convenient  access  to 
a  full  selection  of 
Treasuries  and  Zero 
Coupon  bonds*- 
and  the  information 
to  help  you  choose 
the  offerings  that  best  meet  your  investment  needs. 

Safety  for  Your  Savings 

Every  CD  you  buy  through  Fidelity  is  insured  by  FDIC  or  FSLIC  for 
up  to  $100,000  per  depositor,  per  institution.  And,  of  course. 
Treasury  securities  are  backed  by  the  hill  faith  and  credit  of  the 
U.S.  Government-which  makes  them  one  of  the  safest  investments 
available  today 


Type  of 
Investment 

Minimum 
Investment 

Choice  of 
Maturities 

CDs 

S25,000 
$  5,000 

3  months 
OmostolOyrs 

T-Bills 

$10,000 

3  mos-1  yr 

T-Notes 

$  5,000 
$  1,000 

2  and  3  yrs 
4  to  10  yrs 

T-Bonds 

$  1,000 

11  to  30  yrs. 

Zero 

Coupon 

Bonds 

$  1,000 
Denominations 

1  to  30  yrs. 

1-800-544-6666  24  hours 
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Fidelity  Brokerage  Services,  Inc.,  Member  NYSE  and  SPIC,  161  Devonshire  Street,  Boston,  MA  02110 
Service  for  the  hearing  impaired  TDD/1-800-544-0118 


Fiaeiiiy 


mvesiments 

CODE:  BW/SAV/070389 


•When  held  to  maturity.  Zero  Coupon  Bonds  can  provide  a  definite  dollar  amount  for  your  savings 
needs  However,  if  you  redeem  prior  to  maturity  you  may  have  a  substantial  gain  or  loss. 
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OUR  CORPORATE  POLICY 


ONLY  CONTINENTAL 
LETS  YOU  RESERVE  AND 
FLY  FIRST  CLASS  FOR  A 
COACH  TICKET 

The  corporate  policy  of  most 
companies  is  to  fly  you  at  thie  lowest 
available  coach  fare.  But  it's  not 
always  easy  to  book  discount  fares 
for  a  business  trip.  So  sometimes, 
you  have  to  fly  on  a  full  coach  fare. 
If  that's  the  case,  you  should  fly  on 
Continental.  Because  our  corporate 


policy  IS  to  fly  you  first  class  for  a 
full  coach  ticket. 

Comfortable,  spacious  seats. 
Legroom.  Delicious  food.  Fine  wine. 
Good  service. That's  Continental's 
first  class.  And  now  it's  all  yours 
for  a  full  coach  fore. 

It's  a  great  way  to  pamper 
yourself.  Not  to  mention  a  great 
business  advantage,  too. 

So  call  your  travel  agent  or 
Continental  at  800-525-0280.  And 
ask  for  the  full  coach  fare  that  lets 


you  fly  first  class.  It's  a  reservation 
you'll  be  very  comfortable  with. 

Valid  for  OnePass'  members 
everywhere  we  fly  in  tfie  mainland  U.S. 
except  between  Houston  Intercontinental 
or  Houston  Hobby  and  tfiese  cities: 
Boston,  Los  Angeles,  New  York  City/ 
LaGuardia,  Newark,  Son  Francisco  or 
Wosfiington,  D.C.  (Offer  valid  between 
Houston  Hobby  and  Newark.)  In  a  few 
3-class  widebody  aircraft,  your  full  coacfi 
fare  lets  you  fly  business  doss.  Instant 
OnePass  enrollment  available  at  lime  of 
reservation. 


Working  to  be  your  choice. 


CONTINENTAL 


©  1989  Continental  Airlines,  Inc 


FIDELITY'S  ONE-FUND  APPROACH 


Diversification. 
Made  Simple 

Fidelity  Asset  Manager. 


Fidelity 
professionals 
shift  your 
assets  among 
and  across 
instruments 
with  changing 
market  condi- 
tions. 


Stocks 


Long-Term    Money  Market 
Bonds  Instruments 

This  diagram  is  for  illustrative  purposes  only 
and  is  not  indicative  of  asset  mix  or  allocation. 


}io\N  there's  an  easier 
way  to  diversify  across  a 
broad  range  of  securities... in 
one  simple  investment. 
Fidelity  Asset  Manager 

Fidelity  Asset  Manager 
seeks  high  total  return  with 
reduced  risk  over  the  long- 
term  by  allocating  its  assets 
among  stocks,  bonds,  and 

money  market  investments.  (Share  price,  yield  and  return 
will  fluctuate.)  And  your  investment  is  carefully  watched 
ami  adjusted  by  Fidelity  professionals  who  seek  to  enhance 
your  return  in  any  market  environment. 

There  is  no  sales  charge!  And  the  low  minimum 
investment  makes  it  easy  to  get  started-just  $2,500.  Plus, 
Fidelity  Asset  Manager  may  be  a  great  choice  for  your  IRA. 
Just  $500  to  get  started. 

Find  out  more  about  this  exciting  fund  from  Fidelity-today! 


HO 


Ch< 


Call  Today  for  the  Fidelity 
Asset  Manager  Free  Fact  Kit. 


Call  toll-free  24  hours,  or  /  /  r  r  r  r 

send  for  your  FREE  Fact  Kit  1-800-544-6666 

□  YES!  (FAA)  Please  send  a  Fact  Kit  with  a  free  prospectus  containing  more  com- 
plete information,  including  management  fees  and  expenses,  I'll  read  my  prospectus 
carefully  before  investing  or  sending  tnoney 

□  I  am  interested  in  Fidelity  Asset  Manager  for  my  IRA.  (FAAl) 

Name  Address  


City. 


.  State . 


Mail  to; 

Fidelity  Distributors  Corporation 

(General  Distribution  Agent) 

P,0,  Box  660603,  Dallas,  TX  75266-0603 

4,  TDD/1-800-544-0118 


.Zip. 


FMelity 
Invesiments 

CODE;  BW/FAA/070389 
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MAO  DREAMS,  SAVING  GRACES— POLAND:  A  NATION  IN  CONSPIRACY 

By  Michael  T.  Kaufman 

Random  House  •  270  pp  •  $19.95 


WHERE  BUCKING  THE  SYSTEM 
IS  BRED  IN  THE  BONE 


Solidarity  founder  Lech  Walesa 
likes  to  describe  Poland's  trade- 
union  movement  as  a  river  that 
sometimes  rises  in  torrents,  then  disap- 
pears underground  to  flow  unseen.  The 
birth  of  Solidarity  in  1980  and  the  subse- 
quent imposition  of  martial  law  riveted 
Western  attention.  Just  weeks  ago,  the 
union's  triumph  in  the  communist 
world's  freest  elections  in  40  years  re- 
newed intense  global  interest. 

New  York  Times  correspondent  Mi- 
chael T.  Kaufman  was  posted  to  Poland, 
his  father's  homeland, 
for  the  3 'A  years  be- 
tween these  watershed 
events.  By  tapping  the 
country's  underground 
currents,  he  has  pro- 
duced a  timely  and  poi- 
gnant chronicle  of  the 
communist  bloc's  most 
combustible  member 
during  a  crucial  time. 
Poland,  he  says,  may 
well  be  the  crucible  for 
the  future  of  Soviet 
leader  Mikhail  S.  Gor- 
bachev's economic  re- 
forms. And  he  thinks 
the  country's  fate  will 
define  the  new  political 
chemistry  in  East- West 
relations. 

But  Mad  Dreams, 
Saving  Graces  is  no 
geopolitical  head- 
scratcher.  Kaufman's  terrain  is  the  base- 
ment lair  of  pamphleteers  and  plotters, 
"a  conspiratorial  society  of  honorable 
men."  In  this  admittedly  partisan  ac- 
count, the  heroes  print  uncensored  ency- 
clopedias, train  people  to  cope  with  pris- 
on, and  stoically  go  to  jail  themselves.  In 
the  streets,  old  women  taunt  masked  Zo- 
mos,  the  brutal  Polish  security  forces: 
"We  know  you  need  the  extra  money, 
but  think,  how  does  your  mother  feel?" 

On  such  unlikely  battlegrounds.  Soli- 
darity fought,  and  finally  won,  its  long 
war  of  nerves  with  the  repressive  re- 
gime of  General  Wo„!ciech  Jaruzelski.  If 
Poland's  government  is  talking  reform 
at  last,  Kaufman  writes,  "it  is  in  signifi- 
cant degree  simply  responding  to  a  per- 
sistent underground,  reckoning  with 
ideas  it  could  not  squelch." 

In  part  because  of  its  proximity  to 


Western  Europe,  and  also  because  so 
many  Poles  emigrated  to  the  U.  S.,  Po- 
land has  never  seemed  very  remote  to 
Americans.  But  Kaufman  shows  that  it 
is.  Centuries  of  occupation  and  suffer- 
ing— including  the  country's  role  as  a 
gigantic  killing  field  during  World  War 
II — have  bred  isolation  and  idiosyncra- 
sies that  distance  Poland  from  Western 
understanding.  In  response  to  years  of 
foreign  domination,  Poles  have  wrapped 
themselves  in  a  protective  cloak  of  na- 
tional culture.  The  past  lives  vividly  in 


the  present.  Legends  of  daring,  written 
by  nationalist  poets  long  dead,  reverber- 
ate through  everyday  speech  and 
thought.  Polish  children's  heroes  are 
people  who  spent  years  in  prison  or  in 
exile.  In  the  U.  S.,  the  idea  of  sacrificing 
oneself  for  a  cause  without  hope  of  vic- 
tory is  nearly  incomprehensible.  In  Po- 
land, it  is  the  stuff  of  rapture. 

Kaufman  also  finds  contradictions 
that  border  on  absurdity  in  Polish  life. 
The  event  that  outraged  the  Communist 
Party  was  a  communist  ideal:  a  workers' 
uprising.  To  pile  on  the  irony,  it  took 
place  in  a  shipyard  named  for  Lenin.  The 
priest  who  is  Walesa's  spiritual  adviser 
drives  a  Mercedes-Benz.  Jaruzelski, 
whose  declaration  of  martial  law  proba- 
bly saved  Soviet  leader  Leonid  I.  Brezh- 
nev from  an  international  crisis,  is  the 
son  of  a  man  who  died  in  a  Soviet  gulag. 


Throw  in  an  economy  where  up  to  40' 
of  coal  production  is  used  to  produc 
more  coal,  and  you  begin  to  understaii 
a  psyche  in  which  provocation  and  coi 
spiracy  are  national  pastimes — the  onl 
way  to  make  sense  of  all  the  paradoxe 
Reporting  on  this  brand  of  warfar 
requires  intimacy,  and  Kaufman  h; 
special  entree.  In  1933,  his  father  fie 
Poland  after  spending  9V2  years  in  pri: 
on  for  being  an  organizer  of  the  thei 
illegal  Communist  Party.  While  Kau 
man  was  in  Poland,  his  father  visitt 
Warsaw  and  was  filled  with  guilt.  Tl 
elder  Kaufman  found  the  same  repre: 
sion  he  escaped — even  the  statutes  fd 
malizing  it  were  intact.  But  the  Con 
munists  have  become  the  oppressors. 

The  ironies  are  painful.  One  day,  ;i 
father  and  son  try  to  visit  a  museur 
commemorating  past  revolutionar 
movements,  a  Polish  guard,  in  a  demot 
stration  of  authority,  denies  them  entr; 

The  museum,  Kau 
man  observes,  is  in 
jail  where  his  father  n 
three  different  occ; 
sions  was  imprison*' 
for  nearly  a  year. 

Although  the  ai 
thor's  personal  touc 
and  skillful  writin 
make  compelling  rea( 
ing,  his  political  an; 
lyses  fall  short.  H 
credits  Solidarity's  ii 
cremental  resistan.- 
with  transforming  th 
communist  world  in  t  i  i 
way  that  Mohanda 
Gandhi's  civil  disobei! 
ence  transformed  li 
dia.  But  Kaufman  ui 
derstates  Gorbachev' 
huge  impact  on  th 
Polish  government 
tolerance  for  reforn 
Even  in  the  age  of  glasnost,  the  t;). 
doesn't  wag  the  communist  dog  to  tb 
extent  Kaufman  thinks. 

And  what  of  the  "conspiratorial  so< 
ety"  now?  Will  a  nation  conditioned  i 
fight  a  corrupt  system  learn  how  to  n 
form  it  instead?  Or  will  Solidarity,  now 
legitimate  voice  in  government,  becom 
the  target  of  a  new  revolution?  Kau 
man  doesn't  attempt  an  answer.  But  tli 
remark  of  one  Solidarity  leader  after  th 
union's  election  victory  backs  up  the  th( 
sis  of  this  illuminating  book.  "The  tricl 
the  unionist  noted,  is  for  Solidarity  t 
continue  to  behave  like  an  oppositioi 
Without  an  underground  river,  he  an 
Kaufman  seem  to  be  saying,  Polan 
would  not  be  Poland. 

BY  BILL  JAVETSf 
Washington  Correspondent  Javetsici  inte 
viewed  Walesa  in  Poland  last  year. 
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"When  a  company  has  a  name  as  well- 
knoum  as  Westinghouse,  people  think  they 
know  what  you  do. " 


\%dn^oi]se 
T)day 

"People  think  we  still  truike  appliances. 
We  haven't  made  them  in  nearly  15 years. 

"People  think  tve  still  make  light  bulbs. 
We  haven't  tnade  them  in  over  six  years.  t 

"And  some  people  think  ive're  still  in  the 
same  businesses  we  were  100  years  ago. 
Well,  tve  are  and  tve  aren '/. 

"Westinghouse  is  a  company  committed 
to  quality,  doing  surprising  things  that 
touch  people's  lives  in  surprising  ways- 
all  over  the  world. 

"We're  a  company  you  should  get  to 
know  better. "  ^ 


John  C.  Marous 
Chairman  and 
Chief  Executive  Officer 


Rnandal  Services 

One  (i  Americas 
top  six  business 
finance  companies. 

Westinghouse  Credit 
and  its  financial  service 
affiliates  offer  a  wide 
range  of  services. 
Including  capital  for 
business  expansion, 
acquisitions  and  re- 
capitalizations, commer- 
cial and  residential  real 
estate  development, 
and  leasing  and  financ- 
ing major  equipment  and  facilities. 

We  play  a  major  role  in  employee  buy-outs  of 
established  businesses.  We  make  equity  investments 
in  companies.  And  buy,  sell,  and  manage  income- 
producing  real  estate  properties. 


Broadcastii^ 

More  than  100  million 
people  tune  in  toWestirghouse 
everyday 

Westinghouse  Group  W  Broadcasting  is 
one  of  America's  largest,  most  diversified  and 
fastest  growing  entertainment  companies. 

Group  W  radio  stations  broadcast  to  one 
out  of  three  American  homes.  In  fact,  WINS 
all-news  radio  in  New  York  is  the  nation's 
most-listened-to  station. 

Our  five  TV  stations  are  seen  in  10  million 
homes  a  week,  and  each  is  a  leader  in  news 
and  local  programming.  And  the  TV  Group's 
NEWSFEED  Network  is  the  nation's  largest 
video  news  service. 

We  syndicate  the  hottest  new  show 
on  children's  TV,  "Teenage  Mutant 
Ninja  Turtles,"  to  more  than  140 
stations  across  the  country. 
And  we  also  distribute  more 
programming  via  satellite  than 
inybody  else.  We  even  market 
cable  TV's  popular  "The 
Nashville  Network." 


EnviiDnment 

A  leader  in  tackling 
tou^  environmental  problems. 

Our  waste-to-energ)-  .systems  are  disposing 
of  garbage  while  efficiently  turning  it  into 
electricity,  helping  municipalities  reduce^ 
their  need  for  unsanitary  landfills. 

And  Westinghouse  is  helping 
to  lead  the  way  in  the  treat- 
ment and  disposal  of 
hazardous  and  toxic  wastes. 
In  fact,  we  offer  tech- 
nologies that  can 
destroy  these 
materials,  includ- 
ing PCBs,  at 
efficiencies 
exceeding 
99.9999%. 


Electronics 

Tlie  world  leader  in  radar. 

Our  new  radar,  soon  to  be 
nstalled  at  every  major  U.S.  airport, 
vill  now  allow  air  traffic  controllers 
o  track  weather  and  aircraft  on  the 
ame  screen  at  the  same  time. 

.\nd  our  advanced  air  route  surveil 
ance  radar  will  give  die  FAA  a  much 
setter  view  of  air  traffic  along  major 
outes,  while  also  serving  the  U.S.  Air 
'orces  air  defense  needs. 

We  developed  and  built  tlie  Airborne 
X'arning  and  Control  System  (AWACS) 
adiir,  pan  of  tlie  free  world's  first  line  of 
lefense.  And  we're  working  on  radar  and 
ilectronic  systems  for  die  U.S.  Air  Force's  and 
'Javy's  next-generation  fighters. 

We  even  offer  industry  die  mo,st  powerful 
listributed  process  control  management 
iystems  available  today 


Communities 


Eneigy 

Aworid  leader  in  eneigy 

We're  a  recognized  world  leader  in  conventional  power 
generation,  supplying  millions  of  megawatts  of  electricity  on 
almost  every  continent. 

We're  also  a  leader  in  nuclear  fuel.  In  fact,  our  Commercial 
Nuclear  Fuel  Division  was  a  winner  of  one  of  the  first 
Malcolm  Baldrige  National  Quality  Awards. 

More  diiin  half  the  free  world's  nuclear  power  plants  are  based 
on  Westinghouse  technology.  We're  developing  safer,  even  more 
environmentally  compatible,  advanced  nuclear  power  plants. 

And  we're  developing  new  technologies  for  the  future,  such 
as  fusion,  superconductivity;  fuel  cells,  and  solar  photovoltaics. 

Distribution 


Moving  everything  from 
strawberries  to  electricity 


4" 


One  of  Americas 
leading  developei?, 
of  planned  communities. 


Our  Thermo  King  subsidiary  is  the  world 
leader  in  tnuisport  refrigeration  and  is  supported  by 
the  industry's  largest  dealer  network.  Thermo  King- 
equipped  vehicles  safely  transport  all  kinds  of  perishables- 
from  produce  iuid  chemicals  to  film  and  pharmaceuticals-in 
more  dian  80  countries  around  the  world,  including  the  Soviet 
Union  and  China. 

We're  also  a  leading  distributor  of  electrical,  mechanical,  and 
elearonic  products,  maintaining  complete  inventories  of  more  dian 
100,000  items  dirough  a  network  of  230  wholly-owned  U.S.  Uxiitions 
and  over  1,500  independent  distributors. 


More  than  175,000 
people  live  in 
Westinghouse  planned 
communities. 

In  the  Ft.  Lauderdale 
area,  we're  in  our  fifth 
decade  of  developing 
quality  cities  and 
communities-including 
the  master-planned, 
full-service  city  of  Coral 
.prings,  designed  to  serve  move  than  100,000  residents. 

Our  new  community.  Gateway,  near  Ft.  Myers,  will  be 
he  future  home  to  an  estimated  40,000  people. 

We're  planning  our  newest  community  of  homes, 
chools,  businesses,  offices,  shopping,  and  recreation  areas 
m  a  5,500-acre  site  in  Marana,  near  Tucson,  Arizona. 

Pelican  Bay,  near  Naples,  Florida,  hosts  1,400  luxury 
lomes,  two  quality  hotels,  and  a  championship  golf 
ourse.  And  another  luxury  community  is  planned  for 
'aim  Desert,  California. 


Office  Systems 

Making  offices  and  people  more  productive. 

Westinghouse  helped  pioneer  the  concept  of  open  office 
ftirniture  systems-systems  designed  to  help  people  do  their 
jobs  more  productively  and  comfortably 

We  offer  a  variety  of  innovative  systems-related  products, 
designed  around  a  panel  system  backed  by  the  industry's 
only  lifetime  warranty. 

Westinghouse  developed  and  built  one  of  the  world's  most 
sophisticated  and  reliable  telecommunications  systems  for 
our  oivri  use. 

Now  we're  offering  the  industry's  only  fully-integrated 
voice/data  network  capability  to  businesses,  providing  them 
with  a  unique  solution  to  their  telecommunications  needs. 

So  now  that  you  know  Westinghouse  a  little  better,  you  can 
see  that  we're  doing  important  things  in  important  areas. 
Perhaps  we  evetj  touched  your  life  today. 


Vbucanbesure^  ^ 
ifinsWestinghouse® 


conomic  ViewDOint 


TUNING  IN 
TO  THE  NEEDS 
OF  HIGH  SCHOOL 
DROPOUTS 


BY  GARY  S.  BECKER 


It's  neither  fair 
nor  efficient  to  spend 
approximately  $4,000  a  year 
on  educating  each 
high  school  junior 
and  senior — and  only  a 
pittance  on  training 
high  school  dropouts 


GARY  S.  BECKER  iS  UNIVERSITY  PROFESSOR 
OF  ECONOMICS  AND  SOCIOLOGY 
AT  THE  UNIVERSITY  OF  CHICAGO 


Since  the  early  1970s,  real  wage 
rates  of  young  high  school  drop- 
outs have  fallen  by  more  than 
30'i,  probably  the  largest  decline  during 
this  century-  for  any  education  group. 
The  fraction  of  students  who  drop  out  of 
high  school  remained  fixed  at  about  15% 
during  the  '70s  and  '80s.  But  the  overall 
dropout  rate  for  inner-citj-  black  males  is 
much  higher — close  to  25%. 

Research  by  Professor  Kevin  M.  Mur- 
phy at  the  University  of  Chicago  also 
shows  that  during  the  past  15  years, 
earnings  for  the  bottom  quarter  of 
young  male  high  school  graduates  fell  at 
almost  the  same  rate  as  the  dropouts' 
earnings  did.  By  contrast,  real  wages  of 
high  school  graduates  rose  over  this 
period. 

A  number  of  explanations  have  been 
advanced  for  this  trend.  For  one,  meth- 
ods of  production  and  the  goods  and  ser- 
vices,  appropriate  to  a  modem  economy 
strongly  favor  educated  and  skilled 
workers.  Second,  the  fierce  competition 
from  goods  produced  abroad  has  hurt 
less-trained  workers  in  the  U.  S. 

Pressure  to  reform  high  school  educa- 
tion in  America,  especially  in  the  inner 
cities,  reflects  concern  over  the  dismal 
statistics.  Although  teaching  in  many  ur- 
ban areas  can  be  greatly  improved,  a 
w^ell-funded  federal-state  program  that 
combines  training  with  on-the-job  experi- 
ence would  be  even  more  important. 
USEFUL  MODEL  It's  widely  recognized 
that  the  bottom  quarter  of  U.  S.  high 
school  students  aren't  well  prepared  for 
employment.  An  extensive  training  and 
employment  program  designed  for  high 
school  dropouts  could  greatly  improve 
their  economic  prospects.  Ideally,  each 
dropout  would  get  as  much  as  two  or 
three  years  of  training  and  employment 
at  a  craft  or  other  practical  skill.  Tax- 
payers would  pick  up  the  cost  of  train- 
ing and  might  also  subsidize  companies 
that  employ  participants,  especially  in 
the  early  stages  of  the  program. 

Such  a  plan  would  partly  supplement 
several  current  programs,  especially  the 
Job  Training  Partnership  Act.  This  has 
apparently  been  rather  successful  at 
placing  participants  in  useful  jobs,  but  it 
has  ser\-ed  only  a  fraction  of  young 
dropouts. 

The  West  German  system  pro\'ides  a 
useful  model.  Almost  three-fourths  of 
young  Germans  get  classroom  instruc- 
tion in  one  of  more  than  400  trades,  plus 
on-the-job  experience.  Training  usually 
begins  at  age  15  or  16,  t\T)ically  when 
U.  S.  teens  drop  out,  and  continues  for 
upwards  of  three  years.  State  govern- 
ments pay  for  classroom  instruction, 
which  comes  to  about  a  day  a  week, 
while  employers  pay  wages,  which  aver- 
age more  than  SoOO  per  month.  This  sys- 


tem is  probably  the  reason  that  Wes 
Germany  has  one  of  the  lowest  yout 
unemplojTnent  rates  of  any  country 
the  Organization  for  Economic  Cooper 
tion  &  Development. 

A  program  for  U.  S.  dropouts  w^oul 
enroll  a  much  smaller  fraction  of  youn 
people  than  in  Germany  because  a  muc 
larger  percentage  graduate  from  hig 
school  in  America.  But  the  German  exp< 
rience  shows  that  an  intensive  trainin 
and  job  program  can  greatly  improv 
the  performance  of  high  school  dropout 
in  the  labor  market. 
GREATER  CHOICE.  Such  a  project  woul 
add  to  public  spending  when  budget  de: 
icits  have  created  pressure  to  cut  e) 
penses.  But  surely  it's  neither  fair  no 
efficient  to  spend  approximately  S4,00 
annually  on  educating  each  high  schoc 
junior  and  senior — and  only  a  pittanc 
on  training  high  school  dropouts.  Mon 
over,  high  school  education  would  b( 
come  cheaper  if  less  effort  had  to  b 
devoted  to  keeping  in  school  young  pec 
pie  who  would  prefer  a  training-emploj 
ment  program  that  better  suits  their  ir 
terests  and  talents. 

Some  of  the  bottom  quarter  of  sti 
dents  who  now  finish  high  school  woul 
drop  out  to  take  advantage  of  such 
training  program.  This  is  no  cause  fo 
concern,  since  the  evidence  on  earning 
shows  that  these  students  current! 
don't  benefit  much  from  finishing  hig 
school.  They're  better  off  getting  trair 
ing  and  experience  more  closely  orientC' 
to  productive  employment.  And  thei 
participation  might  not  add  to  total  put 
lie  spending  because  of  the  money  savei 
on  the  portion  of  their  high  school  educ£ 
tion  that  they  skip. 

Education  Secretary-  Lauro  F.  Cavazo 
recently  endorsed  the  principle  of  givinj 
students  a  greater  choice  in  the  publi 
schools  they  attend.  The  inner-city  an^ 
minoritj'  youth  who  would  constitute 
large  fraction  of  participants  in  a  skil 
acquisition  program  for  dropouts  cur 
rently  cannot  choose  the  high  school 
they  attend.  But  they  would  be  able  t 
choose  the  private  trade  schools  an( 
companies  where  they  could  get  thei 
training  and  jobs.  Though  it  is  true  tha 
some  trade  schools  have  notoriousl; 
poor  training  standards,  I  believe  compe 
tition  would  force  these  trade  school 
and  companies  to  ser\'e  these  student 
better  than  inner-citj-  high  schools  hav( 

The  U.  S.  needs  to  improve  the  qualit 
of  its  work  force  to  become  more  com 
petitive  in  the  international  market 
What  we  are  talking  about  is  an  invest 
ment  in  this  nation's  human  capital.  Thi 
dismal  prospects  of  young  high  schoo 
dropouts  would  be  much  brighter  if  the; 
could  get  extensive  training  and  employ 
ment  experience  in  a  useful  trade. 
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ECONOMIC  VIEWPOl 


This  Fourth  of  July 
have  something  really  impressive  to  display 


Tanqueray  A  singular  experience.  ' 
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conomic  Trends 


BY  GENE  KORETZ 


FOR  HOMEBUILDERS, 
THE  WOLF  IS 
AT  THE  DOOR . . . 


Despite  a  recent  easing  of  interest 
rates,  the  housing  market  is  still  in 
a  downward  trend.  After  dropping  5%  in 
April,  housing  starts  fell  an  additional 
2.rX  in  May,  to  a  1.31  million-unit  annual 
rate — their  fourth  consecutive  decline 
and  the  lowest  level  since  late  1982.  The 
market — whose  declines  in  past  decades 
often  led  the  economy  into  recession — is 
"weaker  than  I  expected,"  says  econo- 
mist Dean  Crist  at  the  National  Associa- 
tion of  Home  Builders. 

Crist  and  others  are  most  worried 
about  single-family  starts,  which  ac- 
count for  the  vast  majority  of  all  units 
built  and  have  held  up  relatively  well  in 
recent  years.  (In  contrast,  the  multifam- 
ily  sector  is  still  suffering  from  the  vast 
overbuilding  encouraged  by  tax  incen- 
tives earlier  in  the  decade.)  Thus  far  in 
1989,  though,  the  omens  have  not  been 
reassuring:   Existing-home  sales  have 


HOUSING  STARTS 
KEEP  FALLING 


-1  r 

I    II    III   IV    I     II   III   IV    I    II    III    IV  I 
■86  '87  88  '89  EST. 

▲  MILLIONS  OF  UNITS,  SEASONALLY  ADJUSTED 
ANNUAL  RATE 

DATA;  COMMERCE  DEPT.,  BW  ESTIMATE 


been  falling  steadily,  while  new-home 
sales  have  recently  been  running  nearly 
107^  below  their  year-earlier  pace.  And 
May  marked  the  second  time  in  1989 
that  single-family  starts  fell  below  a 
1  million-unit  annual  rate.  The  last  year 
they  came  in  below  that  level  was  1982. 

The  key  question  is  whether  the  latest 
housing  numbers  simply  reflect  a  lag  in 
the  market  s  response  to  lower  rates  or 
something  more  serious.  NAHB  members 
report  that  the  combination  of  the  slow- 
ing economy  and  high  home  prices  rela- 
tive to  income  have  made  prospective 
buyers  increasingly  wary.  Stiffer  mort- 


gage-qualification rules  and  the  absence 
of  "teaser  rates"  on  new  adjustable-rate 
mortgages  are  also  throwing  up  road- 
blocks. "Builders  tell  us  they're  seeing 
decent  traffic  out  there,"  says  Crist, 
"but  not  a  lot  of  transactions." 

Economist  Mark  Lasky  at  DRI/ Mc- 
Graw-Hill thinks  that  starts  could  re- 
bound smartly  as  mortgage  rates  contin- 
ue to  fall.  But  John  Savacool,  an 
economist  at  wefa  Group,  predicts  that 
any  recovery  will  be  subdued.  He  notes 
that  not  only  are  young,  first-time  home 
buyers  virtually  priced  out  of  the  market 
but  also  that  their  numbers  are  decreas- 
ing. "There's  not  much  pent-up  demand 
left  after  the  strong  years  we  saw  earli- 
er in  the  expansion,"  he  says,  "but  if 
rates  continue  to  decline,  we  could  see  a 
moderate  pickup  later  this  year." 

For  many  homebuilders,  whose  big- 
gest season  is  in  the  spring,  a  delayed 
pickup  would  be  cold  comfort.  "If  June 
turns  out  to  be  another  month  like 
May,"  says  Crist,  "we've  got  problems." 


...  BUT  AH  EVEH 
BLEAKER  FUTURE 
MAY  BE  LOOMIHG 


The  housing  sector  is  becoming  in- 
creasingly sensitive  to  economic 
downturns.  That's  the  thesis  of  a  recent 
study  by  economist  Richard  Hokenson 
at  Donaldson,  Lufkin  &  Jenrette  Inc., 
who  claims  that  lifestyle  changes  are 
combining  with  demographic  trends  in 
ways  that  will  tend  to  exacerbate  hous- 
ing slumps  and  economic  contractions. 

According  to  Hokenson,  this  develop- 
ment first  became  apparent  during  the 
1981-82  recession.  The  critical  factor  was 
the  unprecedented  slowdown  in  house- 
hold formations.  The  number  of  house- 
holds, which  has  always  increased  even 
during  contractions,  posted  its  slowest 
growth  in  the  current  century.  As  a  re- 
sult, housing  starts,  already  weakened 
by  the  1980  recession,  fell  four  years  in 
a  row  for  the  first  time  since  the  Depres- 
sion. And  consumer  expenditures  on 
housing  services  and  operations  also 
registered  unusually  weak  increases. 
Such  expenses,  which  account  for  more 
than  207'  of  personal  consumption,  nor- 
mally shore  up  the  economy  by  remain- 
ing relatively  strong  during  downturns. 

Hokenson  contends  that  lagging 
household  growth  is  partly  the  result  of 
the  rising  number  of  unmarried  adults, 
many  of  whom  have  difficulty  setting  up 
independent  living  quarters.  Since  1986, 
for  example,  some  13%  of  men  age  25 
and  over  have  been  living  in  households 
headed  by  other  people — in  many  cases, 
their  parents.  Other  new  patterns  in- 


clude families,  often  two  or  more  women 
and  their  children,  living  together. 

Such  trends  tend  to  accelerate  during 
economic  downturns.  Moreover,  the 
growth  rate  of  the  adult  population, 
which  was  close  to  2%  in  the  early  1980s, 
is  now  about  1.5%  a  year,  and  will  fall 
below  1%  in  the  decade  ahead.  Thus, 
Hokenson  expects  household  growth  to 
slacken  even  more  and  possibly  to  turn 
negative  in  future  recessions.  As  a  re- 
sult, he  says,  "homebuilding  will  be  even 
more  cyclical  than  in  the  past  and  hous- 
ing-related expenditures  will  be  less  sta- 
bilizing, producing  harder  landings  for 
the  economy." 


THE  MAJOR  ECOHOMIES 
ARE  OUT  OF  SYHC 
— AHD  THAT'S  GOOD 


What  the  world  needs  now,  say  the 
economic  pundits,  is  a  nonsyn- 
chronous  expansion.  A  faster  pace  in  Ja- 
pan and  West  Germany  would  offset  the 
U.  S.  economic  slowdown  and  help 
shrink  America's  trade  deficit  while 
trimming  surpluses  overseas. 

Fortunately,  that's  what  seems  to  be 
happening,  reports  Steven  Nagourney  of 
Shearson  Lehman  Hutton  Inc.  The  Ger- 
man economy,  Europe's  locomotive, 
grew  at  a  12.5%'  annual  rate  in  the  first 
quarter,  he  notes.  And  Japan's  annual 
growth  rate  was  a  heady  9.1%'.  Looking 
ahead,  Nagourney  expects  inflationary 
pressures  in  Germany  and  Japan  to  sub- 
side as  their  economies  slow  to  a  more 
sustainable  clip.  But  their  growth  should 
still  outpace  that  of  the  U.  S. 


THE  BOOM  IH  FOREIGH 
IHVESTMEHTS  ISH'T 
BUILDIHG  HEW  PLAHTS 


The  huge  surge  in  foreign  direct  in- 
vestment in  the  U.  S.  economy  has 
involved  surprisingly  little  construction 
of  new  manufacturing  facilities,  says 
economist  Susan  Lakatos  at  Kidder,  Pea- 
body  &  Co.  Her  analysis  indicates  that 
except  for  the  auto  industry,  foreign- 
plant  construction  in  America  has  not 
accelerated  at  all  during  the  1980s.  Even 
with  autos,  dollars  spent  by  foreigners 
on  capital  expansion  rose  from  only  $3.3 
billion  in  1983  to  $5  billion  last  year, 
while  total  foreign  direct  investment  ex- 
ploded from  $8  billion  to  $65  billion.  "The 
emphasis  has  been  almost  entirely  on 
mergers  and  acquisitions,"  says  Laka- 
tos. "Although  half  of  direct  investment 
is  going  into  manufacturing,  foreigners 
are  buying,  not  building."  H 
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ECONOMIC  TRENDS 


With  all  the  computers 

throughout  our  organization, 

do  we  really  need  a  mainframe  anymore? 


Can  we  tie  all  our 
different  computers  together 
without  blowing  our  existing  investment? 


What  about  software? 
We  have  a  development 
bottleneck  that's  choking  our  growth 


If  you've  been  asking 
questions  like  these, 
you  need  to  turn  to  a  higher  power... 


COMMON  SENSE 


he  spread  of  computers  throughout  organizations  has  greatly 
iproved  the  way  many  parts  of  the  operation  work.  But  the  speed 
f  that  proliferation  over  the  past  several  years  has  a  downside, too: 

!  any  computers  from  many  different  computer  companies,  each 
3rforming  relatively  isolated  tasks.  Or  maybe  computers  all  from 
le  same  manufacturer,  but  limitations  on  the  ways  you  can  change 
■  improve  your  total  information  system. 

jiomputing  benefits.  Computing  barriers. 

only  the  valuable  information  in  all  your  organization's  computers 
-  as  as  available  as  the  computers  themselves. 


DWERFUL  AND  PRACTICAL 

day  there's  a  powerful  customer  movement  toward  the  practical 
pects  of  computing  instead  of  the  pie-in-the-sky  add-ons. 
movement  to  common  sense. 


'  5  a  movement  at  Unisys, too.  Providing  powerful,  practical 
id  flexible  information  solutions  to  any  or  all  parts  of  a  customer's 
ganization. 

|)i)m  mainframes  to  departmental  systems.  Software  to 
jfrvices.  And  the  skill  to  put  it  all  together 


UMSYS 


■4 
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The  pom 

MAINFRAME^ 


Are  mainframes  dead?  Hardly. They're  more  important  than  ever 
Charged  with  doing  more,  not  less.  Besides  holding  and  processin 
vast  amounts  of  data, today's  mainframes  also  distribute 
information. 

At  Unisys,  we  see  mainframes  as  the  hub  of  your  information  whe(, 
with  smaller  computers  as  the  spokes  serving  departments  and 
individuals. 

WE  BEAT  IBM  HEAD  TO  HEAD 

We'll  put  our  mainframes  up  against  anybody's  for  reliability, 
productivity  and  overall  customer  satisfaction— measures 
customers  tell  us  are  most  important  to  them. 

In  fact,  Unisys  mainframes  beat  comparable  IBM  systems  in  a 
head-to-head  productivity  study  Overall,  IBM  systems  required  SOS 
more  full-time  staff  than  ours.  Within  five  years, the  savings  can 
virtually  pay  for  the  computer  And  common  sense  tells  you  it's  th( 
cost  of  computing  that  matters,  not  just  the  cost  of  the  computei 


IBM  SYSTEMS 

REQUIRED 

50%  MORE 

FULL-TIME 

STAFF  THAN 

UNISYS 

SYSTEMS.* 


In  a  recent  DATAPRO  study  our  high-end  A  Series 
mainframes  also  beat  IBM  in  customer  satisfactioi 
and  reliability  One  reason?  Our  A  Series  offers  the 
widest  performance  range  in  the  industry  without 
requiring  changes  in  operating  software.  Another 
practical  solution  that  saves  time  as  well  as  mone> 


DATAPRO  USER  SURVEY 


UNPARALLELED  POWER 


For  sheer  power,  our  2200  line— capable  of 
processing  up  to  an  amazing  6500  transactions 
per  second— is  a  real  workhorse. 

Large  organizations  are  counting  on  this 
massive  capacity  for  critical  jobs  like  high- 
volume  reservation  systems,  online  banking  and 
payment  processing.  And  the  entire  2200  family 
was  built  to  run  all  the  same  software  as  its 
predecessors.  Common  sense! 

COMMON  INDUSTRY  STANDARDS 


A12/A15/A17  Took  Top  Honors  Over  IBM^  in: 


Overall  satisfaction 

8.8 

vs.  8.3 

Performance  as  expected 

100% 

vs.  96% 

Recommendation  to  others 

100% 

vs.  96% 

Ease  of  operation 

9.5 

vs.  7.5 

Reliability 

9.6 

vs.  9.3 

Operating  system 

9.6 

vs.  8.8 

If  the  mainframe  is  the  hub,  common  sense  says  it  better  link  with 
the  other  computers  in  the  system,  no  matter  who  made  them. 
Unfortunately,  that's  not  the  case  with  most  mainframe  vendors. 


Except  Unisys.  We've  bet  our  future  on  open  computing  and 
interoperability.  As  a  result,  we  were  the  first  major  company  to 
incorporate  common  industry  computing  standards  into 
mainframes.  And  we'll  continue  that  leadership.  It  means  you 
can  be  more  flexible.  And  more  connected. 

Common  standards.  Common  sense. 

For  systems  and  sites  surveyed,  1988  independent  survey  of  over  600  user  sites 

'Four  IBM  3090  performance  ranges  surveyed  Results  reported  represent  best  IBM  score  for  eacti  category 


UMSYS 


The  powe 


Millions 
of  Dollars 


Unisys     IBM      AT&T    Philips     DEC  NCR 

COMMERCIAL  UNIX  REVENUES 

6  Leading  Suppliers-1988 


Small  systems  let  departments  and  individuals  use  computer  powei 
for  themselves. 

Some  call  this  freedom.  Others,  loss  of  control.  Common  sense 
tells  us  that  freedom  and  control  aren't  necessarily  contradictory, 
so  our  systems  give  you  the  best  of  both.  At  Unisys,  we  distribute 
computing  power  throughout  companies— all  the  way  to  the  desk. 
For  jobs  you  do  independently,  as  well  as  jobs  requiring  working 
with  others.  We  give  you  flexible,"networked"computing  systems. 
And  we  give  you  choices. 

Our  comprehensive  family  of  Unisys  PW2  personal  computers 
gives  you  access  to  the  wealth  of  MS-DOS  and  UNIX  applications, 
while  enabling  you  to  tap  networks  and  other  systems  throughout 
your  organization. 

BTOS  SYSTEMS-OUR  BEST-KEPT  SECRET 

Perhaps  our  best-kept  secret  is  our  BTOS  workstation  family.  It 
combines  the  ease-of-use  of  a  microcomputer  with  the 
sophistication  of  a  larger  multiuser  system,  allowing  multiple  jobs 
to  be  done  at  one  time.  It's  built  for  departmental  computing, 
bringing  together  work  groups  and  entire 

IH^jj^H   enterprises  simply  And  it's  complemented  by 
I  powerful  central  applications  that  serve  groups  as  i 

well  as  the  flexibility  to  run  MS-DOS  applications 
locally.  Maybe  that's  why  our  BTOS  business  is 
growing  over  40%  a  year.  The  secret  is  getting  out.  * 


SYSTEMS 

As  an  open  computing  platform, the  UNIX  operating  system  gives 
you  the  freedom  to  access  the  best  solutions  and 
technology  available,  no  matter  who  makes  them. 
That's  why  Unisys  committed  early  on  to  providing 

the  best  UNIX  solutions  on  the  market.  BROADEST  UNIX  LINE 


Today  we  are  the  top  seller  of  commercial 
UNIX  systems.  We  offer  the  most 
comprehensive  line  of  UNIX  systems  in  the 
industry:  from  PC  to  mainframe,  serving 
from  one  to  hundreds  of  users.  With 
unmatched  software  support.  No  other 
company  can  rival  our  UNIX  product 
breadth  and  software  depth. 

NETWORKING  EXPERIENCE 


DESKTOP 


DEPARTMENTAL 


MAINFRAME 


UNISYS 


OLIVETTI 
SIEMENS 


Our  track  record  in  departn-iental  and  open  computing  also  drives 
our  leadership  in  networking.  High-speed  switching,  integrated 
voice  and  data.  Local  area  and  wide  area  networks.  Whether  or 
not  the  computers  at  each  end  were  made  by  us,  our  networks 
let  you  communicate.  Practicality  like  this  has  been  well  received 
L)y  customers.  And  helped  Unisys  grow  a  $2  billion  open 
computing  business  in  just  two  years. 

Uncommon  flexibility  Common  sense. 


UNISYS 


Unparalleled  mainframes.  First-class  departmental  systems. 
What  sense  does  it  make  to  offer  all  that  power  without  software 
to  exploit  it? 

COMMONSENSE  SOFTWARE 

At  Unisys  we  believe  that  the  best  software  solutions  are  those 
matched  to  your  line  of  business.That's  why  we  provide  industry- 
specific  applications  like  branch  and  retail  banking  systems,  library 
management,  healthcare  and  manufacturing  production  control 
systems,  to  name  a  few. 

In  addition,  we've  established  relationships  with  OEMs  and  third- 
party  application  developers  who  offer  even  more  software  choice;' 
for  your  industry  And  our  UNIX  leadership  is  resulting  in  alliances 
with  leading  software  suppliers  to  bring  their  solutions  to  the  UNIX 
market  on  Unisys  products. 

EXPLODE  THE  DEVELOPMENT  BOTTLENECK  j 

We've  also  addressed  the  problem  of  creating  and  maintaining  your 
own  software. 

We  know  that  computing  in  large  organizations  has  resulted  1 
in  massive  commitments  of  people  and  money  to  application 
development  and  maintenance.  And  the  backlog  still  grows.  [ 


With  our  UNC,  MAPPER,  and  ALLY  software  productivity  tools, 
what's  always  been  a  slow  and  expensive  procedure  is  now  faster, 
can  cut  resources  by  a  factor  of  up  to  45,  and  is  dramatically  less 
expensive. 

Programmers  can  update  and  maintain  their  software  without 
starting  over— the  Unisys  tools  automatically  handle  the  details. 
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Unisys:  The  Market  Share  Leader  in 
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Flexible  new  applications  can  be  created  easily  and  much  faster 
And  users  can  get  information  in  the  format  they  want, 
so  it's  easier  to  analyze.  In  other  words,  we've  applied 
common  sense  to  software. 


Over  60%  of  our  mainframe  customers  use  these  fourth- 
generation  language-based  productivity  tools. 

Apply  a  little  commonsense  computing.  And  productivity 
becomes  commonplace. 


UNISYS 
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PUTTING  II 


It's  one  thing  to  know  what  the  parts  are.  But  the  key  ingredient 
of  commonsense  computing  is  making  all  the  parts  work  together 
in  a  way  that  makes  the  most  sense  for  you,  rather  than  for  your 
computer  vendor 

TOP  SYSTEMS  INTEGRATOR 

Commonsense  service  like  ours  is  more  than  just  the  hardware 
maintenance  we  provide.  It  means  focusing  our  skill  and  experience 
on  your  information  system  in  the  context  of  your  strategic  business 
goals,  recommending  the  best  answers  to  your  immediate  and 
long-term  needs,  and  then  working  to  put  it  together  with  what  you 
already  have. 

We  know  how  to  do  it.  In  fact,  we  are  one  of  the  top  five  providers  of 
professional  services  and  one  of  the  top  five  systems  integrators  in 
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le  world.  And  we  make  it  our  business  to  know  your  business, 
fact,  we're  organized  to  serve  specific  industries. 

PROFESSIONAL  SERVICES 

'e  can  give  you  the  whole  package.  _ 
r  any  part  you're  not  getting  from  |J 
)ur  current  vendor 


2  ADP 


2  ELECTRONIC  DATA  SYSTEMS 


e're  broad  in  scope.  Reliable.  And  flexible 
lough  to  accommodate  all  the  varied 
)mputer  choices  you've  made  to  date  and 
ant  to  make  tomorrow. 

ie  point  is  you  can  have  a  lasting  partnership  with 
lisys  that  builds  a  lasting  partnership  between  you 
id  your  information  system. 
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Practical  mainframes-  ^ 
rated  most  reliable.  Proven  mainframes- 
cutting  the  cost  of  computing,  not  just  computers. 


UNISYS. 

The  leader  in  networked 

departmental  systems 

and  UNIX. The  broadest  choice  of  systems. 
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UNISYS.   ■  '.j'-'-'-^H.. 
Specific  industry  ^ 
applications,  and  the  best 

development  tools  to  explode  your  software  bottleneck. 


A  $10  billion  international  company: 

Leading  in  systems  integration  and  professional  services, 

Organized  around  your  line  of  business. 

Try  the  power  of  Common  Sense.  Call  1-800-547-8362. 


UNISYS  AND  YOU 
The  power  of  ^ 


usiness  Outloo 


JULY  3,  1989 


BY  JAMES  C.  COOPER  AND  KATHLEEN  MADiGAN 


[NFLATION  MAY  SOON  RAISE 
FHE  WHITE  FLAG 


FOOD  AND  ENERGY 
FUEL  THE  CPI 


It's  still  too  early  for  investors  to  start  climbing  out  of 
their  foxholes,  but  the  battle  to  contain  inflation  may 
be  nearing  an  end — and  the  Federal  Reserve  is  win- 
ling.  The  Fed's  16-month  mission  to  vent  price  pressures 
)y  slow^ing  the  economy  looks  increasingly  successful. 

True,  the  price  indexes  aren't  exactly  confirming  that 
ust  yet:  Producer  and  consumer  prices  accelerated 
harply  in  the  first  half,  and  both  made  uncomfortable 
umps  in  May.  But  a  deeper  look  at  the  fundamentals 
eveals  some  progress  that  brightens  the  outlook. 

Slower  growth  in  domestic 
demand,  particularly  in  consum- 
er spending,  is  causing  industri- 
al production  to  shift  to  a  lower 
gear.  That's  easing  capacity 
pressures  in  many  primary  pro- 
cessing industries  where  prices 
had  been  rising  sharply.  The 
stronger  dollar  also  ameliorates 
inflation,  although  it  does 
threaten  continued  improve- 
ment in  the  trade  deficit. 
Clearly,  speculators  smell  something  in  the  wind.  The 
lommodity  Research  Bureau's  closely  watched  index  of 
atures  prices  for  commodities  has  fallen  some  15%  be- 
)w  its  peak  of  last  summer.  Metals  prices  are  generally 
)wer,  and  the  price  of  gold,  traditionally  a  hedge 
gainst  inflation,  is  still  on  its  downward  track. 
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As  yet,  though,  inflation  is  still  squeezing 
consumers.  The  consumer  price  index 
rose  0.6%  in  May,  after  an  even  steeper 
0.7%  increase  in  April.  In  fact,  so  far  in 
)89,  the  CPI  has  risen  at  a  6.7%  annual  rate,  compared 
ith  4.4%*  during  all  of  1988.  But  even  so,  the  underlying 
■end  is  not  as  bad  as  it  seems. 

The  volatile  food  and  energy  sectors,  some  24%  of  the 
PI,  have  accounted  for  nearly  all  of  that  acceleration, 
iflation  in  those  two  sectors  is  influenced  more  by 
xpply — which  is  beyond  the  Fed's  control — than  by  de- 
and.  Excluding  food  and  energy,  the  CPI  has  risen  at 
1  annual  rate  of  only  4.8%  so  far  this  year,  virtually  no 
)eedup  from  the  4.7%  pace  for  all  of  last  year. 
Prices  for  food  and  energy  paced  the  May  increase, 
tiat  has  been  the  case  in  each  month  this  year  (chart), 
rices  for  grocery  store  foods  rose  0.87©  in  the  month, 
d  by  big  gains  in  fruits,  vegetables,  and  poultry.  And 
lergy  prices  jumped  1.6%-,  after  a  huge  5.1%  advance  in 
pril.  Higher  gasoline  prices  fueled  both  increases. 
In  general,  the  outlook  for  inflation  in  goods  is  better 


than  it  is  in  services.  Service  producers  face  tight  labor 
markets  and  rapidly  rising  wages.  Employment  costs  in 
services  are  up  5.4%  in  the  past  year,  compared  with 
3.6%  for  goods  producers.  Service  industries  will  try  to 
keep  prices  up  to  maintain  their  profit  margins.  And 
since  services  are  half  of  the  CPI,  that  could  limit  im- 
provement in  the  overall  index. 

On  the  goods-producing  side,  inflation  in  durable 
goods  is  already  showing  some  improvement.  That's  im- 
portant, because  that  sector  typically  leads  changes  in 
the  overall  CPI.  During  the  past  six  months,  the  inflation 
rate  for  durable  goods  has  risen  at  an  annual  rate  of  just 
0.9%',  down  from  a  2.7%>  pace  in  the  previous  half-year. 

Excluding  food  and  energy,  goods  inflation  during  the 
past  six  months  is  running  at  an  annual  rate  of  3.87o, 
while  service  inflation  stands  at  5.3%.  Although  service- 
sector  inflation  is  unlikely  to  improve  much,  progress  in 
the  goods  sector  should  continue,  as  softer  consumer 
demand  dampens  industrial  activity. 

FACTORIES     The  first-quarter  slowdown  in  industrial 

SHIFT  TO       production  continued  in  the  second  quar- 

A  lOWER       ter.  Output  in  the  nation's  factories,  utili- 
ties,  and  mines  was  unchanged  in  May, 
following  a  0.6%  advance  in  April.  Weakness  in  produc- 
tion of  autos  and  construction  supplies  in  May  offset 
gains  in  business  equipment  and  materials. 

In  the  manufacturing  sector 
alone,  production  fell  0.1%>,  after 
a  strong  0.6%  increase  in  April. 
Although  the  April  gain  in  fac- 
tory output  was  revised  upward 
from  0.4%,  second-quarter  pro- 
duction likely  grew  at  an  annual 
rate  of  less  than  3% — the  small- 
est advance  in  three  years. 

That  slowdown  is  easing  ca- 
pacity pressures.  In  May,  the 
operating  rate  in  manufacturing 
dipped  0.3  percentage  points,  to  84%-  (chart).  It  has  been 
trending  lower  since  hitting  84.7%  in  January,  the  high 
for  the  current  expansion. 

The  slowdown  in  output  is  centered  in  materials  rather 
than  in  final  products.  Despite  gains  in  both  April  and 
May,  materials  output — some  42%  of  industrial  produc- 
tion— has  risen  at  an  annual  rate  of  just  0.3%  in  the  past 
six  months,  compared  with  a  sizzling  7.2%-  pace  during 
the  previous  half-year.  And  capacity  utilization  in  materi- 
als has  fallen,  from  85.1%  in  November  to  84.2%  in  May. 

In  general,  operating  rates  in  primary  processing  in- 
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dustries  have  fallen  sharply.  That's  where  capacity  con- 
straints were  developing  last  year  and  where  price  pres- 
sures in  the  goods-producing  sector  were  the  most 
intense.  In  May,  the  operating  rate  in  primary  process- 
ing dipped  back  to  its  March  level  of  86.3%',  the  lowest  in 
a  year  and  a  half. 

Except  for  auto  output,  which  fell  4.1%  in  May,  the 
slowdown  in  production  of  finished  goods  has  not  been 
as  sharp.  Output  of  business  equipment  has  grown  at  a 
healthy  8.7%'  annual  rate  during  the  past  six  months, 
buoyed  by  gains  in  capital  spending  and  exports. 

Output  of  consumer  goods  other  than  autos  has  been 
led  by  gains  in  durable  homegoods,  such  as  appliances 
and  furnishings.  Homegoods  production  has  grown  at  a 
5.7%'  annual  pace  during  the  past  half-year. 

That  sector  may  slow,  however,  because  of  sluggish- 
ness in  both  consumer  spending  and  housing.  New  home 
starts  weakened  further  in  May,  falling  2.1%'  to  an  annu- 
al rate  of  1.31  million,  following  a  5%c  drop  in  April. 
Starts  of  single-family  homes  fell  to  980,000 — the  lowest 
annual  pace  in  almost  five  years. 

I  THE  TRADE     Despite  increasing  economic  sluggish- 

iGAP  IS  ness,  the  industrial  sector  is  still  getting 

GETTING  plenty  of  support  from  foreign  demand. 
SLIMMER  That's  evident  in  the  narrowing  of  the 
April  merchandise  trade  deficit,  to  $8.3  billion,  from  $9.5 
billion  in  March.  After  having  stalled  out  during  the 
second  half  of  last  year,  improvement  in  the  trade  gap 
now  seems  to  be  getting  back  on  track. 

The  main  reason:  Exports  managed  to  top  their  March 
record  by  0.8%>,  hitting  a  new  high  of  $30.6  billion  (chart). 
The  gain  was  led  by  increases  in  industrial  materials  and 
supplies,  capital  goods,  and  consumer  goods. 

The  slowdown  in  consumer  spending  also  is  helping 
ease  the  import  problem  a  little.  Imports  fell  2.6%  in 
April,  to  $38.8  billion.  The  drop  would  have  been  even 
greater  but  for  a  jump  in  oil  imports.  In  the  first  four 
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months  of  1989,  imports  stood  8.1%^  above  the  sam 
period  in  1988,  a  considerable  slowdown  from  last  yeai 
when  they  rose  13.6%  ahead  of  the  same  period  in  1987 

The  trade  deficit  began  the  second  quarter  well  he\o\ 
the  $9.3  billion  average  in  the  first  quarter.  So  trade  i 
now  in  a  position  to  provide  continued  support  to  growt 
in  second-quarter  real  gross  national  product. 

Beyond  the  second  quarter, 
however,  trade  improvement 
may  well  fall  victim  to  the 
stronger  dollar,  which  could  hit 
exports  hard.  Foreign  demand 
for  most  U.  S.-made  goods  is 
sensitive  to  exchange  rates  be- 
cause U.  S.  exports  tend  to  be 
commodities  or  low-tech  equip- 
ment that  can  easily  be  bought 
in  other  markets. 

The  dollar's  10%-  rise  since 
December  will  also  temporarily  depress  the  value 
imports  in  coming  months,  since  the  relative  price 
imports  will  decline.  But  more  important,  slower  consunf 
er  spending  will  limit  growth  in  their  actual  volume. 

Much  of  the  runup  in  the  dollar  has  reflected  politic^ 
rather  than  market  pressures,  particularly  uncertaintie 
in  Japan  and  West  Germany  and  turmoil  in  China.  S(j 
the  dollar's  recent  strength  could  prove  temporary. 

Lately,  the  dollar  has  backed  down  to  levels  that  ar 
less  worrisome.  It  hit  nearly  152  yen  on  June  15,  th 
highest  in  more  than  two  years,  but  by  June  21  it  ha 
receded  to  just  under  143  yen.  Most  analysts  believe  th£ 
150  yen  is  close  to  the  danger  zone  where  the  compet 
tiveness  of  U.  S.  exports  is  hurt. 

But  for  now,  exports  remain  the  backbone  of  th 
factory  sector,  and  slower  consumer  spending  is  takin 
pressure  off  industrial  capacity — and  off  inflation.  Th£ 
combination  will  keep  this  expansion  chugging  alonj 
making  investors  feel  a  little  m.ore  secure. 


THE  WEEK  AHEAD 


LEADING  INDICATORS 


Wednesday,  June  28,  8:S0  a.m. 
The  consensus  of  economists  is  that  the 
government's  composite  index  of  leading 
indicators  fell  by  about  0.67<5  in  May.  De- 
clines in  the  factory  workweek,  consum- 
er expectations,  and  the  money  supply, 
plus  an  increase  in  the  number  of  new 
unemployment  claims  were  chiefly  re- 
sponsible for  the  decrease.  These  nega- 
tives more  than  offset  a  gain  in  stock 
prices  and  no  change  in  building  per- 
mits. A  drop  in  the  government's  index 
is  also  suggested  by  the  weakness  in  the 
BUSINESS  WEEK  leading  index  in  May. 
The  government's  index — designed  to 
forecast  growth  in  the  economy — in- 
creased 0.8%  in  April  but  fell  in  both 


February  and  March.  Another  decline  in 
May  would  signal  that  the  economy  has 
shifted  into  a  pattern  of  slower  growth. 

NEW  SINGLE-FAMILY  HOME  SALES 

Thursday,  June  29,  10  a.m. 
New  single-family  homes  probably  sold 
at  an  annual  rate  of  just  610,000  in  May, 
down  from  April's  620,000  pace.  The  ex- 
pected decline  is  indicated  by  a  4.6%  drop 
in  single-family  housing  starts  and  little 
change  in  the  mortgage  rate  for  new 
homes  in  May.  The  housing  sector  re- 
mains one  of  the  worst  performers  in 
the  economy  this  year.  New-home  sales 
so  far  in  1989  are  3%  below  the  same 
period  in  1988.  Recent  declines  in  mort- 
gage rates  in  early  June  may  help  fu- 
ture sales,  if  rates  stay  below  10%. 


FACTORY  INVENTORIES 


Friday,  June  30,  10  a.m. 
Most  economists  expect  that  manufa 
turers  boosted  their  inventories  by  aboi 
0.6%'  in  May,  the  same  pace  posted 
March  and  April.  Despite  27  consecuti\ 
monthly  increases,  factory  stockpiles  r 
main  firmly  under  control.  That's  b 
cause  shipments — up  2.4%'  in  April — ai 
still  outpacing  the  inventory  buildu; 
New  orders  also  continue  on  a  stron 
upward  trend.  Economists  are  lookin 
for  a  2%'  increase  in  new  factory  boo! 
ings  in  May,  led  by  a  healthy  gain 
durable-goods  orders.  That's  below  tl 
April  advance  of  2.7%,  but  it  means  ths 
the  manufacturing  sector  is  still  a  v 
brant  force  in  this  expansion. 
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To  have  uncommon  beauty  is  to  run  the  risk 
of  attracting  attention.  In  the  case  of  the 
Vanden  Plas,  the  attention  it  attracts 
reflects  the  care  Jaguar  lavishes  on  this 
unusual  sedan. 

The  long,  low  silhouette  and  graceful 
lines  of  the  Jaguar  sedan  are  distinguished 
by  a  number  of  design  features  unique  to 
the  Vanden  Plas.  Flush  wheel-center  cov- 
ers, bright  side  moldings,  on  ingenious 
headlamp  washer  system  and  distinctive 
rear  bodging  identify  this  car  as  a  very 
special  Jaguar. 

But  nowhere  are  Jaguar's  uncompro- 
mising standards  of  luxun/  more  eloquently 
expressed  than  inside  the  Vanden  Plas. 
The  handcrafted  elegance  of  polished 


wood  and  supple  leather  abounds.  Up  to 
six  carefully  matched  hides  are  required 
for  each  Vanden  Plas  interior.  The  power- 
adjustable  front  seats  incorporate  variable 
lumbar  support  and  temperature  con- 
trolled heating  elements. 

The  rear  seat  is  comfortably  contoured 
for  two  passengers  and  deep  fleece  rugs 
cover  passenger  footwells.  Exquisite  burl 
walnut  fold-down  picnic  tables,  high  inten- 
sity reading  lamps  and  individual  head- 
rests give  rear  seat  passengers  greater 
comfort  than  a  favorite  reading  chair. 

Revised  torque  converter  specifications 
and  a  new  final  drive  ratio  make  this  Vanden 
Plas  one  of  the  quickest  Jaguar  sedans 
ever  built.  For  optimum  traction  and  con- 


trol, the  Vanden  Plas  is  equipped  with  a 
limited-slip  differential  and  one  of  the 
world's  most  advanced  anti-lock  (ABS) 
braking  systems. 

If  your  attention  has  now  been  caught 
by  the  Jaguar  Vanden  Plas,  we  invite  you 
to  visit  your  dealer  for  a  test  drive.  Ask  him 
about  Jaguar's  extensive  three-year/ 
36,000-mile  warranty.  FHe  can  provide 
details  on  this  limited  warranty,  applicable 
in  the  USA  and  Canada,  and  on  Jaguar's 
uniquely  comprehensive  Service-On- 
Site"^'^  Roadside  Assistance  Plan.  For  the 
name  of  the  dealer  nearest  you,  call  toll- 
free:  1 -800-4-JAGUAR. 
Jaguar  Cars  Inc.,  Leonia,  NJ  07605. 

ENJOY  TOMORROW.  BUCKLE  UP  TODAY. 


Elegance  and 
performance  get  the 
Jaguar  Vanden  Plas 
noticed— even  when 
you'd  rather  go 
unnoticed. 


e 
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LANDING 
NORTHWEST 

NOW  AL  CHECCHI  HAS  TO  RUN  HIS  NEW  AIRLINE 


Al  Checchi  is  definitely  feeling  his 
oats  these  days.  As  the  victorious 
bidder  for  nwa  Inc.,  owner  of 
Northwest  Airlines,  Checchi  has  tri- 
umphed in  one  of  the  most  visible  take- 
over fights  of  the  year.  And,  in  all  hu- 
mility, he  sees  no  obstacles  in  his  way. 

Will  the  $3.65  billion  buyout  hobble 
Northwest  with  too  much  debt?  "If  the 
company  never  did  any  better  than  it's 
doing  right  now,"  he  says,  "I  could  ser- 
vice my  debt." 

Will  his  relations  with  Northwest's 
managers,  whom  he  plans  to  retain — 
including  Chairman  Steven  G.  Roth- 
meier — really  be  as  smooth  as  he  prom- 
ises? "These  are  Midwesterners,  so  they 
tell  you  what  they  think,  and  so  far  they 
say  that  they're  with  me." 

Can  Checchi  really  ai 
range  the  hefty  bank  fi 
nancing  he  needs  within 
the  90  days  Northwest's 
board  has  stipulated.' 
"What  do  you  think  this 
is,  amateur  night  at  the 
Roxy?" 

CLOSED  DOORS.  There's  no 
doubt  that  in  winning 
Northwest,  Checchi  has 
been  the  consummate  pro- 
fessional. Checchi  and  his 
partners,  Gary  L.  Wilson, 
chief  financial  officer  of 
Walt  Disney  Co.  and 
Checchi's  old  boss  at  Mar- 
riott Corp.,  and  Frederic 
V.  Malek,  an  investment 
banker  and  another  Marri- 
ott alumnus,  quietly  pro- 
posed a  friendly  buyout  of 
Northwest  in  late  March. 
Then  came  offers  from 
Marvin  Davis,  the  Beverly 
Hills  billionaire,  financial- 
ly strapped  Pan  Am 
Corp.,  and  MEI  Diversified 
Inc.,  a  snack-food  compa- 
ny owned  in  part  by  Carl 
R.  Pohlad  and  Irwin  L.  Ja- 
cobs, the  Minneapolis  in- 


as  investors. 


DAVIS  BOWED  OUT,  RICHER 


PLASKETT  CAME  UP  EMPTY 


vestors.  Throughout  the  bidding,  which 
was  mostly  conducted  behind  closed 
doors,  the  ebullient  Checchi  remained  su- 
premely confident. 

In  the  end,  Davis,  who  will  probably 
make  $48  million  in  the  tender  offer, 
bowed  out.  Pan  Am  came  up  dry:  Now, 
Pan  Am  Chairman  Thomas  G.  Plaskett 
has  to  continue  his  difficult  search  for  a 
corporate  partner  that  will  give  his  carri- 
er a  brighter  future. 

Plaskett's  failed  bid  sweetens  Chec- 
chi's victory  even  more:  Pan  Am's  offer 
had  been  anchored  by  an  equity  stake 
from  Airlie  Group,  a  partnership  that 
included  Sid  and  Lee  Bass  and  Richard 
Rainwater,  the  big-league,  secretive  Tex- 
Checchi  had  spent  four 
years  working  for  Rain- 
water and  the  Basses,  but 
had  a  falling  out  with 
Rainwater  over  the  impor- 
tance of  his  role  in  the 
Bass  organization. 

The  idea  of  buying  an 
airline  appealed  to  Chec- 
chi, 41,  long  before  he  had 
to  scrap  with  Pan  Am  and 
Davis  over  Northwest.  A 
native  of  Wheaton,  Md., 
and  a  graduate  of  Har- 
vard business  school, 
Checchi  became  intrigued 
by  the  industry  in  the  late 
'70s,  when  he  was  a  finan- 
cial whiz  kid  at  Marriott,  a 
leading  hotel  operator  and 
top  airline  caterer.  But 
Checchi  failed  to  persuade 
Bill  Marriott  to  invest  in 
the  deals  just  then  start- 
ing to  sweep  through  the 
airline  business. 

It  wasn't  until  early  this 
year,  when  he  was  work- 
ing for  himself,  that  Chec- 
chi spotted  Northwest.  He 
persuaded  Gary  Wilson, 
until  recently  a  board 
member  of  Northwest,  to 
put  up  $1  million  of  his 


money  and  help  him  plot  a  buyout  strat-iJ 
egy.  He  won  the  backing  of  John  D.;' 
Elliott,  the  head  of  Elders  IXL,  the  Aus  ' 
tralian  brewing  company,  whom  he  met 
at  the  Calgary  Olympics.  Elliott  has  in- 
vested $500  million  in  Checchi  Asso- 
ciates, Checchi's  investment  firm,  which 
plans  to  do  other  deals  after  Northwest. 
Checchi  persuaded  KLM  Royal  Dutch  Air- 
lines, which  had  thought  of  supporting 
Pan  Am's  bid,  to  back  him  instead.  In 
all,  Checchi  put  together  $700  million  in 
common  and  preferred  equity  to  buy 
Northwest. 

WATCHFUL  EYES.  Now,  Checchi  has  to 
run  it.  First,  he  must  woo  the  regula- 
tors. Transportation  Secretary  Samuel 
K.  Skinner  has  served  notice  that  lever- 
aged airline  deals  will  be  subject  to  close 
scrutiny.  Another  potential  problem:  The 
government  may  frown  on  the  heavy 
foreign  investment  that  the  combined 
stakes  of  Elders  and  KL.M  represent. 
If  he  gets  that  far,  Checchi  next  needs 
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)  have  the  unions  on  his 
ide.  So  far,  the  machinists 
nd  Checchi's  bid  accept- 
ble,  in  part  because  Brian 
reeman,  the  investment 
anker  for  the  Internation- 
I  Association  of  Machin- 
ts,  knows  Checchi  and 
/ilson  from  negotiations 
1  1984,  when  Marriott  and 
16  Basses  tried  to  buy 
onrail.  "I  know  them," 
lys  Freeman.  "They're 
•edible." 

The    pilots,  however, 

ave  yet  to  negotiate  a 

2w  contract,  and  they  are 

;ill  at  odds  with  the  company  over  such 

lorny  issues  as  job  security  and  a  lower 
!  age  Northwest  wants  to  pay  new  pi- 
i  ts.  Already,  the  pilots  have  fretted 
j  ablicly  about  the  debt  Checchi  is  adding 
j  t  Northwest's  balance  sheet. 
I  Checchi  has  pledged  not  to  resort  to 


ALFRED  A.  CHECCHI 


STEVEN  G.  ROTHMEIER 


'If  the  company  never  did  any  better  than 
it's  doing  right  now,'  says  Checchi,  1  could 
service  my  debt ' 


massive  asset  sales,  the  usual  quick  fix 
of  a  heavily  indebted  acquirer.  Fred  Ma- 
lek,  Checchi's  partner  in  the  purchase, 
does  admit  that  Northwest's  Tokyo  real 
estate — worth  an  estimated  $400  mil- 
lion— might  be  sold.  And  Malek  says 
Northwest  may  also  resort  to  selling  and 


leasing  back  a  large  part  of  its  fleet, 
which  is  70%  owned  by  the  company. 
Sale  leasebacks  on  new  planes  could  also 
be  helpful.  Northwest  has  orders  and 
options  for  100  Airbus  A-320s  at  an  esti- 
mated price  of  just  under  $30  million. 
Today,  those  A-320s  would  sell  for  al- 
most $40  million. 

Checchi  has  another  advantage:  The 
years  Northwest  has  spent  integrating 
Republic  into  its  system,  and  the  money 
the  carrier  has  put  into  upgrading  ser- 
vice, are  now  starting  to  pay  off.  Traffic 
on  Northwest's  Pacific  routes  is  growing 
15%'  annually.  Northwest  also  has  the 
best  on-time  record  of  the  major  airlines, 
with  the  exception  of  a  shrunken  East- 
ern. That  performance  is  in  sharp  con- 
trast to  a  year  and  a  half  ago,  when 
Northwest  was  coming  in  dead  last  in 
the  rankings.  Finally,  Northwest,  whose 
lackluster  service  earned  it  the  nickname 
"Northworst,"  has  started  to  introduce 
all  the  frills,  including  nice  china,  fine 
wine,  and  extra  attendants,  in  its  busi- 
ness and  first  class  to  Asia  and  Europe. 
OPENING  TO  EUROPE.  Northwest  operat- 
ing profits  ran  flat  at  $205  million  last 
year,  but  should  hit  $325  million  in  1989. 
Cash  flow  will  probably  approach  $600 
million — more  than  enough,  for  now,  to 
pay  the  estimated  $430  mil- 
lion in  interest  Checchi  will 
owe  annually. 

So  Checchi,  provided 
that  his  deal  is  not  vetoed 
by  the  regulators,  stands 
to  enjoy  the  fruits  of 
Northwest's  earlier  ef- 
forts. He  could  also  pick  up 
more  high-fare  business 
travelers  by  paying  even 
more  attention  to  improv- 
ing service.  And  there  may 
be  extra  profits  in  a  linkup 
between  Northwest's  U.  S. 
hubs  and  KLM's  big  termi- 
nal in  Amsterdam. 

Of  course,  much  of 
Northwest's  growth  de- 
pends on  the  economy.  And 
with  fare  wars,  unpredict- 
able fuel  prices  and  inter- 
est rates,  not  to  mention 
terrorism  at  30,000  feet, 
the  airline  industry  has 
ways  of  getting  into  trou- 
ble that  Checchi,  who  has 
no  airline  experience  and 
who  admits  he  is  no  man- 
ager, may  not  foresee.  Before  his  adven- 
ture with  Northwest  is  through,  Checchi 
will  need  more  than  the  instincts  of  a 
dealmaker. 

By  Ronald  Grover  in  Los  Angeles  and 
Russell  Mitchell  in  Minneapolis,  with  Seth 
Payne  in  Washington  and  bureau  reports 
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TAKEOVERS  I 


TIME'S  COUNTERATTACK 
IS  DRAWING  ACID  REVIEWS 


The  market  is  cool  to  its  Warner  bid — and  shareholders  are  furious 


•We  're  not  for  sale, 
haven't  been  for  sale,  and 
don't  plan  to  be  for  sale ' 

J.  RICHARD  MUNRO 

CHAIRMAN,  TIME  INC. 


esieged  by  Paramount  Communi- 
cations Inc.'s  hostile  $10.7  billion 
takeover  bid,  Time  Inc.  is  fighting 
back.  The  publishing  and  cable  TV  com- 
pany has  hatched  a  scheme  to  turn  itself 
into  an  unattractive  behemoth  and  has 
filed  two  lawsuits  designed  to  foil  the 
takeover.  The  actions  were  bold — and 
desperate.  The  company  is  doing  every- 
thing possible  to  avoid  a  stockholder 
vote  on  the  $175-a-share  offer  by  Para- 
mount CEO  Martin  S.  Davis.  While  Time 
executives  won't  concede  the  point, 
there's  every  sign  that  they  would  lose. 

So  on  June  16,  Time  Chief  Executive 
J.  Richard  Munro  and  President  Nicho- 
las J.  Nicholas  Jr.  unveiled  their  biggest 
weapon  in  the  struggle:  a  plan  to  buy 
Warner  Communications  Inc.  for  a  cool 
$14  billion,  or  $70  a  share.  The  deal  may 
force  Time  to  raise  the  entire  $14  billion 
and  could  create  a  company  that's  too 
big  and  debt-laden  to  interest  Davis. 

Munro  now  concedes  that  the  original 
deal  between  Time  and  Warner  was  un- 
attractive to  investors.  But  the  new  plan 
isn't  winning  any  better  reviews.  The 
market  response,  for  example,  was  luke- 
warm: Warner  shares  edged  up  to  only 
58V2  on  June  21.  And  Paramount  was 


openly  scornful.  As  one  high- 
ranking  executive  put  it:  "If 
Time  really  felt  that  they 
were  proposing  a  better  alter- 
native to  our  offer  for  their 
shareholders,  why  are  they 
trying  to  end-run  a  sharehold- 
er vote?" 

Time's  biggest  investors,  al- 
ready frustrated  by  the  com- 
pany's failure  to  allow  a  vote 
on  the  Paramount  bid,  are  fu- 
rious. They  believe  the  new 
Time-Warner  deal  is  nothing 
but  a  thinly  disguised  attempt 
by  management  to  protect  it- 
self and  depress  the  value  of 
Time's  stock.  "I'm  not  happy 
with  Time's  management.  It 
doesn't  care  about  its  share- 
holders," says  Michael  F. 
Price,  president  of  Heine  Se- 
curities Corp.  He  and  others 
think  Time  management 
should  talk  to  Davis  to  see  if 
he  would  improve  his  offer. 
Paramount  likes  that  idea, 
and  in  a  bitterly  worded  June 
20  amendment  to  a  previous  complaint 
asked  the  Delaware  Chancery  Court  to 
stop  Time's  efforts  to  prevent 
shareholders  from  voting  on  Da- 
vis' bid.  As  it  stands.  Time's  board 
of  directors  won't  allow  a  vote  at 
the  June  30  shareholders'  meeting. 
Says  Munro:  "We're  not  for  sale, 
haven't  been  for  sale,  and  don't 
plan  to  be  for  sale." 

Time  has  a  lot  riding  on  the  Del- 
aware case,  which  rests  on  a  ques- 
tion in  takeover  law  where  there 
are  few  clear  precedents:  When  is 
a  company  up  for  sale?  If  the 
judges  say  Time  put  itself  on  the 
block  on  Mar.  4,  when  it  an- 
nounced its  original  merger  with 
Warner,  the  company  may  be 
forced  to  hold  an  auction  in  which 
Davis'  bid,  and  others,  would  have 
to  be  considered  (page  27).  But 
such  a  decision,  claim  Time  execu- 
tives, would  set  a  dangerous  prec- 
edent of  forcing  business  to  re- 
spond to  arbitrageurs'  short-term 
interests.  "The  current  system 
gives  an  incentive  for  unproduc- 
tive activity,"  says  Nicholas. 
In  addition  to  defending  itself  in 


Delaware,  Time  has  counterattacked 
with  suits  in  New  York  and  Connecticut, 
charging  that  Paramount's  bid  is  fraud- 
ulent. Time  claims  Davis  can't  make 
good  on  his  assurance  that  he  can  raise 
the  $14  billion  he  would  need  to  buy  the 
company  without  selling  some  of  Time  s 
assets.  "It's  our  money  he's  playing 
with,  not  his  money,"  says  Nicholas.  He, 
adds  that  Time  probably  wouldn't  have 
to  sell  assets  after  buying  Warner,  but 
he  won't  say  how  he'll  manage  that  feat 
until  he  decides  the  final  terms  of  the 
deal.  Paramount  insists  it  can  raise  the 
money  and  won't  have  to  sell  assets. 
CATCH-22.  Time  also  claims — not  very 
convincingly — that  Paramount  is  caught 
in  a  regulatory  catch-22:  Davis  has  no 
legal  standing  to  ask  local  regulators  to 
let  him  run  Time's  cable  franchises  untiL 
he  controls  the  company,  and  he  won't 
have  total  control  of  the  company  until 
he  wins  the  right  to  those  operations. 
What's  more,  Time  says  even  if  Davis 
can  try  to  get  those  properties,  it  could 
take  a  year  or  more  for  him  to  clear 
regulatory  hurdles,  which  means  share- 
holders wouldn't  see  a  penny  until  then. 
Cable  brokers  say  there  are  few  prece- 
dents involving  a  hostile  takeover  of  a 
cable  company,  but  they  don't  see  this 
issue  as  a  deal-buster. 

The  next  move?  Davis  may  put  the 
heat  on  Time's  board  of  directors  by 
boosting  his  offer.  But  investors  should 
think  carefully  before  they  try  to  profr 
from  the  Great  Media  War  of  1989.  This 
is  a  takeover  battle  in  which  the  uncer- 
tainties are  as  big  as  the  players. 

By  David  Lieberman  in  New  York 


1 


'I'm  not  happy  with  Time's 
management.  It  doesn't  care 
about  its  shareholders ' 

MICHAEL  F.  PRICE 

PRESIDENT,  HEINE  SECURITIES  CORP.-! 
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IKEOVERS 


\  LEGAL  BATTLE  THAT 

:OULD  KILL  OFF  FRIENDLY  MERGERS 


>oes  a  stock  swap  like  the  Time- Warner  deal  put  a  company  into  play? 


rhe  Time-Warner-Paramount  battle 
likely  won't  be  decided  for  weeks. 
But  when  it  is,  chances  are  it'll  be 
le  Delaware  courts  that  will  be  doing 
le  deciding.  And  in  the  process,  the 
lurts  probably  will  set  important  new 
•ound  rules  that  could  forever  alter  the 
lurse  of  future  mergers  and  takeovers, 
lys  John  C.  Coffee  Jr.,  a  corporate-law 
:pert  at  Columbia  University's  Law 
•hool:  "This  will  be  an  important  case, 
will  have  a  major  impact  on  whether 
not  people  will  ever  again  structure 
iendly  mergers." 

The  first  hearing  is  set  in  Delaware 
lancery  Court  for  July  11.  The  key 
lue,  say  legal  experts,  is  whether 
me-Warner's  friendly  stock-swap 
5rger  was  an  invitation  to  bidders  that 
fectively  put  Time  Inc.  up  for  sale.  If 
t,  was  Time's  counterbid  for  Warner 
immunications  Inc.,  which  came  after 
.ramount  Communications  Inc.'s  $175- 
hare  bid  for  Time,  an  unreasonable 
ceover  defense  because  it  outflanked 
?  need  for  shareholder  approval? 
I  PRECEDENT.  If  it  tums  out  that  Time- 
irner's  proposed  stock  swap  really 
lounted  to  a  sale,  few  CEOs  will  ever 
ain  risk  entering  into  a  similar  ar- 
igement.  Coffee  and  other  legal  ex- 
"ts  predict.  Says  Robert  A.  Profusek, 
Dallas  takeover  lawyer,  "You're  not 


going  to  see  any  of  them  if  Time  ends 
up  getting  taken  over."  He  notes  that 
one  friendly  merger  he  was  working  on 
was  "put  on  hold"  until  the  court  re- 
solves Time-Warner. 

Not  surprisingly,  Time's  lawyers,  in- 
cluding Samuel  C.  Butler  of  Cravath, 
Swaine  &  Moore,  argue  that  "there  isn't 
the  slightest  basis  to  say  Time  put  itself 
up  for  sale."  Paramount  attorneys 
counter  that  both  the  initial  stock  swap 
and  Time's  later  bid  for  Warner  are,  in 
the  words  of  one  lawyer,  steps  "in  a 
defensive  program  when  the  company  is 
for  sale." 

On  June  21,  Paramount  revised  its 
lawsuit  to  ask  the  Delaware  court  to 
block  Time  from  going  ahead  with  its 
$70-a-share  bid  for  Warner.  Paramount 
had  previously  failed  to  get  a  temporary 
court  order  to  stop  Time  and  Warner 
from  a  "lockup  stock  swap"  under  which 
Time  exchanged  117^  of  its  shares  for 


In  one  ruling  that  should  aid 
Paramount,  a  court  found  that 
a  'sale'  can  even  take  the  form 
of  a  defensive  'restructuring' 


9.4%  of  Warner's  shares.  Paramount's 
revised  lawsuit,  which  Time  says  is  mer- 
itless,  asks  for  the  swap  to  be  rescinded. 

Intriguingly,  no  court  precedent  pre- 
cisely fits  the  current  situation.  The 
most  sweeping  decision  on  auctions  fol- 
lowed Ronald  0.  Perelman's  hostile  bid 
for  Revlon  Inc.  In  1986,  the  Delaware 
Supreme  Court  ruled  only  that  once  a 
company  is  for  sale,  when  "breakup  of 
the  company  was  inevitable,"  directors 
have  a  fiduciary  duty  to  become  auction- 
eers: to  consider  all  relatively  similar  of- 
fers in  the  shareholders'  interest  and  to 
get  the  best  price. 

REASONABLE  RESPONSE?  The  COUrt  also 
ruled  that  lockup  agreements  intended 
to  end  an  active  auction  or  play  favorites 
would  be  improper.  But  this  raises  the 
question,  legal  experts  say,  of  whether 
Time-Warner's  lockup  is  proper  because 
it  was  made  before  Paramount's  bid. 

Last  spring,  the  Delaware  Supreme 
Court  issued  another  decision,  reviewing 
Macmillan  Inc.'s  failed  efforts  to  fend 
off  raider  Robert  Maxwell.  The  court 
noted  that  a  "sale"  can  even  take  the 
form  of  a  defensive  "restructuring"  that 
transfers  voting  control.  That  figures  to 
serve  as  ammunition  for  Paramount  be- 
cause the  original  Time-Warner  stock 
swap  would  have  given  Warner's  share- 
holders 607  of  the  new  company's  stock. 

But,  then,  there's  a  crucial  footnote: 
The  court  added  that  restructuring  to 
further  the  corporation's  "long-term 
strategic  plans"  would  weigh  against  re- 
quiring the  board  to  put  the  company  on 
the  auction  block.  And  that  could  help 
Time  management,  which  insists  that  it 
sought  to  merge  with  Warner  as  part  of 
a  global  strategy  to  be  more  competitive 
without  intending  to  sell  assets. 

If  the  court  doesn't  find  that  the  Time- 
Warner  stock  swap  put  Time  in  play,  it 
still  must  confront  a  second  question: 
Was  Time's  $14  billion  offer  for  Warner 
a  measured  and  reasonable  response  to 
the  threat  posed  by  Paramount's  hostile 
bid?  One  takeover  expert  believes  the 
court  will  see  Time's  move  to  buy 
Warner  as  a  second  step  toward  "a  car- 
rying out  of  a  previous  decision"  to 
merge  with  Warner.  If  he  is  right,  then 
the  court  may  evaluate  the  reasonable- 
ness of  Time's  decision  to  take  from 
shareholders  a  chance  to  vote  on  the  bid 
for  Warner. 

Some  of  these  tough  questions  may 
suddenly  be  rendered  moot  if,  as  seems 
a  fair  possibility.  Paramount  raises  its 
bid.  Then,  independent  members  of 
Time's  board,  who  so  far  have  stuck  to- 
gether, may  cast  aside  long-term  goals 
for  a  price  that  would  be  too  good  for  a 
rational  fiduciary  to  pass  up.  Regardless 
of  how  the  deal  falls  out,  the  Delaware 
court  will  likely  provide  some  new  rules 
for  the  next  megamerger  battle. 

By  Michele  B.  Galen  in  New  York 
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TAKEOVERS  I 


HAS  IBO  FEVER 
STRUCK 


A&P's  bid  for  Gateway  looks  like 
the  beginning  of  an  outbreak 


The  plot  might  easily  come  from  one 
of  Wall  Street's  buyout  sagas:  A 
supermarket  chain  threatened  by  a 
hostile  bidder  seeks  rescue  from  deal- 
makers  Kohlberg  Kravis  Roberts  &  Co. 
When  KKR  can't  quite  deliver,  rival  Was- 
serstein,  Perella  &  Co.  does  the  deal,  in 
partnership  with  Great  Atlantic  &  Pacif- 
ic Tea  Co. 

Yet  the  setting  for  this  latest  multi- 
billion-dollar  drama  is  not  New  York  but 
London.  The  friendly  $3  billion  bid  for 
Gateway  Corp.,  Britain's  third-largest 
supermarket  chain,  is  the  clearest  sign 
yet  that  the  U.  S.  leveraged  buyout 
craze  is  spreading  across  the  Atlantic. 
London  branches  of  U.  S.  banks  and  in- 
vestment houses,  eager  to  move  into  the 
world's  third-largest  equity  market,  are 
leading  the  way.  Only  $7.6  billion  worth 
of  British  LBOs  were  completed  last 
year,  far  less  than  the  U.  S.  figure — 
$37.7  billion,  according  to  IDD  Informa- 
tion Services.  But  Gateway  represents  a 
quantum  leap:  It's  three  times  larger 
than  any  previous  LBO  in  Britain  and  the 
biggest  ever  in  Europe. 

Once  a  highflier  called  Dee  Corp., 
Gateway  attracted  unwanted  attention 
by  overexpanding  at  home  and  paying 
$414  million  to  W.  R.  Grace  Co.  in  1986 
for  Herman's  Sporting  Goods  Inc.,  a 
U.  S.  retail  chain  that  promptly  went 
downhill.  Gateway's  earnings  per  share 
fell  14%  in  fiscal  1988,  and  in  April,  Brit- 
ish bank  S.  G.  Warburg  &  Co.  put  to- 
gether a  $2.9  billion  breakup  bid  through 
a  shell  company,  Isosceles  PLC.  A  tenta- 
tive white-knight  offer  by  KKR  and  A&P 
fell  apart  when  KKR  insisted  on  majority 
control.  Enter  Wasserstein  Perella, 
which  agreed  to  a  50-50  split  with  A&P, 
whose  chairman,  James  Wood,  would  be- 
come Gateway's  chief  executive. 

Wood,  a  Briton  who  turned  A&P 
around  through  store  closures  and  ac- 
quisitions, has  similar  plans  for  Gate- 
way. He  intends  to  pay  off  some  of  the 
$3.4  billion  in  debt  assumed  by  the  part- 
ners in  the  deal  by  selling  some  of  the 
chain's  817  supermarkets.  He  also  says 
his  "instinct  is  to  get  rid  of"  the  256 
Herman's  outlets.  According  to  Wood, 
Wasserstein  will  probably  bail  out  in 
three  or  four  years,  and  A&P  will  offer 
slightly  less  than  50%  of  the  company  to 
the  public. 


A  LONDON  GATEWAY:  A&P'S  WOOD  SAYS  HE  WOULD  CLOSE  A  NUMBER  OF  STORES 


The  Gateway  bid  represents  a  big 
jump  across  Europe  for  a&p's  52%-  ma- 
jority owner.  West  Germany's  Tengel- 
mann  Group.  Tengelmann  has  wanted  to 
expand  into  other  European  markets  in 
anticipation  of  unification  in  1992,  and 
A&P  control  of  Gateway  would  make 
Tengelmann  owner  Erivan  Haub  one  of 
the  world's  leading  food  magnates. 
'FEEDING  FRENZY.'  The  Gateway  deal  is 
likely  to  encourage  more  LBOs,  but  not  a 
flood.  The  Bank  of  England  has  criti- 
cized debt-financed  deals,  and  the  gov- 
ernment has  halted  several  highly  lever- 
aged bids  to  study  their  financing. 
British  takeover  rules  discourage  specu- 
lative deals  by  requiring  bidders  to  have 
firm  financing  in  place.  In  addition, 
many  British  investment  institutions  de- 
plore management-led  LBOs  because  of 
potential  conflicts  of  interest. 

Yet  London  is  awash  in  funds,  and 
competition  for  the  limited  number  of 


LBOs  is  so  intense  that  buyout  prices  are 
climbing.  The  interest  among  British  and 
foreign  banks  in  underwriting  the  Gate 
way  debt  "was  like  a  feeding  frenzy," 
says  Robert  B.  McKeon,  head  of  Was-, 
serstein's  merchant  banking  group.  So 
far,  London  has  lacked  the  key  facility 
necessary  for  big  LBOs:  a  junk-bond  mar- 
ket to  provide  long-term  financing.  But 
Wasserstein  plans  to  issue  $775  million 
in  Gateway  junk  bonds  and  hopes  to  sell 
at  least  half  in  Britain.  McKeon  thinks 
that  may  help  launch  a  London  market 
in  these  securities. 

Even  so,  few  are  betting  that  Britain 
will  ever  be  as  buyout-mad  as  the  U.  S. 
But  the  Gateway  bid  may  mark  a  water-  j, 
shed  for  a  country  that  so  far  has  been 
reluctant  to  copy  this  most  American  of 
financial  fashions. 

By  Mark  Maremont  with  Richard  A.  Mel 
cher  in  London,  and  Stanley  Reed  in  New 
York 


SEMICONDUCTORS  I 


HANDS  ACROSS 

THE  CHIPMAKING  CHASM 


ni 


The  U.S.  and  Europe  may  join  forces  to  loosen  Japan's  stranglehold 


!tl 


Over  the  past  decade,  the  U.  S. 
and  European  electronics  indus- 
tries have  watched  in  frustration 
as  Japan  took  the  lead  in  commodity 
semiconductors.  It  now  controls  90%  of 
the  world  market  for  advanced  memory 
chips — and  that  scares  computers  and 
chipmakers  alike  because  memory  chips 
are  the  source  of  most  advances  in  semi- 
conductor technology. 


In  a  bid  to  blunt  that  threat,  compa-j 
nies  on  both  sides  of  the  Atlantic  are 
now  banding  together.  On  June  21,  the 
U.  S.  Semiconductor  Industry  Assn.  an- 
nounced the  formation  of  a  new  consor- 
tium to  produce,  not  just  develop,  the 
next  generation  of  dynamic  random-ac- 
cess memories  (DRAMS).  The  group, 
dubbed  U.  S.  Memories  Inc.,  will  also 
work  with  Sematech,  the  research  con- 
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ortium  that  was  created  in  1987  to  de- 
elop  advanced  chipmaking  technologies. 
Just  two  days  earlier,  the  European 
lommission  formally  approved  $600  mil- 
on  in  startup  funding  for  Jessi,  short 
or  the  Joint  European  Submicron  Sili- 
on  program.  Jessi  is  similar  to  Sema- 
ech,  but  bigger.  Plans  call  for  Jessi  to 
un  for  eight  years  at  a  cost  of  $4  bil- 
on,  vs.  six  years  and  roughly  $1  billion 
or  Sematech.  Like  U.  S.  Memories,  Jessi 
.fill  develop  tomorrow's  chips,  in  addi- 
ion  to  improved  chipmaking  methods. 
ETTING  PRECEDENTS.  The  new  ventures 
lay  also  allow  American  and  European 
ompanies  to  unite  against  their  Japa- 
ese  rivals.  Even  before  Jessi  got  its 
fficial  blessing  from  the  European 
lommission,  executives  from  the  consor- 
ium's  three  principal  backers — Philips, 
GS-Thomson,  and  Siemens — visited  Se- 
latech's  Austin  (Tex.)  headquarters 
eeking  cooperation  between  the  two 
roups. 

That  would  be  precedent-setting,  since 
oth  Jessi  and  Pematech  currently  ex- 
lude  foreign  companies.  IBM  has  been 
)bbying  to  join  Jessi,  while  the  Nether- 
mds'  Philips  and  SGS-Thomson  Micro- 
lectronics,  a  French-Italian  company, 
'ant  admittance  to  Sematech,  since  both 
ave  U.  S.  semiconductor  operations. 
Standing  in  the  way  is  the  sticky  prob- 
■m  of  how  to  throw  open  the  doors 
ithout  allowing  Japanese  companies  in. 
ne  approach:  Granting  reciprocal  mem- 
jrship  in  Jessi  to  a  few  Sematech  mem- 
jrs,  and  vice  versa.  Although  that 
ould  require  governmental  approvals, 
uropean  executives  seem  amenable.  "I 
ould  be  glad  to  welcome  a  company 
ce  IBM  into  Jessi  if  we  were  welcomed 
to  Sematech,"  says  Pasquale  Pistorio, 
•esident  of  SGS-Thomson. 
There's  no  foreign  role  envisioned,  but 
,  e  new  DRAM  venture  is  also  designed 
strengthen  America's  competitive 
ance  internationally.  U.  S.  Memories  is 

I  alliance  of  three  computer  companies 
id  four  chip  suppliers:  IBM,  Digital 
juipment,  and  Hewlett-Packard,  plus 
tel.  National  Semiconductor,  Advanced 
icro  Devices,  and  LSI  Logic.  The  group 

II  be  run  by  Sanford  L.  Kane,  a  for- 
jr  IBM  vice-president.  He  plans  to  raise 

billion  in  private  capital  and  begin 
rning  out  4-megabit  dram  chips  by 
rly  1991,  using  designs  and  production 
ithods  licensed  from  IBM. 
Kane  argues  that  IBM's  involvement, 
d  its  technology,  means  that  his  outfit 
irts  "with  a  lot  more  strength."  He 
lis:  "The  intent  is  for  this  company  to 

a  definite  player  in  both  the  U.  S.  and 
t  world  market."  That  could  be — but 
'  true  test  of  the  value  of  such  indus- 

ailiances  lies  some  years  ahead. 

By  Otis  Port  in  New  York,  with  Thane 
'erson  in  Paris  and  Robert  D.  Hof  in 
>i  Francisco 


THE  LAW  I 


DROPPING  A  BOMB 

ON  'RADIOACTIVE  JUNKYARDS' 


Private  contractors  may  be  liable  for  hazards  at  weapons  plants 


The  ongoing  scandal  over  the  na- 
tion's nuclear  weapons  production 
complex  reveals  how  a  build-first- 
at-any-cost  attitude  has  created  a  night- 
mare of  hazardous  emissions  and  con- 
tamination. Only  now  are  the  liabilities 
of  that  approach  emerging.  On  June  15, 
eight  jurors  in  Cincinnati  decided  that 
U.  S.  Energy  Dept.  contractor  NLO  Inc. 
had  endangered  the  mental  health  of  its 
neighbors  in  nearby  Fernald  and  deval- 
ued their  property  by  releasing  393,000 
pounds  of  uranium  byproducts  and  other 
hazardous  stuff  into  the  air. 
The  jury's  decision  isn't  binding  and 


federal  agents  descended  on  Energy's 
Rocky  Flats  plant  outside  Denver  to 
gather  evidence  in  a  criminal  investiga- 
tion that  is  focusing  on  allegations  of 
illegal  dumping  of  hazardous  waste.  The 
probe  raises  the  question  of  whether 
Rocky  Flats,  too,  could  be  a  candidate 
for  a  Fernald-like  suit.  The  answer:  very 
probably.  Says  Dan  W.  Reicher,  senior 
attorney  for  the  Natural  Resources  De- 
fense Council:  "It  is  likely  there  will  be 
similar  attempts  on  the  part  of  citizens 
living  around  these  plants." 

In  Fernald,  located  about  20  miles 
northwest  of  Cincinnati,  the  14,000  resi- 


ROCKY  FLATS:  THE  FEDS  ARE  LOOKING  FOR  EVIDENCE  OF  ILLEGAL  DUMPING  OF  TOXIC  WASTES 


won't  set  a  formal  judicial  precedent. 
Reached  in  a  summary  trial — a  short- 
form  judicial  proceeding  designed  to  en- 
courage settlements — this  verdict  gives 
the  parties  a  preview  of  what  a  jury  at  a 
full  trial  might  decide.  Yet  the  impor- 
tance of  the  exercise  is  clear:  Despite 
the  government's  attempt  to  shield  NLO, 
a  unit  of  NL  Industries,  the  company  was 
found  liable  for  $136  million  in  damages. 
Robert  B.  Weidner,  NLO's  manager,  re- 
fused to  comment.  But  even  as  the  trial 
began,  Energy  Dept.  Deputy  General 
Counsel  Henry  A.  Gill  Jr.  conceded  that 
the  case  "has  a  potential  impact  across 
our  network  of  facilities."  Gill  said  the 
government,  which  handled  the  case  on 
behalf  of  NLO,  hasn't  decided  yet  wheth- 
er to  settle  or  go  to  trial. 
Just  a  day  after  the  trial  started,  75 


dents  living  within  five  miles  of  the 
plant  sought  damages  for  the  unknown 
health  threats  and  the  harm  done  to 
their  property  values.  With  videotapes, 
charts,  and  internal  company  documents, 
plaintiff  lawyer  Stanley  M.  Chesley 
painted  a  picture  of  a  "radioactive  junk- 
yard" that  contaminated  its  neighbors. 
NLO  documents  that  Chesley  produced  in 
court  showed  that,  on  one  occasion  in 
1966,  3,844  pounds  of  dangerous  urani- 
um gas  were  released  within  20  minutes. 

Gill  maintained  that  there's  no  proof 
of  property  damage  or  of  anyone  being 
hurt  mentally  or  physically.  Further,  for 
some  34  years,  "no  one  in  authority  ever 
told  NLO  they  weren't  doing  a  good  job," 
Gill  said.  So  the  government,  he  argued, 
was  the  party  that  should  logically  be 
sued.  Since  the  government  is  immune 
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to  such  suits,  his  argument  effectively 
ruled  out  any  chance  of  recovery  by  the 
plaintiffs. 

The  jury  didn't  buy  Gill's  line.  They 
found  that  NLO  had  violated  state  and 
federal  emissions  laws  and  in  doing  so 
had  stripped  away  all  federal  contractor 
immunity.  Because  the  Energy  Dept. 
had  indemnified  NLO  under  its  contract, 
the  government  would  pay  the  damages: 
$80  million  for  medical  monitoring  of  the 
residents,  $1  million  for  property  de- 
valuation, and  $55  million  in  punitive 
damages. 

NO  EXIT.  So  far,  no  one  has  picked  up  on 
the  Fernald  verdict  as  a  reason  to  rush 
to  court.  That  may  change.  At  Rocky 
Flats,  the  U.  S.  criminal  investigation  is 
looking  into  charges  that  management 
concealed  improper  storage  and  dump- 
ing of  waste.  Two  existing  Sierra  Club 
lawsuits  demand  that  the  plant's  plutoni- 
um  operations  be  subject  to  more  strin- 
gent rules.  But  amid  a  ground  swell  of 
outrage  over  the  past  couple  of  weeks,  a 
class  action  in  the  Fernald  mold  is  also  a 
possibility.  "It's  a  viable  way  to  make 
change,"  observes  Margaret  L.  Fox, 
Southwest  regional  director  of  the  Sierra 
Club.  "People  are  going  to  be  looking 
for  tools  to  deal  with  [Rocky  Flats]. 
People  are  angry,  and  they're  very 
frightened." 

Rocky  Flats  contractor  Rockwell  In- 
ternational Corp.  is  feeling  the  heat 
from  all  sides.  Some  payments  from  the 
government  for  the  operation  of  the  fa- 
cility have  been  held  up  as  the  Justice 
Dept.  continues  the  investigation. 
What's  more,  some  shareholders  are  in- 
cluding the  company's  conduct  at  Rocky 
Flats  in  a  lawsuit  to  be  filed  any  day 
against  the  officers  and  board  of  direc- 
tors, according  to  shareholder  attorney 
William  S.  Lerach.  Rockwell  confirms 
that  the  Energy  Dept.  is  halting  some 
payments,  which  total  more  than  $4  mil- 
lion, but  the  company  won't  comment  on 
the  Fernald  decision  or  its  possible  ef- 
fect on  Rocky  Flats. 

Ironically,  the  Energy  Dept.  now  ac- 
knowledges that  Rocky  Flats'  produc- 
tion-first mentality  must  change.  As  he 
asked  Rockwell  to  come  up  with  a  plan 
to  address  "management  shortcomings" 
and  to  "adhere  to  a  new  culture  of  pro- 
fessionalism," Energy  Secretary  James 
D.  Watkins  confessed  he  was  "not  at  all 
satisfied  with  the  Dept.  of  Energy's  per- 
formance in  carrying  out  its  oversight 
responsibilities"  there.  The  plant,  he 
said,  won't  produce  if  it  can't  produce 
safely.  But  it  figures  to  be  some  time 
before  the  government  and  its  contrac- 
tors escape  the  costs  of  its  old  attitude. 

By  Maria  Mallory  in  Cincinnati,  with 
Sandra  Atchison  in  Denver  and  bureau  re- 
ports 


SAVINGS  &  LOAN  I 


THE  S&Ls'  LAST  STAND 
AGAINST  CONGRESS 


The  thrift  lobby  prepares  for  a  final  battle  over  capital  requirements 


For  a  few  suspenseful  days,  the 
President's  savings-and-loan  rescue 
bill  seemed  on  the  verge  of  suffer- 
ing a  crippling  blow  in  the  House  of 
Representatives.  Industry  lobbyists 
were  apparently  winning  massive  Re- 
publican defections  to  support  an  amend- 
ment weakening  the  measure's  require- 
ments on  s&L  capital.  But  when  the  vote 
came  on  June  15,  it  was  the  industry 
that  went  down  in  flames.  The  amend- 
ment offered  by  Representative  Henry 
J.  Hyde  (R-Ill.)  was  defeated  326-94,  and 
the  bill  had  leapt  its  biggest  hurdle. 

The  S&L  lobby  hasn't  given  up.  The 
upcoming  House-Senate  conference  rep- 
resents its  last  chance  to  shape  the  res- 
cue package,  and  it  will  take  a  few  care- 
fully chosen  shots.  Lobbyists  will  try  to 
soften  capital  requirements,  lengthen 
the  time  that  S&Ls  can  count  as  capital  a 
vaporous  bit  of  accounting  known  as 
"supervisory  goodwill,"  and  try  to  kill 
some  restrictions  on  thrift  investments. 


ROBERTS:  "YOU  DON'T  QUIT  JUST  BECAUSE  OF  A 
VOTE  BY  [SOME]  CONGRESSMEN" 


Warns  Assistant  Treasury  Secretary  D 
vid  W.  Mullins  Jr.:  "We  can't  relax  u 
til  the  ink  on  the  President's  signatu) 
is  dry." 

But  the  turnaround  in  the  Hous 
bodes  ill  for  the  S&L  lobby's  chance 
Supporters  of  the  legislation  have  appa 
ently  learned  to  be  wary  of  a  lobby  th; 
they  thought  would  long  since  have  bee 
crippled  by  some  of  its  members'  histoi 
of  fraud  and  skulduggery. 
'FEAR  OF  SCANDAL.'  In  fact,  the  bill  nevi 
came  as  close  to  the  brink  as  Whi 
House  officials  had  feared.  Lawmake. 
realized  that  any  weakening  of  capit: 
rules  would  only  set  the  stage  for  tl; 
next  S&L  crisis.  Says  one  senior  Admini- 
tration  official:  "People  underestimatti 
the  extent  tx)  which  the  fear  of  scandl 
was  building." 

The  White  House's  case  of  nervv 
over  the  bill's  fate  had  a  salutory  effe(, 
though,  by  spurring  Bush  to  becon; 
personally  involved.  The  tide  turnd 
when  Bush  was  able  to  preve: 
House  Minority  Leader  Robe; 
H.  Michel  (R-Ill.)  from  goii; 
over  to  the  other  side.  That  e- 
abled  the  White  House  to  use  t ; 
House  GOP  whip  organization  > 
keep  the  troops  in  line. 

Industry  efforts  to  recoup  i 
conference  will  turn  on  sorj 
highly  technical  issues.  Both  tJ 
Administration  and  congress  - 
nal  Democratic  leaders  belie 
that  stiff er  capital  standards  \\ 
help  prevent  another  s&L  sc£- 
dal.  Only  if  thrift  owners  ha5 
their  own  money  at  stake,  thf' 
argue,  can  managers  be  counti 
on  to  avoid  reckless  ventures. 

Both  the  House  and  Sen;; 
bills  limit  the  ability  of  thrifts 
boost  their  capital  through  a  '  - 
riety  of  accounting  devices.  Oe 
conference  fight  is  sure  to  coie 
over  the  $20  billion  in  supervi;i- 
ry  goodwill  carried  on  the  bc( 
of  about  700  thrifts.  Goodv 
normally  represents  a  premiia 
paid  over  the  book  value  of  ay 
acquired  company.  In  its  stn;- 
gle  to  sell  off  insolvent  thriftso 
the  early  1980s,  the  Federal  S;"'- 
ings  &  Loan  Insurance  Corp.,  li- 
able to  assist  acquirers  with  rJ 
cash,  allowed  them  to  use  a  foo 
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of  imaginary  capital  as  goodwill.  In 
some  cases,  such  goodwill  far  exceeds 
the  s&l's  tangible  assets. 

The  House  bill  would  only  permit  the 
use  of  such  goodwill  as  capital  until 
1995.  Without  it,  many  of  the  acquirers 
will  not  meet  new  capital  rules.  Not  sur- 
prisingly, lobbyists  will  fight  for  adop- 
tion of  the  Senate  version,  which  allows 
g;oodwill  to  be  used  for  25  years.  "You 
don't  quit  just  because  of  a  vote  by  con- 
gressmen who  don't  understand  account- 
ing," says  Theodore  H.  Roberts,  chair- 
man of  Chicago-based  Talman  Home 
Federal  Savings  &  Loan  Assn.,  a  thrift 
that  is  especially  dependent  on  goodwill. 

In  the  battle  to  shape  the  final  bill, 
individual  S&Ls  will  use  close  ties  with 


hometown  lawmakers  to  try  to  win  spe- 
cific exemptions.  Shaky  s&Ls  will  focus 
on  fighting  capital  rules,  while  healthier 
thrifts  will  work  to  make  sure  that  they 
can  invest  outside  the  increasingly  un- 
profitable mortgage  business.  Both  the 
House  and  Senate  bills  require  that 
thrifts  use  most  of  their  assets  for  home 
and  consumer  lending  and  restrict  in- 
vestment in  risky  areas. 

Meanwhile,  one  issue  that  had  divided 
the  Administration  from  congressional 
Democrats  is  fading.  Treasury  Secretary 
Nicholas  F.  Brady  has  long  said  that  he 
would  recommend  a  veto  of  the  bill  if 
borrowing  for  the  thrift  deposit-insur- 
ance fund  is  counted  as  a  budget  expen- 
diture. But  now  that  Congress  is  draw- 


ing the  line  on  capital,  the  White  House 
may  back  down  from  the  threat.  "The 
better  the  legislation  is  as  a  whole,  the 
less  likely  there  will  be  a  veto,"  says 
White  House  aide  Richard  C.  Breeden. 

For  a  Congress  that  has  been  trying 
to  come  to  grips  with  the  S&L  industry's 
deepening  crisis  since  1982,  the  struggle 
may  finally  be  nearly  over.  "In  the  end, 
the  legislation  will  produce  a  stronger 
and  safer  industry,"  says  Senate  Bank- 
ing Committee  Chairman  Donald  W.  Rie- 
gle  (D-Mich.).  But  the  thrift  lobby  still 
has  one  fight  left  in  it,  and  no  one  is 
quite  ready  to  declare  the  battle  won. 

By  Catherine  Yang,  with  Douglas 
Harbrecht  and  Howard  Gleckman,  in 
Washington 


APITOL  HILL  I 


THE  FURY  OVER 
PENSION  FUNDS 


In  response,  Congress  may  make 
it  tougher  to  terminate  plans 


When  it  comes  to  do-good  opera- 
tions, the  American  Red  Cross 
is  hard  to  beat.  But  some  of 
its  2,000  retirees  wish  it  would  be  more 
charitable  toward  them.  Last  November, 
the  Red  Cross  announced  it  would  termi- 
nate its  $730  million  pension  plan  and 
divert  part  of  the  $400  million  surplus  to 
ingoing  operations  such  as  disaster  re- 
lief. "They  don't  have  any  right  to  set 
iside  this  money  for  other  uses,"  com- 
plains retiree  Philip  V.  Gaddis,  a  former 
disaster  information  officer. 

In  fact,  the  American  Red  Cross  has 
3very  right  to  take  the  cash — and  part 
3f  the  money  will  be  set  aside  to  give 
;urrent  retirees  improved  benefits.  Since 
L980,  nearly  1,900  employers,  including 
>uch  giants  as  Exxon  Corp.  and  United 
^ir  Lines  Inc.,  have  siphoned  off  $20 
oillion  in  pension  assets  that  exceed  the 
imount  needed  to  fund  current  pension 
)bligations.  Some  600  more  companies 
wait  government  approval. 

Now,  pensioners  are  fighting  back, 
iletirees  and  labor  unions  are  backing 
egislation  sponsored  by  Senator  How- 
ird  M.  Metzenbaum  (D-Ohio)  and  Repre- 
ientative  William  L.  Clay  (D-Mo.)  that 
vould  make  it  much  harder  for  employ- 
ers to  engineer  such  pension  "rever- 
lions."  The  lawmakers  complain  that  too 
nuch  of  the  money  is  being  used  for 
'inancial  wheeling  and  dealing.  A  study 
)y  the  American  Association  of  Retired 
^ersons  of  large  pension  reversions 
'rom  1985  to  1988  found  that  86%  of  the 
companies  were  involved  in  merger  ac- 
t  ivity.  "Workers  are  being  left  at  the 
1  )ottom  of  the  pile,  while  billions  of  dol- 


THE  PENSION  CUP  IS  OVERFIOWING 


PENSION  PUNS  WITH  ASSETS  EQUAL 
TO  100%  OR  MORE  OF  THE  PRESENT 
VALUE  OF  ACCRUED  BENEFITS 


DATA:  WYAn  CORP 


lars  are  being  skimmed  by  LBOs,  merg- 
ers, and  takeovers,"  Metzenbaum  says. 

Critics  of  reversions  may  soon  get 
help  from  an  unexpected  source — the 
Bush  Administration.  Within  weeks,  the 
Labor  Dept.  is  expected  to  make  its  own 
proposal,  probably  recommending  new 
curbs  on  reversions.  Parts  of  the  Metz- 
enbaum bill  "are  attractive,"  says  a  La- 
bor Dept.  official — a  Republican  change 
of  heart  that  worries  business. 

Defined-benefit  pension  plans,  which 
promise  specified  monthly  payments  at 
retirement,  became  a  hot  source  of  cash 
in  the  1980s  as  the  bull  market  swelled 
pension  coffers.  Surpluses  soared  80%, 
to  $190  billion,  from  1984  to  1987.  And 
many  conservative  pension  managers 
sock  away  enough  tax-deferred  money 
early  in  an  employee's  career  to  meet 
their  huge  retirement  liabilities.  By  ter- 
minating plans  early,  companies  are  obli- 
gated to  pay  workers  only  what  they 
have  accrued  when  the  plan  is  shut 
down — not  what  they  would  have  gotten 
after  years  of  service  at  higher  pay. 
SHORTCHANGED?  Labor  groups  complain 
that  reversions  lead  to  huge  declines  in 
expected  retirement  income  for  current 
workers.  According  to  Pension  Benefit 
Guaranty  Corp.,  more  than  half  of  the 
companies  that  took  reversions  either  re- 
placed their  pension  funds  with  less  gen- 
erous plans  or  with  no  plan  at  all.  Retir- 


ees forgo  virtually  any  chance  of  cost-of- 
living  increases  when  a  company  pays 
off  its  existing  obligations  by  purchas- 
ing annuities.  And,  says  AFL-CIO  benefit 
specialist  Meredith  A.  Miller,  "we're 
worried  about  the  financial  condition  of 
some  of  the  insurance  companies  that 
sell  these  annuities."  The  federal  PBGC 
insures  pension  plans  but  not  annuities. 

The  legislation  would  require  all  com- 
panies to  provide  replacement  plans  that 
have  enough  money  to  meet  both  cur- 
rent and  projected  obligations.  Compa- 
nies also  would  have  to  provide  onetime 
inflation  adjustments  to  current  retir- 
ees— a  benefit  that  companies  give  only 
voluntarily  now.  "This  creates  a  whole 
new  set  of  mandated  benefits,"  grum- 
bles Mark  J.  Ugoretz,  executive  director 
of  the  ERISA  Industry  Committee. 

Business  executives  also  argue  that 
the  limits  could  backfire.  They  contend 
that  controls  on  recouping  excess  funds 
would  encourage  employers  to  restrict 
contributions  to  their  plans.  And  employ- 
ers put  off  by  new  rules  may  decide  not 
to  offer  pension  plans  at  all. 

Metzenbaum  is  known  for  quixotic 
legislative  forays.  But  if  he  gets  a  boost 
from  the  Bush  Administration,  business' 
freedom  to  call  excess  pension  money  its 
own  will  almost  certainly  be  reduced. 

By  Susan  B.  Garland,  with  Douglas  Har- 
brecht, in  Washington 
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LABOR  I 


TWILIGHT 
FOR  THE  UMW? 


Miners'  wildcat  stiikes  may 
further  erode  the  union's  power 


As  illegal  wildcat  strikes  spread  to 
mines  in  nine  states,  coal  produc- 
ers had  one  question:  Why?  Un- 
der the  direction  of  United  Mine  Work- 
ers President  Richard  L.  Trumka,  the 
industry's  last  two  contracts  were  set- 
tled without  strikes,  including  the  cur- 
rent pact,  which  doesn't  expire  until 
1992.  Now,  the  stability  the  industry 
earned  from  labor  peace  is  threatened. 
"It  doesn't  make  sense,"  says  one  coal 
executive.  "The  union  is  shooting  itself 
in  the  feet  with  an  Uzi." 

The  walkouts  have  been  triggered  by 
the  United  Mine  Workers'  angry  11- 
week  strike  against  Pittston  Co.'s  Vir- 
ginia-based coal  unit.  Pittston,  which  is 
no  longer  a  member  of  the  industry's 
bargaining  group,  the  Bituminous  Coal 
Operators  Assn.,  is  demanding  steep 
concessions.  If  the  union  yields  to  Pitt- 
ston's  requests  for  mandatory  overtime, 
reduced  pensions,  and  Sunday  work, 
miners  believe  other  producers  will  de- 
mand similar  agreements.  In  the  past 
two  weeks,  nearly  30,000  miners  walked 
off  their  jobs  at  scores  of  mines  in  sup- 
port of  the  1,800  Pittston  strikers. 
BACKFIRE?  For  miners,  the  Pittston 
strike  has  become  a  symbol  of  the 
union's  fight  for  survival.  High  labor 
costs  and  overexpansion  spurred  by 
1970s  oil  shortages  have  prompted  many 
companies  to  cut  costs  by  installing  la- 
bor-saving machinery  and  setting  up 
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nonunion  subsidiaries.  Scores  of  small 
mines  have  shut  down.  So  now,  the  UMW 
controls  only  about  a  third  of  the  soft,  or 
bituminous,  coal  mined,  vs.  nearly  50/V  a 
decade  ago.  Says  Larry  Bartram,  presi- 
dent of  Local  5958  at  Rock  Run  Mining 
Co;  in  West  Virginia:  "We  either  win 
this  battle  or  we  go  down  the  tubes." 

But  the  miners'  defiance  may  back- 
fii'e.  More  than  30  companies  in  West 
Virginia  alone  have  gone  to  court  seek- 
ing injunctions  and  damages.  Because  of 
the  illegal  strikes,  which  aren't  officially 
sanctioned  by  the  u.MW,  the  union  faces 
millions  in  fines.  What's  more,  disruptive 
and  costly  to  producers  as  the  wildcat 
strikes  are,  coal  users  don't  expect  to 
have  problems  finding  other  supplies. 

Producers  believe  the  action  may 
prompt  big  coal  customers,  including 
electric  utilities,  to  buy  more  coal  from 


nonunion  mines.  Rochester  &  Pittsburg! 
Coal  Co.  maintains  that  the  strikes  hav 
hurt  current  talks  with  two  of  its  utilit 
customers.  Even  if  the  wildcatters  n 
turn  to  work,  says  Bobby  R.  Browr 
chief  executive  of  Du  Pont  Co.'s  Consol 
dation  Coal  Co.,  "we're  set  back  a  nun: 
ber  of  years  in  being  recognized  as 
completely  stable  source." 

Company  executives  fear  the  strike 
have  escalated  to  where  Trumka  may  n 
longer  be  able  to  control  his  rank  an 
file.  Neither  Trumka  nor  other  UMW  off 
cials  were  available  for  comment,  but  s 
far,  many  miners  are  ignoring  telegram 
from  the  union's  Washington  headqua; 
ters  urging  them  to  return  to  worl 
"This  is  Armageddon,"  observes  a  coi 
executive.  "This  is  the  last  great  battl 
for  the  international  union." 

By  Michael  Schroeder  in  Pittsburg 


A  STUHNING  BLOW 
TO  COOPERATIOM 
AT  NATiOHAL  STEEL 


When  National  Steel  Corp. 
signed  its  Japanese-style  la- 
bor pact  just  three  years 
ago,  it  was  hailed  as  a  milestone  in 
U.  S.  labor  management.  Shedding  de- 
cades of  adversarial  unio!:  relations, 
XSC  and  its  joint  venture  p  ;  rtner,  Ja- 
pan's Nippon  Kokan  steel,  ga  e  work- 
ers unprecedented  job  securitj  and  a 
big  voice  in  management  decisions. 

But  rank  and  filers'  rejection  of  :i 
new,  50-month  pact  on  June  19  ha& 


dealt  NSC  and  the  budding  hopes  for 
U.  S.  labor  cooperation  a  big  setback. 
Not  only  did  the  new  pact  contain  near- 
ly all  of  the  past  contracts'  cooperative 
clauses,  but  it  also  gave  workers  an 
18%  boost  in  hourly  wages  and  bene- 
fits, the  first  wage  hikes  since  1983. 
NSC  executives  and  top  leaders  at  the 
United  Steelworkers,  who  had  ap- 
proved the  tentative  pact,  were 
stunned  when  workers  said  that  raises 
weren't  enough.  "There's  a  great 
chance  of  a  work  stoppage,"  laments 
Buddy  W.  Davis,  a  top  usw  official. 
"We  may  be  seeing  the  last  rites  said 
over  effective  labor-management  coop- 
eration at  National." 

The  dispute  shows  just  how  far  U.  S. 
industry  has  to  go  in  forging  partner- 
ships with  labor.  And  it  comes  when 


United  Auto  Workers  dissidents 
pressed  law  leaders  at  their  Jam 
meeting  to  end  such  efforts.  "Uniorf 
and  management  are  seeking  coopera-i 
tion  but  without  agreeing  on  commoni 
objectives,"  says  Ben  Fischer,  a  Carne- 
gie Mellon  University  labor  expert. 

At  NSC,  the  USW  has  thwarted  com- 
pany efforts  to  slash  jobs  by  30fc 
through  attrition  and  job  combinations.! 
both  legal  under  the  contract.  Now,  if 
workers  won't  reconsider  their  vote 
the  least  profitable  big  U.  S.  producei^ 
faces  a  grim  choice:  a  strike  or  a  fatter 
contract — which  even  top  USW  leaders 
admit  NSC  can't  afford.  Either  way 
says  Richard  P.  Coffee,  NSC's  top  nego 
tiator,  the  dispute  will  leave  scars  thai? 
won't  go  away  soon. 

By  Gregory  L.  Miles  in  PittsburgI) 

I 
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SOCIAL  ISSUES  I 


PLANNED  PARENTHOOD 
DIDN'T  PLAN  ON  THIS 


Abortion  foes  are  attacking  the  agency's  corporate  sponsors 


ig  corporations  enjoy  controversy 
about  as  much  as  they  like  a  pan 
from  a  top  Wall  Street  analyst. 
And  now  executives  have  a  new  reason 
to  squirm:  Companies  that  donate  to 
Planned  Parenthood,  the  nation's  best- 
known  advocate  of  abortion  rights,  have 
become  targets  of  campaigns  by  pro-life 
groups. 

Inundated  by  letters  and  calls  from 
vocal,  well-organized  abortion  foes,  sev- 
eral companies  have  cut  off 
contributions  to  Planned  Par- 
enthood. J.  C.  Penney  Co. 
stopped  giving  in  1988,  when 
it  moved  from  New  York  to 
Dallas.  Robin  M.  Caldwell, 
manager  of  corporate  contri- 
butions, says  that  "as  long  as 
Planned  Parenthood  supports 
abortion,  we  won't  support 
them,  because  the  country  is 
too  torn  up  about  it  right 
now."  The  divisions  have 
grown  sharper — and  the  heat 
on  corporations  more  in- 
tense— as  the  U.  S.  Supreme 
Court  nears  a  decision  that 
could  overturn  or  narrow  Roe 
V.  Wade,  the  1973  ruling  that 
legalized  abortion  nationwide. 
■VITAL  NEED.'  The  vast  major- 
ity of  Planned  Parenthood's 
corporate  sponsors  plan  to 
continue  their  funding.  Still, 
though  corporate  grants  ac- 
count for  just  1.5%'  of  Planned 
Parenthood's  $65  million  over- 
all fund-raising  budget, 
they're  now  only  half  what 
they  were  in  the  1970s,  says 
Peter  T.  Wilderotter,  Planned 
Parenthood's  vice-president 
for  resources.  His  complaint: 
Companies  that  knuckle  under  to  pres- 
sure from  antiabortion  groups  suffer 
from  "corporate  cowardice." 

Faye  Wattieton,  president  of  Planned 
Parenthood,  is  confident  that  most  com- 
panies will  not  bow  to  outside  pressure 
to  change  their  philanthropic  policies. 
She  and  other  Planned  Parenthood  exec- 
utives are  frustrated  that  antiabortion 
forces  define  the  organization  as  just 
an  abortion-advocacy  group.  Wattieton 
says  that  Planned  Parenthood  will  con- 
tinue to  offer  family-planning  services 
that  reduce  the  need  for  abortion,  which 


is  "an  alternative  that  should  be  avail- 
able to  all  women."  Out  of  2.5  million 
clients  a  year,  fewer  than  100,000,  or  4%, 
are  abortion  patients,  she  says.  Most  re- 
sources support  such  programs  as  coun- 
seling, education,  prenatal  care  for  low- 
income  families,  and  contraceptive 
research. 

It's  that  work,  not  abortion,  that  cor- 
porations emphasize  when  defending 
their  donations.  Last  year,  BP  America 


WATTIETON  OF  PLANNED  PARENTHOOD:  THE  FOCUS  IS  ON  EDUCATION 


Inc.  donated  $35,000  in  a  three-year 
grant  to  Planned  Parenthood  of  Cleve- 
land. A  spokesman  said  that  the  three 
Cleveland  clinics  "meet  a  vital  need 
in  helping  to  minimize  the  problem  of 
teen  pregnancy  through  education."  BP 
America's  chief  executive,  James  H. 
Ross,  also  has  helped  bring  together 
Cleveland's  corporate  leaders  for 
Planned  Parenthood's  local  capital 
campaign. 

Pillsbury  Co.  takes  a  similar  tack.  Min- 
nesota Planned  Parenthood,  through 
education  and  health  care  services,  has 


done  "an  excellent  ^ob  of  helping  low 
income  women  achieve  self-sufficiency 
by  controlling  their  reproductiv( 
choices,"  says  a  company  spokeswoman 
The  company  has  been  under  constan 
attack  from  pro-lifers  since  the  Ameri 
can  Life  League  organized  a  boycott  ii 
1985  against  Minnesota  businesses  tha 
had  a  history  of  giving  to  Planned  Par; 
enthood.  The  spokeswoman,  who  be 
cause  of  the  controversy  refused  to  bt 
quoted  by  name,  says  that  Pillsbury  ha: 
received  more  than  5,000  letters  frori 
pro-lifers  since  then.  A  related  boycot 
has  had  no  noticeable  impact  on  profits 
she  says,  but  the  let^'ers  and  calls  are  ; 
"continuing  annoyance." 
EVENHANDED  AID.  Being  known  as  an  ag 
gressive  critic  is  a  badge  of  honor  at  th^ 
Right  to  Life  Committee,  American  Lif 
League,  and  Christian  Action  Counci. 

whose  members  target  conr 
panies  that  sponsor  Planne 
Parenthood.  Doug  Scott,  d 
rector  of  public  policy  at  th 
Christian  Action  Council  i 
Falls  Church,  Va.,  which  put 
lishes  a  newsletter  that  list 
such  companies  and  their  ac 
dresses  and  products,  cor 
cedes  that  a  boycott's  impac 
is  more  symbolic  than  ec( 
nomic.  But  abortion  opp( 
nents,  he  says,  have  a  mor; 
duty  to  oppose  organization 
that  are  "antichild  and  antif? 
mily."  Further,  he  contend!' 
companies  that  suppoi 
Planned  Parenthood  are  ei 
gaged  in  "bad  business,  b( 
cause  it  eliminates  their  i\ 
ture  markets." 

Scott  takes  credit  for  Unio 
Pacific  Corp.'s  recent  decisio 
to  stop  giving  $10,000  yearl 
to  Planned  Parenthood  and  it 
New  York  City  affiliate.  Bi 
Charles  N.  Olsen,  head  of  tl 
company's  foundation,  mail 
tains  that  UP  stopped  fundin 
"in  response  to  comment 
from  stockholders  and  oth< 
individuals." 
Another  way  to  dodge  tl 
flak  is  to  spread  money  around  strateg 
cally.  Besides  giving  a  total  of  $444,0{  ' 
to  local  and  national  branches  ( 
Planned  Parenthood  since  1981,  Ganne 
Foundation,  which  is  affiliated  with  Ga 
nett  Co.,  also  donates  to  church  pr 
grams  and  other  antiabortion  group 
Calvin  Mayne,  vice-president  for  gran 
administration  at  Gannett,  says  tl 
foundation  doesn't  want  to  be  brands 
as  a  partisan  on  either  side  of  the  issu 
"No  CEO  is  comfortable  with  letters  sa 
ing:  'You're  murdering  babies.'  " 

By  Barbara  Tierney  in  New  Yo 
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Every  merger  and  acquisition  trans- 
action should  begin  at  the  same  place. 
With  an  idea  that  stands  up  to  detailed 
analysis  and  enhances  each  client's 
business  sti  ategy. 

To  evaluate  these  ideas, 
you  put  as  much  emphasis  on 
the  rigfit  questions  as  on  the 
right  answers. 
Talent  earns  its  keep  in  this  arena. 
And  you  want  a  team  which  plays  the 
same  game  every  day.  And  plays  for  keeps. 
First  Boston  has  that  team— over  190  pro- 
fessionals dedicated  exclusively  to  M&A 
clients  and  their  strategies  world- 
wide. 

We  work  with  clients  to 
develop  these  ideas.  Then  we 
help  them  turn  these  ideas  into  results. 

This  performance  is  even  more 
important  to  our  clients  than  it  is  to  us. 
Because  when  a  client  needs  to  make  a 
choice  for  the  future,  the  best  indicators 
are  the  results  of  the  past. 


First  Ideas, 
Then  Results. 

@  First  Boston 

A  CS  First  Boston  Company 
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THE  FED'S  HELLER 
PACKS  HIS  BAGS 


►  On  July  31,  Federal  Reserve 
Governor  H.  Robert  Heller 
will  leave  the  Fed  to  become 
executive  vice-president  of 
Visa  International.  Based  in 
San  Mateo,  Calif.,  he'll  over- 
see government  relations,  eco- 
nomic forecasting,  and  risk 
analysis  for  the  bank-card  is- 
suer's worldwide  operations. 

Although  he's  been  on  the 
Fed  Board  for  less  than  three 
years,  the  German-born  econ- 
omist started  thinking  about 
leaving  in  February,  when 
Congress  turned  down  a  pay 
increase  for  top  federal  offi- 
cials for  the  second  year  run- 
ning. Heller's  departure  took 
the  White  House  by  surprise, 
but  whomever  President  Bush 
picks  as  his  first  Fed  appoin- 
tee, monetary  policy  isn't  like- 
ly to  change.  Heller  has  been 
an  inflation  "dove,"  pushing 
for  lower  interest  rates  after 
more  than  a  year  of  tighter 
and  tighter  money. 


BAHNER  PLAHS 

A  SLIMMER  FAIRCHILD 


►  On  June  19,  Banner  Indus- 
tries completed  its  $265  mil- 
lion purchase  of  Fairchild  In- 
dustries in  Chantilly,  Va. 
Banner,  a  Cleveland-based 
maker  of  fasteners,  plans  to 
trim  its  new  acquisition.  Fair- 
child's  space  and  defense  elec- 
tronics unit,  which  accounted 
for  877'  of  sales  last  year,  will 
be  sold  to  France's  Matra  for 
about  $245  million.  That  will 
leave  just  a  handful  of  busi- 
nesses— aerospace  fasteners, 
specialized  industrial  prod- 
ucts, and  a  small  communica- 
tions-services unit. 


MALL-MAKER  HERSCU: 
FEELING  A  BIT  MAULED 


►  When  Australian  real  estate 
developer  George  Herscu  be- 
gan building  shopping  malls 
in  the  U.  S.  three  years  ago, 
even  his  staunchest  support- 
ers knew  he  stood  a  strong 


chance  of  losing  his  shirt.  Af- 
ter all,  the  domestic  landscape 
was  already  overflowing  with 
shopping  centers. 

Now,  the  shirt  is  getting  a 
bit  ragged.  After  a  two-month 
slide,  Herscu's  Hooker  Corp. 
admitted  on  June  19  that  it 
was  suffering  a  "short-term 
liquidity  problem"  and  was 
asking  its  bankers  to  maintain 
its  credit  lines.  The  company 
also  announced  plans  to  sell 
50%  of  its  holdings  in  B.  Alt- 
man  and  Bonwit  Teller.  And  it 
reiterated  that  it  was  trying 
to  unload  its  three  biggest 
malls  and  find  a  partner  to 
help  build  new  ones. 


MORE  FORDS  WILL  BE 
'IMPORTS' 


►  Ford  is  taking  advantage  of 
a  quirk  in  the  federal  fuel 
economy  law  to  boost  the  "of- 
ficial" average  gas  mileage  of 
its  cars.  Current  regulations 
separate  imports  from  domes- 
tic models  and  require  that 
each  fleet  average  27.5  miles 
per  gallon  in  1990,  up  from 
26.5  this  year.  But  imports 
are  defined  as  any  car  assem- 
bled from  25%  or  more  for- 
eign-made parts. 

So,  to  prevent  strong  de- 
mand for  big  cars  from  push- 
ing its  domestic  fleet  below 
the  standard,  Ford  plans  to 
use  enough  foreign  parts  in 
its  gas-guzzling  Crown  Vic- 
toria and  Mercury  Grand  Mar- 
quis models  to  get  them 


HAPPY  FAXER'S  DAY  TO  ONE  AND  ALL 


So  you  think  American  ingenuity 
is  dead?  Move  over  Japan,  be- 
cause Argus  Communications 
greeting-card  creator  Ross  Ben- 
nett says  we  ain't  washed  up 
yet.  In  late  June,  Argus  plans  to 
cash  in  on  faxmania  by  introduc- 
ing a  line  of  faxable  greeting 
cards.  The  8y2-by-ll-inch  sheets 
feature  artwork  and  messages 
tackling  subjects  ranging  from 
birthdays  to  receivables.  Check 
out  this  ditty:  "Your  bill  is  due/Here's  cost  and  tax/Please  p;t 
by  check/and  not  by  fax." 

Bennett  thinks  America's  10  million  fax  users  will  jump  t 
buy  the  $2.99  Fax  Pax.  The  man  who  introduced  the  U.  S.  t 
talking  cards  in  1984  hopes  to  generate  excitement  about  tli 
line  by  paying  customers  $25  for  submitted  fax  puns  that  en 
up  in  a  Fax  Pax.  He  doesn't  expect  to  make  a  fortune,  thougl 
"The  smart  guy  will  buy  a  pack  and  make  copies,"  he  say; 
Now  that's  American  ingenuity. 


reclassified  as  imports. 
Ironically,  this  means  the  loss 
of  several  hundred  jobs  for 
U.  S.  auto  workers — ^jobs  the 
law's  domestic-content  provi- 
sion was  designed  to  protect. 


HEY,  BUDDY— WANNA 
BUY  A  KILLER  WHALE? 


►  Shamu  the  Killer  Whale  is 
looking  for  a  new  owner.  On 
June  20,  Harcourt  Brace  Jo- 
vanovich  put  its  six  theme 
parks,  including  its  Sea 
Worlds,  and  excess  land  on 
the  block.  The  $1.2  billion  Or- 
lando-based company  had 
been  carrying  $2  billion-plus 


WtelDcbiich 

AiuKtf.cmsnumcii 


To  mi  ft^rse  discrimirattcn 
lawsuits,  1  only  hine  whik 
gays.... 


in  debt  since  a  1987  recapita 
ization,  and  the  burden  w;i 
hampering  expansion  plans  i 
publishing. 

Analysts  estimate  that  th 
four  Sea  Worlds — in  Florid: 
California,  Texas,  and  Ohio- 
and  two  other  central  Florid 
parks.  Cypress  Gardens  an 
Boardwalk  &  Baseball,  coul 
fetch  $1.5  billion  or  more.  Hi 
also  said  that  President  Raljj 
Caulo  would  oversee  the  sa 
and  may  manage  the  parl- 
under  new  ownership. 


A  SPILL-CLEANUP  PLAI 
WITH  A  FEW  LEAKS 


►  On  June  19,  the  Americ; 
Petroleum  Institute  unveil( 
a  plan  for  emergency  clea 
ups  of  oil  spills.  But  the  fi\ 
year,  $250  million  progra, 
came  under  instant  fire  fro' 
both  government  officials  ai 
environmentalists.  Transpo 
tation  Dept.  officials  won 
that  the  plan's  dependence  ( 
the  Coast  Guard  to  manai 
cleanups  raises  questioi 
about  the  government's  p 
tential  legal  liability.  And  e 
vironmentalists,  blasting  tl 
plan's  failure  to  guarant 
that  all  spills  would  I 
cleaned  up,  demanded  a  b; 
on  shipments  of  crude 
some  environmentally  seni 
tive  areas. 
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¥HAT  REAGAN  HATH  WROUGHT 
S  BEDEVILING  BUSH 


rhese  are  bittersweet  times  for  George  Bush.  On  the 
strength  of  his  bravura  performance  at  the  recent  NATO 
summit  and  his  sure  handling  of  the  China  crisis,  the 
resident's  image  as  a  world  leader  has  undergone  a  radical 
ivision — for  the  better.  But  Bush  can't  pause  to  savor  his 
ireign  triumphs.  On  the  domestic  front,  some  rancid  legacies 
'  the  Reagan  era  have  suddenly  erupted  into  nasty  political 
introversies.  The  result:  Bush  has  been  diverted  from  his 
vn  agenda  by  the  need  to  clean  up  the  festering  problems  of 
e  Reagan  years. 

More  than  ever,  Washington  these  days  could 
!  dubbed  Scandal  City.  Justice  Dept.  and  con- 
cessional investigations  of  Reagan's  Housing  & 
rban  Development  Dept.  are  turning  up  evi- 
tnce  of  widespread  graft  and  influence  peddling, 
le  controversy  o/er  the  costly  cleanup  of  nucle- 
weapons  facilities  has  taken  an  ugly  turn  with 
ports  that  the  Federal  Bureau  of  Investigation 
.s  uncovered  massive  dumping  of  toxic  waste  at 
e  government's  Rocky  Flats  (Colo.)  plant.  Then 
ere's  the  savings  and  loan  mess,  a  coast-to-coast 
tastrophe  that  the  Reaganites  successfully  ig- 
red.  Bush  has  been  forced  to  come  up  with  a 

0  billion  rescue  plan — and  has  had  to  expend 
ich  political  energy  to  keep  legislation  moving. 
K>PER-SCOOPING.'  With  SO  many  leftover  problems,  the  natu- 

1  tendency  of  a  new  Administration  is  to  point  an  accusing 
iger  at  its  predecessor.  For  Bush,  who  has  taken  great  pains 
prove  his  fealty  to  Ronald  Reagan,  that's  not  an  attractive 
tion.  Bush  has  dealt  with  this  dilemma  in  typical  fashion:  He 
s  avoided  criticizing  the  Gipper.  But  that  hasn't  prevented 
D  Bush  aides  from  lamenting  that  they  wouldn't  have  to 
and  so  much  time  on  shovel  brigade  if  it  weren't  for  what's- 
;-name — you  know,  the  old  guy  who  used  to  snooze  in  the 
al  Office. 

Indeed,  the  Bush  crew  has  a  name  for  dealing  with  Reagan- 
i  problems:  "pooper-scooping."  But  singling  out  Reagan  by 
me  remains  taboo.  "They're  subtly  blaming  the  Reagan 


Administration  without  blaming  Reagan,"  says  Stephen  J. 
Wayne,  a  political  scientist  at  George  Washington  University. 

But  blaming  the  other  guy,  however  discreetly,  will  only 
take  Bush  so  far.  Consider  the  deepening  scandal  at  HUD. 
Investigators  believe  that  under  former  Secretary  Samuel  R. 
Pierce  Jr.,  the  agency  was  so  poorly  managed  that  employees 
and  contractors  could  skim  millions  from  housing  programs 
and  that  HUD  contracts  were  steered  through  well-connected 
Republican  pols. 
At  first,  new  hud  Chief  Jack  F.  Kemp  was  praised  for 
trying  to  halt  the  questionable  practices  quickly. 
"It's  cleaned  up,"  he  announced  a  month  ago.  But 
the  revelations  may  continue  for  months — and 
politicians  close  to  Bush  are  being  drawn  into  the 
quagmire.  According  to  a  House  Government  Op- 
erations subcommittee,  Frederick  M.  Bush  (no  re- 
lation), one  of  the  President's  top  campaign  fund- 
raisers, received  a  $268,000  "technical  assistance" 
grant  from  HUD.  Charles  Black,  a  top  Bush  cam- 
paign operative  and  a  former  political  adviser  to 
Kemp,  collected  $326,000  for  helping  a  New  Jer- 
sey development  obtain  rent  subsidies. 

Republicans  are  struggling  to  put  the  best  face 
on  the  HUD  mess  and  other  inherited  problems.  "It 
highlights  the  President's  war  on  the  sleaze  cul- 
ture," says  a  GOP  strategist.  "They're  opportunities  for  Bush 
to  put  his  own  stamp  on  his  Administration,"  adds  adviser 
Robert  Teeter. 

But  as  time  goes  on,  these  unpleasant  legacies  increasingly 
will  become  a  burden  to  the  Bush  Administration.  The  s&L 
fiasco  and  the  nuclear  waste  cleanup  will  take  a  big  bite  out  of 
future  budgets,  robbing  Bush  of  the  funds  he  needs  for  educa- 
tion, en'/ironmental  protection,  and  the  drug  war.  Says  one 
reflective  Bush  insider:  "You've  got  to  spend  some  portion  of 
your  time  cleaning  up  after  the  last  guy."  But  he  adds:  "You 
have  to  do  it  fairly  fast,  because  if  you  get  too  far  into  your 
Administration,  his  problems  become  your  problems." 

By  Richard  Fly,  with  Douglas  A.  Harbrecht 


IPITAL  WRAPUPI 


ONGRESS 


rhe  desire  of  frustrated  Republican 
House  members  to  move  up  or  out 
dampening  GOP  hopes  of  narrowing 
le  Democratic  majority  in  1990.  Party 
rategists  fear  an  unusual  number  of 
itirements  next  year  will  give  Demo- 
•ats  a  shot  at  open  seats.  Moves  to 
ose  a  loophole  that  allows  members 
ected  before  1980  to  keep  leftover 
impaign  funds  for  personal  use  could 
•ive  out  some  veterans,  including  Mi- 
)rity  Leader  Robert  H.  Michel  (R-Ill.). 
eanwhile,  a  half-dozen  GOP  House 
embers  are  readying  Senate  bids, 
mong  the  races  shaping  up:  Claudine 
thneider  plans  to  challenge  Claiborne 


Pell  in  Rhode  Island;  Bill  Schuette  will 
go  after  Carl  Levin  in  Michigan;  Thom- 
as J.  Tauke  will  take  on  Tom  Harkin  in 
Iowa;  and  Hank  Brown  plans  to  run 
for  the  Colorado  seat  being  vacated  by 
Republican  William  L.  Armstrong. 

DEfEMSE  

A good  Pentagon  procurement  chief 
is  hard  to  find.  Defense  Secretary 
Richard  B.  Cheney  is  finding  that 
many  candidates  for  Under  Secretary 
for  acquisitions  want  to  stay  in  the 
private  sector.  And  Pentagon  insiders 
say  the  acting  procurement  czar.  Army 
Under  Secretary  Michael  P.  W.  Stone, 
has  told  associates  he  hopes  to  win  the 
vacant  post  of  Army  Secretary. 


FIORIDA 


The  fight  for  the  seat  left  vacant  by 
the  death  of  Representative  Claude 
D.  Pepper  (D-Fla.)  is  turning  into  a 
bipartisan  donnybrook.  The  growing 
number  of  conservative  Cuban-Ameri- 
cans in  the  district,  which  comprises 
Miami,  Miami  Beach,  and  other  sub- 
urbs, has  raised  GOP  hopes.  So  has  the 
decision  of  Democratic  State  Senator 
Jack  D.  Gordon  not  to  run.  Democratic 
leaders  are  uniting  behind  Miami  City 
Commissioner  Rosario  Kennedy,  who 
declared  her  candidacy  just  before  the 
June  20  deadline.  But  with  4  Republi- 
cans and  12  Democrats  in  an  Aug.  1 
primary,  the  race  is  wide  open. 


I'  ilNGTON  OUTLOOK 
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HAS  THE  KOREAN  MIRACLE 
RUN  OUT  OF  MAGIC? 


A  soaring  won,  strikes,  wage  hikes,  and  high  interest  rates  have  the  economy  in  turmoil 


For  years,  the  Daewoo  Group's  ship- 
yard near  Pusan  symbolized  South 
Korean  industrial  might.  The  effi- 
cient, hard-working  Korean  shipbuilders 
wiped  out  competitors  from  Barcelona  to 
Yokohama.  But  today,  Daewoo  is  wres- 
tling with  a  decision  over  whether  to 
close  Korea's  most  modern  yard.  Labor 
costs  and  the  value  of  the  Korean  cur- 
rency have  exploded.  Labor  strife,  in- 
cluding the  self-immolation  of  two  work- 
ers, has  plunged  Daewoo  Shipbuilding  & 
Heavy  Machinery  into  bitter  confronta- 
tion. The  government  is  insisting  that 
workers  accept  a  wage  freeze  before 
helping  bail  the  company  out— a  demand 
rejected  by  radical  union  leaders. 


The  remarkable  reversal  of  fortunes 
at  Daewoo  Shipbuilding  is  an  acute  ex- 
ample of  ills  that  now  affect  all  of  Ko- 
rea. The  soaring  won,  massive  wage 
hikes,  high  interest  rates,  and  costly 
strikes  are  gumming  up  Korea's  export 
machine,  the  nation's  main  engine  of 
growth. 

TOUGHER  TALK.  At  best,  Asia's  most  fe- 
rocious tiger  is  getting  its  fangs  blunted. 
At  worst,  Korea  could  be  plunged  into 
its  first  recession  in  a  decade,  with  its 
dreams  of  emerging  as  a  major  industri- 
al power  set  back.  "If  this  unhappy  situ- 
ation continues,  the  nation  will  witness 
irreparable  damage  to  the  economy," 
warns  Deputy  Prime  Minister  Cho  Soon, 


the  government's  top  economic  plannei 
On  June  19,  the  normally  reticent  K( 
rean  President,  Roh  Tae-Woo,  declare 
an  economic  crisis  and  told  his  minister 
to  turn  things  around  or  resign.  One  ke 
goal:  limiting  annual  pay  hikes  to  10%.  1 
the  tougher  talk  doesn't  work,  goven 
ment  planners  and  independent  econc 
mists  are  holding  out  the  prospect  c 
sharp  economic  contraction  or  outrigl" 
recession.  Some  hope  a  recession  woul 
ease  demands  for  50%  pay  hikes  an 
discredit  the  radical  students  and  diss 
dents  who  have  penetrated  factories  in 
bid  to  topple  Roh,  whom  they  see  as 
military  puppet. 

For  now,  the  downturn  can  only  dee] 
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n.  During  the  first  five  months  of  this 
ear,  exports  grew  by  a  paltry  5.7%  vs. 
8.4%  for  all  of  1988.  With  export  prices 
p  by  about  12%,  exports  are  actually 
eclining  in  real  terms.  After  achieving 
n  $11.6  billion  trade  surplus  in  1988, 
Lorea  has  recorded  a  deficit  of  $520  mil- 
on  so  far  this  year.  And  since  exports 
ccount  for  about  one-third  of  Korea's 
conomy,  this  pulled  growth  in  the  coun- 
ry's  gross  national  product  down  from 
5%'  last  year  to  5.7%-  for  this  year's  first 
uarter,  the  lowest  since  1985. 
ABOR  UNREST.  Although  overall  exports 
f  electronic  goods  are  still  growing, 
uch  labor-intensive  products 
s  TVS  and  radio-cassette 
layers  are  losing  market 
hare,  says  Koo  Cha-Hak, 
hairman  of  the  electronics  di- 
ision  of  Lucky  Goldstar 
Iroup.  Daewoo  Telecom  Co.'s 
xports  this  year  will  account 
3r  40%  of  total  revenues, 
own  from  55%  last  year. 
Our  international  competi- 
■veness  is  definitely  deterio- 
ating,  and  there  is  no  short- 
2rrn  solution,"  says  Suh 
ang-Mok,  a  member  of  the 
lational  Assembly  and  a  key 
olicymaker  for  the  ruling 
lemocratic  Justice  Party. 
Aside  from  the  rising  won, 
'hich  makes  Korea's  exports 
lore  expensive,  the  nation's 
jmpetitiveness  is  being  hurt 
y  strikes  that  have  cost  Ko- 
ia  $4.5  billion  in  production 
)  far  this  year.  An  often-vio- 
nt,  100-day  work  stoppage 
:  Hyundai  Heavy  Industries 
0.  reduced  profits  by  $30 
lillion,  says  a  top  executive, 
he  country's  three  largest 
ato  makers  say  they  could 
ive  made  almost  75,000 
ore  cars  this  spring,  worth  a 
ital  of  almost  $1  billion,  were 
not  for  labor  disruption.  Al- 
gether,  400  manufacturers 
ive  been  hit  by  labor  unrest 
lis  year. 

Desperate  to  settle  the  strikes,  man- 
fements  are  caving  in  to  sky-high  wage 
imands.  Last  year,  Korean  workers 
on  an  average  annual  raise  of  19.8%-, 
hile  productivity  was  rising  by  about 
1%.  This  year,  striking  manufacturing 
Drkers  are  winning  raises  of  about 
■%.  From  September,  1987,  to  May, 
89,  Korea's  real  labor  costs  rose  by 

'  .3%,  compared  with  12.1%'  in  Taiwan 
id  a  drop  of  16.6%  in  Japan.  Korea's 

I  iges  are  now  the  highest  in  Asia  out- 
le  Japan.  No  wonder  companies  such 
RCA  Corp.  and  Hitachi  Ltd.  are 

'  ^itching  some  purchasing  from  Korea 
Japan  and  elsewhere. 
Seoul's  most  effective  economic  tool  is 


tight  credit.  To  fight  an  inflation  rate 
expected  to  range  from  7%-  to  9%  this 
year,  officials  are  tightening  the  tap  for 
companies,  even  those  strapped  for  cash 
because  of  strikes  and  falling  exports. 
Korea's  real  interest  rate  of  16%-  is  the 
highest  in  the  industrial  world.  The  re- 
sult: less  investment  and  a  sell-off  of 
assets  to  raise  funds.  "The  government 
is  using  the  financial  valve  to  force 
companies  to  divest,"  fumes  an  execu- 
tive at  a  major  chaebol,  or  conglomer- 
ate. "What  the  U.  S.  occupation  did  to 
the  zaibatsu  in  Japan  is  happening  in 
Korea." 


Some  Koreans  think  that  a  recession 
is  just  what  the  doctor  ordered.  For  one 
thing,  it  would  cool  overheated  domestic 
demand  for  autos,  refrigerators,  televi- 
sions, expensive  clothes,  and  other  items 
the  government  considers  "nonproduc- 
tive." And  by  boosting  unemployment,  a 
recession  might  persuade  Koreans  to 
work  harder  and  spend  less  time  on  poli- 
tics. "When  the  people  realize  the  econo- 
my is  going  down,  they  will  start  to 
behave,"  says  one  executive. 

But  workers  insist  that  they  aren't 
willing  to  accept  a  dose  of  austerity. 
Even  relatively  moderate  union  leaders 
say  it's  time  to  struggle  for  a  bigger 
share  of  Korea's  new  affluence.  "Work- 


ers never  got  a  proper  distribution  of 
income  without  fighting,"  says  Phee 
Jung-Sun,  director  of  international  af- 
fairs at  the  Federation  of  Korean  Metal- 
workers' Trade  Unions.  "That's  a  lesson 
we've  learned  from  Western  countries." 
Other  more  militant  labor  union  leaders 
say  that  they're  willing  to  accept  noth- 
ing less  than  the  overthrow  of  Roh's 
government. 

A  few  observers  believe  Cho,  through 
his  refusal  to  prime  the  pump,  secretly 
wants  a  recession.  Cho  denies  this,  say- 
ing a  looser  fiscal  policy  would  acceler- 
ate inflation  and  that  the  current  slow- 
down is  cyclical.  The  economy 
should  start  picking  up  steam 
later  this  year,  he  says,  as 
strikes  abate  and  domestic  de- 
mand replaces  exports  as  the 
economy's  driving  force.  One 
reason  for  allowing  moderate 
increases  in  domestic  demand 
is  to  ease  pressure  from 
Washington  for  Korea  to 
open  its  markets. 
BLANCING  ACT.  The  man  who 
gets  the  blame  for  Korea's 
economic  troubles  is  Roh. 
Most  Koreans  saw  Roh's  June 
19  declaration  of  an  economic 
crisis  as  too  little,  too  late. 
Critics  argue  that  if  Roh 
could  present  a  clear  vision  of 
where  he  wanted  to  take  the 
country,  workers  and  rebel- 
lious students  wouldn't  suc- 
cumb so  easily  to  agitation. 
'As  time  passes,  more  and 
more  Koreans  can't  believe 
in  the  ability  of  the  Presi- 
dent," says  Lee  Hahn-Koo, 
president  of  the  Daewoo  Re- 
search Institute. 

To  his  credit,  Roh  has  been 
performing  an  extremely  deli- 
cate balancing  act  in  keeping 
his  party's  right  wing  and  the 
military  under  control  in  the 
face  of  student  and  labor  up- 
risings. He  also  has  been  crip- 
pled by  his  close  ties  with  pre- 
decessor Chun  Doo  Hwan. 
What's  more,  Roh  was  elected  in  Decem- 
ber, 1987,  by  only  36%  of  the  voters,  and 
his  party  lacks  a  majority  in  the  Nation- 
al Assembly. 

One  encouraging  sign  is  that  Korea's 
four  leading  political  parties  are  talking 
among  themselves.  Kim  Dae-Jung,  lead- 
er of  the  Party  for  Peace  &  Democracy 
and  Roh's  most  bitter  political  rival,  to- 
day speaks  rather  charitably  of  Roh. 
"I'm  not  pessimistic  about  him,"  says 
Kim.  "He's  very  reasonable."  But  if  past 
experience  is  any  guide,  it  will  take  more 
than  sweet  reason  to  steer  Korea 
through  its  deepening  economic  gloom. 

By  Robert  Neff  and  Laxnii  Nakarmi  in 
Seoul 
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EUROPE  I 


MORE  THAN  EVER,  THATCHER 
IS  ODD  WOMAN  OUT 


The  Conservative  defeat  in  the  Europarliament  vote  isolates  her  further 


Voters  across  the  European  Com- 
munity turned  thumbs  down  on 
scores  of  incumbents  in  the  Eu- 
ropean Parliament  elections.  But  no- 
where was  the  damage  more  severe 
than  in  Britain.  Opposition  Labor  Party 
candidates  played  up 
dissatisfaction  with 
Prime  Minister  Marga- 
ret Thatcher's  anti-EC 
rhetoric  to  deal  her  Con- 
servative Party  breth- 
ren their  first  major 
electoral  defeat  since 
taking  power  in  1979. 

The  loss  is  certain  to 
intensify  calls  for 
Thatcher  to  ease  her  op- 
position to  further  eco- 
nomic and  monetary  in- 
tegration with  Europe 
as  the  EC's  1992  free- 
trade  deadline  ap- 
proaches. Some  Conser- 
vatives fear  that  if  she 
doesn't  play  ball,  her 
decade-long  domination 
of  British  politics  and 
European  foreign  af- 
fairs may  be  in  danger. 
British  Conservatives  won  only  32  seats 
to  the  Labor  Party's  45 — the  exact  re- 
verse of  the  last  EC  Parliament  vote  in 
1984.  That  sent  a  clear  message:  "The 
time  has  passed  where  we  can  afford  to 
be   reluctant   Europeans,"  remarks 


James  Elles,  a  Tory  EC  Parliament  mem- 
ber who  survived  the  contest. 

The  changing  complexion  of  the  Stras- 
bourg-based Europarliament  only 
heightens  such  concerns.  Although  far- 
right  candidates  advanced  in  some  coun- 


tries, the  major  gainers  in  the  mid-June 
contest  were  socialists  and  environmen- 
talists, who  now  control  220  of  the  Euro- 
parliament's  518  seats.  The  shift  guaran- 
tees that  the  body  will  push  ecological 
and  workers'  rights  issues  to  the  top  of 


its  agenda.  If  Thatcher  maintains  her 
independent  stand,  Tory  politicians  and 
business  leaders  warn  that  Britain  risks 
being  frozen  out  of  key  EC  decisions. 

Pro-European  politicians  are  wasting 
no  time  exploiting  the  unease.  The  day 
after  the  elections  concluded  on  June  18, 
the  Foreign  Ministers  of  France  and 
West  Germany  called  on  Britain  to  join 
the  European  Monetary  System  to  sup- 
port their  goals  of  a  common  currency 
and  central  bank.  At  the  EC  summit  in 
Madrid  June  26,  Thatcher  may  offer  a 
minor  consession — support  for  a  closer 
examination  of  fuller  European  mone- 
tary integration. 

Even  before  the  Par- 
liamentary loss,  Thatch- 
er's support  had  been 
waning  across  a  broad 
range  of  issues.  Her  re- 
vival of  the  economy  is 
unraveling  amid  high 
inflation  and  interest 
rates,  and  a  ballooning 
trade  deficit,  as  well  as 
spreading  public-sector 
strikes.  And  her  initia- 

r fives  to  reform  the 
  health  service  and  edu- 
cation systems  and  to 
overhaul  local  govern- 
m.ent  finances  have 
spawned  resentment. 

Still,  Thatcher  may 
rebound  from  all  this, 
^■'-"■^         Despite  her  frequent 
^  disdain  for  European 

affairs,  the  Prime  Min- 
ister may  decide  that 
her  own  well-being  hinges  on  further 
cooperation  with  the  Continent.  Th( 
problem  is,  no  one  but  Thatcher  can  tel 
when — or  if — she'll  take  the  plunge. 

By  Richard  A.  Melcher  in  London,  vntl 
bureau  reports 


BRAZIL  I 


BLAME  IT 
ON  NAHAS 


How  one  speculator's  cash  crunch 
sparked  a  stock  market  crash 


B: 
i 


razil  long  has  been  the  home  of 
,some  of  the  world's  wildest  stock- 
market  action,  but  this  was  a 
doozy  even  by  hyperinflated  local  stan- 
dards. In  the  middle  of  June,  both  the 
Sao  Paulo  and  Rio  de  Janeiro  bolsas 
plunged  W/'  after  a  pyramid  of  stocks, 
options,  and  futures  owned  by  industri- 
alist Naji  Robert  Nahas  crumbled  when 
he  was  ordered  to  come  up  with  col- 


lateral to  cover  massive  borrowings. 

The  crash  left  victims  aplenty.  It 
forced  the  resignation  of  central  bank 
Governor  Elmo  Camoes.  With  Nahas 
owing  as  much  as  $400  million,  six  local 
brokerages,  including  one  owned  by  Ca- 
moes' family,  were  ordered  liquidated. 
Some  $58  million  of  Nahas'  debts  are 
owed  to  a  bank  507'-owned  by  Bankers 
Trust  New  York  Corp. 

The  subsidiary  has  received  a  cash  in- 
fusion from  its  owners  to  keep  operat- 
ing. And  foreign  investors  face  lost  pa- 
per profits  amounting  to  hundreds  of 
millions  of  dollars.  The  combined  book 
value  of  Brazil  Fund  Inc.  and  Battery- 
march  Financial  Management's  Brazilian 
equity  fund  have  plunged  by  $145  mil- 
lion since  June  9. 

Nahas,  42,  an  Egyptian-born  conglom- 
erate owner  and  longtime  speculator. 


1 


faltered  amid  a  two-month  fall  in  stock 
prices  and  spiraling  interest  rates.  First 
the  Sao  Paulo  stock  exchange  orderec 
Nahas  to  produce  cash  to  cover  30%  o 
his  purchases,  up  from  10%.  Then  it  toL 
him  to  settle  purchases  in  a  day,  instead 
of  five.  In  response,  Nahas  stopped  pay 
ments  on  $39  million  in  checks  to  bro 
kers,  forcing  regulators  to  close  markets 
for  a  day.  Police  are  probing  his  deal 
ings.  Nahas  would  not  return  calls  bui 
has  said  on  TV  that  he  was  "victimized 
While  the  affair  has  burned  many  in 
vestors,  some  argue  that  Braziliaij 
stocks  now  are  incredible  bargains.  In 
deed,  Sao  Paulo's  index  rebounded  15^ 
on  June  20.  "We're  buying,"  says  Bat 
terymarch  Trustee  Richard  Gula.  Bu 
for  many  others,  caution  will  be  the  ruk 
until  the  affair  cools. 

By  Jeffrey  Ryser  in  Sao  Pauk 
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CARIOS  MENEM:  A  PERONIST 

mo  MAY  RULE  LIKE  A  PRAGMATIST 


Campaigning  for  Argentina's  May  14  presidential  election, 
bewhiskered  Peronist  candidate  Carlos  Saul  Menem 
talked  like  a  traditional  populist,  making  vague  promises 
imed  at  pleasing  almost  everyone.  But  to  the  surprise  of 
riends  and  foes,  when  he  takes  office  as  President  on  July  8, 
e  may  start  to  dismantle  the  highly  protected,  state-dominat- 
d  economic  structure  created  by  Juan  Domingo  Peron  in  the 
950s.  By  choosing  Miguel  Roig,  a  multinational  corporate 
xecutive,  as  Economy  Minister,  Menem 
ignaled  that  he  intends  to  take  a  prag- 
latic  approach  to  Argentina's  stagger- 
ig  problems.  Menem  appears  intent  on 
hifting  from  traditional  Peronist  eco- 
omic  intervention  toward  more  reliance 
n  private  enterprise  and  open  markets. 
The  63-year-old  Roig,  who  didn't  vote 
)r  Menem,  was  formerly  executive  vice- 
resident  of  Bunge  &  Born,  a  Buenos 
ires  trading  and  industrial  giant.  In  the 
ast  year,  Roig  has  been  active  in  a  sub- 
diary  that  has  developed  economic 
lodels  and  strategies  to  curb  inflation 


ALFONSIN  AND  SUCCESSOR  MENEM 


ith  a  wage-price  agreement  among  business,  labor,  and  the 
ovemment,  followed  by  measures  to  shrink  Argentina's 
ioated  public  sector  and  other  structural  reforms.  "Clearly, 
'enem  wants  the  business  class  to  feel  an  obligation  to  partic- 
ate,"  says  Aldo  Ferrer,  president  of  the  Banco  de  la  Provin- 
a  de  Buenos  Aires  and  a  former  Economy  Minister.  In  the 
ist,  business'  role  in  such  recovery  efforts  has  been  dominat- 
l  by  state-run  companies  and  beneficiaries  of  government 
.vors  rather  than  by  internationally  competitive  corporations 
ich  as  Bunge  &  Born. 

>UGH  JOB.  Paradoxically,  Menem  may  have  a  better  chance  of 
icceeding  because  his  own  backers  have  been  among  the 
ggest  obstacles  to  reform  in  the  past.  He  will  have  to  force  a 
lowdown  with  powerful  Peronist  labor  unions  to  attack  the 
ots  of  Argentina's  economic  malaise — starting  with  115  mon- 
'-losing  state  companies.  Privatizing  those  would  affect  the 


jobs  of  227o  of  Argentine  workers.  He  must  also  try  to  renego- 
tiate Argentina's  $60  billion  foreign  debt.  To  oversee  that 
tough  job  he  has  picked  Domingo  Cavallo,  a  Harvard-trained 
economist  who  will  serve  as  Foreign  Minister.  Still,  doubts 
remain  about  Menem's  commitment  to  reform  because  he  has 
named  Ministers  of  Energy  and  Public  Works  who  represent 
Peronism's  traditional,  statist  philosophy. 
However,  if  Menem  pushes  a  market-oriented  overhaul  of 
Argentina's  economy,  he  will  be  follow- 
ing the  example  of  other  key  Latin  coun- 
tries. Mexico's  Carlos  Salinas  de  Gortari, 
for  one,  is  already  opening  up  a  protect- 
ed, state-dominated  economy.  An  even 
more  encouraging  example  for  Menem 
to  emulate  may  be  Venezuela's  Carlos 
Andres  Perez.  In  the  1970s,  in  his  first 
term  as  president,  Perez  was  a  free- 
spending  populist.  But  since  starting  a 
second  term  last  December,  Perez  has 
braked  inflation  with  tough  measures 
ranging  from  tariff  cuts  to  removal  of 
wage  and  price  controls.  In  doing  so. 


Perez  is  bucking  both  the  leadership  of  his  own  Democratic 
Action  Party  and  labor  unions,  which  staged  the  first  nation- 
wide strike  since  1957  in  May.  But  he  is  starting  to  win 
business  support. 

In  Argentina,  rioting  and  looting  by  hungry  Argentines  in 
late  May  prompted  a  decision  by  Alfonsin  to  step  down  before 
his  term's  scheduled  end  on  Dec.  10.  But  he  has  agreed  with 
Menem  that  legislators  of  Alfonsin's  Radical  Civic  Union  will 
support  reform  legislation  until  a  new  Congress  is  installed  in 
December.  Although  Alfonsin  failed  in  his  economic  policies, 
he  resisted  disruptive  political  meddling  by  the  military  and 
strengthened  Argentine  democracy.  For  Menem,  that  legacy 
should  offer  a  sound  footing  as  he  struggles  to  arrest  the 
country's  now  startling  economic  decline. 

By  Jeffrey  Ryser  and  Richard  Kessler  in  Buenos  Aires,  with 
Gail  DeGeorge  in  Miami 


LOBAL  WRAPUPI 


iREECE 


Voters'  reaction  against  financial 
scandals  in  Prime  Minister  An- 
dreas Papandreou's  government, 
.s  well  as  his  publicized  extramarital  ro- 
nance,  appears  to  have  ended  eight 
'ears  of  socialist  rule.  But  the  failure  of 
.ny  party  to  win  a  parliamentary  maior- 
;y  in  elections  on  June  18  raises  the 
ikelihood  of  months  of  weak,  do-nothing 
;overnment  and  new  elections  sometime 
•etween  next  fall  and  spring. 
The  result  will  be  to  delay  measures 
eeded  to  integrate  Greece's  economy 
nth  the  rest  of  the  European  Communi- 
y.  Stalled  are  banking  reforms,  freeing 
f  capital  movements,  steps  to  make  the 


drachma  fully  convertible,  and  easing  of 
restrictive  labor  laws. 

The  conservative  New  Democracy 
Party,  led  by  Constantine  Mitsotakis, 
won  44.3%  of  the  vote  against  39.2%  for 
Papandreou's  Panhellenic  Socialist 
Movement.  To  form  a  government,  ei- 
ther would  have  to  join  with  a  Commu- 
nist-led alliance  that  won  13.5%  of  the 
vote.  But  coalitions  have  had  little  suc- 
cess in  Greece,  so  the  next  government 
may  be  short-lived. 

MEXICO  

State  and  local  elections  on  July  2 
will  test  the  strength  of  the  ruling 
Institutional  Revolutionary  Party 
(PRI)  and  President  Carlos  Salinas  de 


Gortari's  commitment  to  clean  elections. 
The  crucial  contest  pits  38-year-old  Mar- 
garita Ortega,  the  PRi  candidate,  against 
former  Ensenada  Mayor  Ernesto  Ruffo 
Appel  of  the  conservative  National  Ac- 
tion Party  (PAN)  in  a  close  gubernatorial 
race  in  Baja  California  Norte.  In  60 
years,  the  PRI  has  never  lost  a  governor- 
ship. But  if  the  PAN  is  able  to  make  a 
credible  claim  of  electoral  fraud,  it 
would  tarnish  Salinas'  reformist  image. 

Opponents  are  likely  to  win  city  posts 
in  Chihuahua  state  and  legislative  seats 
in  Michoacan  state,  a  stronghold  of  left- 
ist leader  Cuauhtemoc  Cardenas.  But  in 
Baja's  tight  race,  it's  a  good  bet  that  the 
PRI  machine  will  manage  to  keep  the 
governorship  within  the  party. 
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RETAILING  I 


LITTLE  PRICES  ARE  LOOKING  GOOD 
TO  BIG  RETAILERS 


Sears'  switch  to  everyday  low  prices  is  stirring  up  the  industry 


When  Sears,  Roebuck  &  Co. 
switched  to  a  policy  of  every- 
day low  prices  in  its  824 
stores  back  in  March,  Chairman  Joseph 
E.  Antonini  of  rival  K  mart  Corp.  said  he 
wasn't  impressed.  "What's  so  new  about 
that  strategy?"  he  asked  shareholders  at 
the  annual  meeting  last  month.  "This  is 
what  K  mart  has  been  doing  for  27 
years." 

Antonini  may  pooh-pooh  Sears  in  pub- 
lic, but  the  nation's  largest  retail  chain 
has  clearly  put  No.  2  K  mart  on  the  de- 
fensive. K  mart  officials  have  been  frus- 
trated by  a  three-month  sales  slump  and 
a  22%  dip,  to  $94.1  million,  in  first-quar- 
ter earnings,  which  it  blames  on  cold 
weather.  Now,  after  three  years  of  orga- 
nizing the  chain's  marketing  to  focus  on 
general  themes,  such  as  home  entertain- 
ing, K  mart  executives  are  backpedaling 
to  a  more  price-oriented  approach.  The 
chain  even  tried  doubling  the  value  of 
manufacturers'  coupons  in  a  one-day 
test  to  see  if  it  could  attract  more  cus- 
tomers to  its  2,272  discount  stores.  It  is 
also  driving  home  the  low-price  message 
in  radio  spots  and  weekly  advertising 
circulars  that  reach  70  million  homes. 
Says  Walter  F.  Loeb,  retail  analyst  at 


Morgan  Stanley  &  Co.:  "Some  of  the 
higher-price  merchandising  may  take  a 
back  seat." 

That's  likely  to  be  true  for  a  lot  more 
stores  than  K  mart.  Many  retailers  of 
basic  goods  are  now  toying  with  the  idea 
of  everyday  low  pricing,  if  they  haven't 
instituted  it  already.  Whenever  a  compa- 
ny as  big  as  Sears  slashes  prices  and 
attempts  to  do  away  with  promotional 
sales  events,  it's  bound  to  stir  up  the 
industry.  But  the  reaction  this  time  sug- 
gests that  something  more  fundamental 
than  a  price  war  may  be  going  on. 
SPENDING  SLOWDOWN?  Why  are  so  many 
retailers  suddenly  rethinking  their  pric- 
ing policies?  Says  Michael  Goldstein, 
vice-chairman  of  Toys  'R'  Us  Inc.:  "The 
companies  that  have  been  most  success- 
ful in  retailing  over  the  past  5  to  10 
years  have  been  Toys  'R'  Us,  Wal-Mart, 
and  Circuit  City,  and  basically  they 
all  have  everyday  low  pricing. 
People  look  at  them  and 
say:  'That  must  be 
why  they're  doing 
so  well.' " 

Retailers  are 
also  preparing 
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for  a  slowdown  in  consumer  spending. 
May's  retail  sales  numbers  may  be 
harbinger:  General  merchandise  and  de- 
partment-store sales  dipped  1.2%  afte: 
an  0.8%  uptick  in  April,  while  specialty 
apparel  sales  fell  1.4%  following  an  Apri' 
gain  of  3.9%.  Rosalind  Wells,  chief  econ- 
omist for  the  National  Retail  Merchants 
Assn.,  forecasts  a  6%  increase  in  general 
merchandise,  apparel,  and  furniture 
sales  in  1989.  This  is  about  the  same  as 
in  1988,  but  the  trend  throughout  the 
year  will  be  downward.  Wells  says. 

In  this  environment,  competitive  pric- 
ing is  more  important  than  ever.  Every 
day  low  pricing  doesn't  mean  that  Sears 
and  other  stores  will  be  cutting  all  regu- 
lar prices  to  rock-bottom  sale  levels.  Bu1 
prices  will  be  more  consistently  low,  en 
abling  retailers  to  avoid  the  steepest  upf| 
and  downs  of  promotional  cycles. 
Take  the  experience  of  Hom( 
Depot  Inc.,  an  Atlanta-based  do' 
it-yourself  retailer.  The  chair 
used  to  sell  a  popular  brand  o; 
paint  for  $12  but  frequentlj! 
advertised  it  for  $8.  "Peoi 
pie  learned  over  a  perioct 
of  time  that  it  was  goinf 
to  be  on  sale  again,  so  w« 
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NATIONAL  SPRXKETS  CORPORATION 
OUARTERLV  SALES  REPORT 


12  Onpper  $20,000    $17,000    $15,500  $10,000 

13  EltiaSpiing  $35,000    $38,000    $33,<X>0  $39,000 

14  Tofciuemaaer        $10,000   $28,000   $34,000  $37,000 


$65,000    $83,000    $82,500  $136,000 
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SPREADSHEET  Create  a  table  in  a  spreadsheet  that 
will  automatically  calculate  formulas,  allowing  for 
what-if  analyses. 

Copy  Wock  of  text 

I  Move  Erase  Seardi  Replace  Juetity  Format  Rage  LinfrMarhar  Quit 

I     r  NAnONAL  SPROCKETS  CORPORATION 

OUARTERLV  SALES  REPORT 


Sales  have  really  skyrocketed  since  we  started  sfilpping  the  new 
Gnpper  Plus  sprocket  As  >ou  can  see,  the  figures  far  the  fourth  (luarter 
show  dramatic  onprrMment  cn«r  the  preyH3tjsr)iiarters. 


GrlpperPlus  $50,000 

Gnpper  $20,000  $17,000  $15,500  $10,000 

Extra  Spnng  $35,00)  $38,000  $33,000  $39,000 

Taquemasler  $10,000  $28,000  $34,000  $37,000 

Total  $65,000  $83,000  $82,500  $136,000 
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WORD  PROCESSING.  Ante  a  document  in  the  full 
featured  wordprocessir  Even  include  a  spreadsheet. 


tzDGnpper  Pliis  cr:Gnpper  czjExtra  Spring  GsaTbrqiffimastar 
MAIN  SALES  MH- 


GRAPHICS,  histantly  turn  your  spreadsheet  data 
■nto  a  graph.  Choose  from  six  graph  types. 


^Bory-  Central  

Address:  2SGIenwxxlDrnB_ 
Des  Moines  


GnpperSales    76   Gnpper  Plus  Sales-    54  . 

Extra  Spring  Sales    87   Tbrquemaster  Sales'  43  
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DATABASE.  Store  information  in  a  powerful  data- 
base that  can  hold  over  8,000  records,  with  up  to 
256  fields. 
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COMMUNICATIONS.  Send  or  receive  data  between 
our  PC  and  a  mainframe,  another  PC  or  an  on- 
ine  information  sennce. 


¥)urbosswants 
youlodoamillion 

ftrings  atonce. 
Mhimj^uldofive. 

Your  boss  should  take  this  formula  to  create  a  link,  as  in  other 
quite  well.  integrated  programs.  What's  more, 

Because  with  Symphony*    the  Symphony  spreadsheet  is  based 


from  Lotus*you're  able 
to  easily  juggle  five  key 
business  applications 
at  once:  spreadsheet, 
word  processing, 
graphics,  database, 
and  communications. 

And  if  you 
buy  now  you  can 
get  Symphony  with 
Allways,  the  Spread- 
sheet Publisher  from 
Funk  Software,  all 
at  one  great  price.* 


Usnig  the  Allways  program,  you 
can  quickly  and  easily  make  your 
Symphony  documents  look  terrific. 

Symphony  is  the  number    many  advanced  formatting  and 


on  Lotus  1-2-3;  the 
industry  standard.  As 
1-2-3  advances,  Sym- 
phony will  incorporate 
the  latest  spreadsheet 
features,  in  addition 
to  enhancements  to 
the  other  Symphony 
applications. 

And  Allways 
makes  your  Symphony 
reports  look  better 
than  ever  Allways 
provides  you  with 


one  integrated  software  package. 
It's  the  only  one  that  automatically 
creates  active  connections  between 
each  application,  so  you  can  work 
faster  and  more  efficiently 

For  example,  you  could 
create  a  table  of  sales  data  on  your 
Symphony  spreadsheet.  Then,  with 
one  keystroke,  switch  to  the  word 
processor  and  write  an  accom- 
panying memo.  Switch  to  graphics 
and  chart  that  same  sales  data, 
and  you're  done.  If  you  need  to 
change  your  data,  switch  back 
to  your  spreadsheet,  revise  it,  and 
all  your  other  sections  update 
automatically 

You  never  have  to  cut  and 
paste  information  or  type  in  a 


printing  options,  including  laser 
printer  support.  Allways  is  easy 
to  use,  and  works  directly  from 
within  Symphony 

Take  advantage  of  this  offer 
Go  to  your  Info.  Center  Manager 
or  your  local  Lotus  reseller  and 
ask  for  Symphony  With  Symphony 
you  can  show  your  boss  just 
how  versatile  you  can  be. 


Lotu.s  Symphony 


Mways 


Lotus  Symphony  now  with  Allways 


I  Lotus  Development  Corp  Lotus,  Symphony,  and  1-2-3  are  registered  trademarks  o!  Lotus  Development  Corporation  'Offer  valid  while  suppLes  last  Participating  resellers  only 
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AS  PRICE  TAGS  SHRINK, 
SO  WILL  THE  DAILY  NEWSPAPER 


Looking  for  a  washing  machine,  a 
garden  hose,  a  new  pair  of  shoes? 
Many  shoppers  check  the  ads  in 
the  newspapers  before  they  set  foot  in 
a  store.  But  that  may  change  as  more 
retailers  adopt  everyday  low  prices.  If 
some  big  chains  never  put  merchandise 
on  sale,  it  follows  that  they  won't  need 
to  advertise  as  much.  And  that  spells 
long-term  trouble  for  newspapers, 
which  have  already  been  hit  hard  by 
slowing  growth  in  retail  advertising. 

At  first,  newspapers  wall  pick  up  ad 
linage  as  retailers  announce  their  shift 
to  everyday  low  pricing.  Sears,  Roe- 
buck &  Co.  and  Target  Stores  have 
increased  their  ad  budgets  to  get  the 
word  out.  One  example:  Sears'  year-to- 
date  ad  linage  at  two  Times  Mirror  Co. 
newspapers  in  Connecticut,  The  Advo- 
cate and  Greenmch  Time,  has  jumped 
123%  from  its  year-ago 
level,  says  Jack  A.  Find- 
ley,  senior  vice-president 
for  marketing  at  The 
Advocate. 

Most  industry  watch- 
ers are  convinced,  how- 
ever, that  this  boom 
won't  last.  "One  very 
real  goal  of  these  new 
pricing  policies  is  to  re- 
duce the  amount  of  ad- 
vertising you  have  to  do 
to  get  people  into  the 
stores,"  notes  Carl  E. 
Steidtmann,  chief  econo- 
mist at  Management  Horizons,  the  re- 
tail consulting  division  of  Price  Water- 
house  &  Co.  Wal-Mart  Stores  Inc.,  for 
instance,  spends  less  than  1%  of  sales 
on  advertising,  according  to  David  A. 
Poneman,  an  analyst  with  Sanford  C. 
Bernstein  &  Co.,  while  Sears  has  been 
spending  from  2%  to  3%. 
THEATRICAL  WAYS.  Many  stores  are  re- 
evaluating not  just  how  much  money 
they  spend  but  where  they  spend  it.  In 
1987,  Nashville-based  Service  Merchan- 
dise Co.,  for  example,  decided  to  cut 
back  sharply  on  the  30  million  free- 
standing inserts  it  placed  in  Sunday 
newspapers  each  week  and  to  blitz 
shoppers  who  have  recently  spent  $50 
or  more  in  its  stores  with  12  million 
weekly  direct  mailings.  The  company 
says  that  this  has  reduced  annual  ad- 
vertising costs  by  about  $20  million 
and  that  sales  in  stores  open  more  than 
a  year  rose  10%  last  year. 


RETAIL  AD  GROWTH 
IS  SLOWING 


rUR-TO-YEAR  CHANGE 
IN  RETAILERS'  NEWSPAPER 
AD  SPENDING 


■84  '85  '8 
▲  PERCENT  CHANGE 


DATA:  NEWSPAPER  ADVERTISING  BURUU 


Sears,  meanwhile,  is  casting  around 
for  more  theatrical  ways  to  generate 
new  business.  One  idea:  The  chain  re- 
cently teamed  with  NBC  on  a  major  fall 
promotional  campaign  that  offers  shop- 
pers a  chance  to  win  the  opportunity  to 
play  a  bit  part  in  a  prime-time  televi- 
sion program. 

All  this  comes  at  a  time  when  news- 
papers are  reeling  from  consolidation 
in  the  retail  industry.  After  highly  le- 
veraged takeovers  such  as  Campeau 
Corp.'s  acquisitions  of  Federated  De- 
partment Stores  Inc.  and  Allied  Stores 
Corp.,  ad  budgets  have  become  targets 
for  cost-cutting.  At  the  Los  Angeles 
Times,  mergers  and  acquisitions 
among  advertisers  cost  the  paper  $6 
million  in  ad  revenues  last  year,  says 
Donald  H.  Clark,  executive  vice-presi- 
dent for  marketing.  Industrywide,  the 
annual  growth  rate  of 
newspaper  retail  adver- 
tising declined  to  4%  last 
year  from  8%  in  1984. 
HELP  WANTED.  Most  pa- 
pers have  been  able  to 
ward  off  the  effects  of 
the  slowdown  via  rate 
increases  and  growth  in 
classified  ad  linage.  In 
1982,  classifieds  account- 
ed for  32%  of  newspaper 
revenues.  They  repre- 
sent 43%  today,  says  Bi- 
lal  Said,  an  analyst  at 
S.  G.  Warburg  &  Co. 
But  classified  growth  is  beginning  to 
taper  off  as  some  real  estate  markets 
soften.  And  newspapers  can't  keep  hik- 
ing rates  forever,  especially  as  daily 
circulation  flattens  and  retailers  start 
demanding  volume  discounts  from  ma- 
jor newspaper  chains  such  as  Gannett 
Co.  and  Knight-Ridder  Inc. 

Newspaper  executives  are  hoping 
that  everyday-low-price  retailers  will 
keep  up  their  advertising  even  after 
consumers  get  the  message.  "They'll 
still  have  to  tell  why  they  are  better 
than  the  other  guy,"  says  Thomas  J. 
Culligan,  senior  vice-president  for  mar- 
keting at  the  Minneapolis  Siar-Tri- 
bune.  But  that  could  be  wishful  think- 
ing. With  their  new  low  prices  and  low 
margins,  retailers  just  may  not  have 
the  money  to  do  that. 

By  Walecia  Konrad  in  New  York,  mth 
Brian  Bremner  in  Chicago  and  Russell 
Mitchell  in  Minneapolis 
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rarely  sold  any  paint  at  $12,"  says  Ron- 
ald M.  Brill,  Home  Depot's  senior  vice 
president  and  chief  financial  officer 
About  18  months  ago,  the  chain  begar; 
shifting  to  everyday  low  prices.  Now 
the  paint  retails  for  $8  all  the  time.  "Ii 
smooths  out  our  selling  patterns  anc 
gives  us  better  control  over  our  mar 
gins,"  Brill  says. 

AVOIDING  TEMPTATION.  Everyday  lo\^ 
pricing  can  also  cut  retailers'  costs  foi 
advertising  and  labor.  With  fewer  pro 
motions.  Home  Depot  was  able  to  slasl 
ad  spending  from  3.2%  of  sales  in  19X; 
to  1.5%  in  1988.  Its  profits  have  soartn 
to  $76.8  million  in  the  last  fiscal  yea 
from  $8.2  million  in  1985.  Newmark  d 
Lewis  Inc.,  which  operates  47  consume 
electronics  stores  in  the  Northeast,  use( 
to  mark  up  items  and  then  let  shopper; 
negotiate  the  prices  back  down.  To  en( 
the  haggling  and  free  clerks  for  othe 
things,  the  chain  recently  cut  prices  .S' 
to  20%  on  all  items. 

The  approach  should  have  advantage 
for  shoppers,  too.  Regular  low  prices  an 
more  convenient  for  time-pressed  cu^ 
tomers  who  find  it  difficult  to  chas 
sales.  "The  ability  of  customers  to  shn 
whenever  they  want  is  much  more  in 
portant  than  it  has  been  in  the  past, 
says  George  C.  Hite,  a  spokesman  lo 
Dayton-Hudson  Corp.'s  Target  Stores  d 
vision,  which  is  testing  everyday  lo\ 
pricing  in  46  of  its  379  stores. 

By  using  fewer  sales  gimmicks,  store  i 
may  recapture  some  of  the  credibilit  | 
they've  lost  by  constantly  markiii, 
goods  up  and  down.  But  they'll  have  t 
avoid  the  temptation  to  launch  new  [)n 
motions  when  sales  slow. 

Retailers  also  can't  wait  for  cost  sa\  j 
ings  to  fall  in  their  laps.  Everyday  lo^ 
pricing  requires  efficient  operations  t 
maintain  profit  margins.  "If  you  can't  1j 
a  low-cost  player,  forget  it,"  says  Be 
nard  F.  Brennan,  chairman  of  Montgon 
ery  Ward  &  Co.  Ward's,  which  has  n 
duced  operating  costs  by  $100  millio 
annually  since  1985,  began  everyday  Ic 
pricing  in  1987.  Sears  could  have  a  bi 
problem  here:  Its  selling  and  administr; 
tive  expenses  are  among  the  highest  i 
general-merchandise  retailing:  about  31 
of  each  sales  dollar,  compared  with  2.' 
at  K  mart. 

As  for  K  mart,  it  faces  a  delicate  ba 
ancing  act.  With  competitors  makin 
such  a  big  to-do  about  everyday  lo 
prices,  it  must  project  itself  as  a  lev 
price  retailer  without  damaging  its  e 
forts  to  achieve  a  classier  image.  T 
paraphrase  its  slogan,  K  mart  must  r 
main  the  savings  place — but  with 
touch  of  grace. 

By  Amy  Dunkin  in  New  York,  with  D 
ind  Woodruff  in  Detroit,  Dean  Foust  i 
Atlanta,  and  bureau  reports 
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In  a  Different  Light. 


In  today's  business  world,  new  opportunities  arise 
continuously.  With  our  global  perspective  and  insight 


into  your  business,  we're  able  to  see  those  opportunities 
in  the  light  of  your  objectives.  Twenty-four  hours  a  day 


The  Golden  Gate  Bridge, 
photographed  by  Alan  Ross. 
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LYPHOMED'S  VITAL  SIGNS 
ARE  STABILIZING 


Two  turnaround  doctors  and  an  AIDS  drug  have  helped 


ot  long  ago,  LyphoMed  Inc.  was 
on  the  critical  list.  A  rash  of 
quality-control  problems,  damag- 
ing Food  &  Drug  Administration  re- 
ports, product  recalls,  and  bad  publicity 
sent  its  stock  plunging.  The  Rosemont 
(111.)  maker  of  generic  drugs  seemed  in- 
capable of  healing  itself,  let  alone  any- 
one else. 

But  LyphoMed  is  taking  the  cure.  A 
new  management  team,  led  by  a  pair  of 
former  American  Hospital  Supply  Corp. 
executives,  is  cleaning  up  LyphoMed's 
glaring  quality-control  problems.  And  on 
June  15,  the  FDA  granted  the  company 
the  exclusive  right  to  market  aerosol 
pentamidine,  the  first  drug  proven  effec- 
tive in  inhibiting  a  deadly  form  of  pneu- 
monia suffered  by  AIDS  patients.  Word 
of  pending  approval  sent  LyphoMed's 
stock  to  a  .52-week  high  of  21  Vs  in  late 
May.  On  June  19,  it  was  trading  at  18%. 

Even  before  the  fda's  move,  Ly- 
phoMed was  improving.  The  company 
posted  a  modest  profit  of  $866,000  in  the 
first  quarter  of  this  year  on  sales  of 
$34.8  million,  following  three  quarters  of 
losses.  The  operating  rate  at  its  flagship 
Melrose  Park  (111.)  plant  rose  to  80%  of 
capacity  this  year  from  a  low  of  30%  last 
year.  And  the  company  shut  its  Orlando 
facility,  whose  products  had  been  seized 
by  the  fda  last  summer. 
THE  FIXERS.  Customers  are  coming  back 
into  the  fold.  Ly]3hoMed  has  regained 
permission  to  bid  for  contracts  with  all 
except  one  of  the  hospital  purchasing 
groups  that  dropped  it  as  a  major  suppli- 
er. Last  month  it  struck  a  three-year 
deal  to  supply  its  products  to  one  of  the 
largest  purchasing  groups,  American 
Healthcare  Systems.  "Substandard  prod- 
uct is  a  sin  that  pharn)acists  don't  forget 
easily,"  says  Gary  Gerding,  director  of 
group  purchasing  programs  for  the  Illi- 
nois Hospital  Assn.  "But  LyphoMed  did 
a  good  job  of  convincing  us  th;.l  the  big 
problems  were  behind  it." 

The  turnaround  doctors  at  Lyp  oMed 
are  Senior  Vice-President  of  Scieiiiific 
Affairs  Floyd  Benjamin  and  Chief  Ex( c- 
utive  Gary  Nei.  Benjamin  joined  Ly- 
phoMed last  July  following  stints  with 
American  Hospital  Supply  and  Abbott 
Laboratories,  both  of  which  had  plants 


shut  down  by  the  FDA.  Called  in  as  a 
seasoned  fda  fix-it  man,  Benjamin  devel- 
oped a  plan  to  make  sure  the  company's 
products  and  factories  met  agency  stan- 
dards. Nei,  who  arrived  four  months  lat- 
er, had  19  years  of  medical  sales  and 
marketing  experience  with  American 
Hospital  Supply  under  his  belt.  Almost 
immediately,  he  kicked  off  an  intensive 
campaign  to  woo  back  customers. 
The  pair  faced  a  tough  challenge.  In 


November,  1987,  quality  control  prob- 
lems forced  LyphoMed  to  close  three 
plants  until  the  FDA  was  satisfied  that 
they  met  federal  drug  specifications.  At 
the  same  time,  the  FDA  suspended  ap- 
provals of  additional  drugs.  Two  months 
later,  Ly]3hoMed  recalled  four  products, 
citing  potency  and  quality  problems.  The 
following  June,  another  critical  FDA  re- 
view forced  LyphoMed  to  shutter  its  Or- 
lando plant. 

The  new  managers  have  succeeded  in 
smoothing  over  the  company's  rocky  re- 


Pentamidine  sales  could  hit 
$120  million  a  year.  But 
LyphoMed  has  few  other 
promising  products  in  line 


lations  with  the  FDA.  On  May  1,  an  fda 
advisory  panel  unanimously  recommend 
ed  that  aerosol  pentamidine  be  approvec 
for  sale,  and  Commissioner  Frank  E 
Young  praised  the  quality  of  the  clinical 
trials  conducted  by  a  group  of  San  Fran: 
Cisco  physicians  for  the  company.  Th(^ 
troubled  plant  in  Melrose  Park  has  meij 
agency  standards  and  is  due  for  a  fina^ 
reinspection  within  two  months. 

The  FDA  nod  gives  LyphoMed  the 
right  to  sell  aerosol  pentamidine  on  ai| 
exclusive  basis  for  seven  years  undeii 
the  so-called  orphan  drug  program,  beat- 
ing out  Fisons  PLC,  which  is  also  racing 
to  develop  an  aerosol  version  of  tht;. 
drug.  The  total  market  for  the  pentami; 
dine,  which  is  expected  to  cost  $1,200  pei 
patient  annually,  could  reach  $120  mil' 
lion  by  the  early  1990s,  since  some  60% 
of  AIDS  patients  contract  pneumocystisj 
carinii  pneumonia  (PCP).  '■ 
'A  ONE-DRUG  COMPANY.'  The  aerosol  ver 
sion  of  the  drug,  which  can  be  used  tn 
stave  off  first  attacks  and  recurrence:! 
of  pep,  has  a  significantly  larger  potenj 
tial  market  than  the  injectable  versionj 
which  the  company  has  manufacturer 
and  marketed  under  orphan  drug  statui! 
since  1984.  But  because  LyphoMed's  ex;! 
elusive  right  to  sell  the  drug  expires  iij 
1991,  it  will  need  another  strong  seller 
Bonnie  Perkins,  a  Chicago  Corp.  analyst 
estimates  that  sales  of  aerosol  pentam 
dine  could  double  within  two  years,  t 
$85  million. 

The  company  badly  needs  that  boost 
Its  share  of  the  generic  drug  marke 
shrank  to  15%'  today  from  32%'  in  lat 
1987.  Last  year,  injectable  pentamidin 
contributed  31%  of  Ly])hoMed's  $127. 
million  in  sales.  And  the  company's  g( 
neric  drug  business,  burdened  by  razoi 
thin  margins  and  increasing  competitior 
remains  unprofitable. 

Will  LyphoMed  become  hooked  o 
pentamidine  for  its  near-term  sale 
growth?  With  the  exception  of  galliur 
nitrate,  a  treatment  for  excess  calciur 
in  the  blood,  the  company  doesn't  hav 
many  other  promising  drugs  in  its  med! 
cine  cabinet.  "I  see  LyphoMed  as  a  one 
drug  company,"  says  Leonard  S.  Yaffi 
a  Montgomery  Securities  analys 
Counters  Nei:  "Many  successful  comp;' 
nies  began  with  just  one  drug."  H 
points  out  that  LyphoMed's  research  an' 
development  budget  grew  to  13%  c' 
sales  in  1988  from  just  under  5%'  in  198'j. 

For  the  time  being,  though,  aeros<i 
pentamidine  has  gotten  LyphoMed  oii 
of  intensive  care.  "We  survived,"  saj! 
Nei.  "Six  months  ago,  people  didn't  eve 
think  that  was  possible."  Whether  tl 
company  continues  to  convalesce  r 
mains  to  be  seen. 

By  Julia  Flynn  Siler  in  Rosemord,  L 
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I.e.  JONES 


Research  shows  that  a  Western  Union  Mailgram'  will  be  opened  and  read  93%  of  the  time.  As 
effective  as  this  ad  is  (and  you  are  reading  it)  it  probably  doesn't  equal  that  response.  So,  don't 
take  chances.  To  reach  a  lot  of  people  overnight,  use  Western  Union  Mailgram. 
For  more  information  call  1-800-373-6245,  DEPT.  550. 


WESTERN 
UNION 


NIIIILGRAM 


©1989  Western  Union  Corporation.  Speed.  Impact.  Response. 
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evelopments  to  Watc 


EDiTED  3Y  NAOMI  FREUNDLICH 


THE  SMALLEST  COPIER  YET 
PRINTS  ON  JUST  ABOUT  ANYTHING 


Think  of  it  as  a  kind  of  elec- 
ti-onic  highlighter:  You  run  it 
over  the  important  lines  in  a 
book  or  magazine.  But  instead  of 
lanng  down  a  stroke  of  yellow 
color,  you  pick  up  those  nuggets 
of  wisdom,  then  transfer  them 
onto  a  sheet  of  plain  paper. 
That's  the  essence  of  Sony 
Corp.'s  new  Pocket  Copier,  due 
to  hit  stores  in  Julv  at  a  suggest- 
ed list  of  S160. 

The  little  copier  is  a  major  ad- 
vance on  other  Japanese  manu- 
facturers' handheld  units.  Not 
only  is  Sony's  version  smaller 
;•.  at  roughly  4  inches  by  2  inches  by  1  inch  and  4.6 
.ixe.v.  out  it  doesn't  use  flimsy  thermal  paper.  In  fact,  it 
.oesn't  use  any  paper  at  all — not  internally,  anyhow.  Rather,  it 
has  a  print  head  and  ink  ribbon  that  will  print  text  onto 
\iitually  any  flat  surface. 

One  end  is  the  scanning  device,  the  other  is  the  printer.  In 
between  is  a  semiconductor  memoiT  that  can  store  two  im- 
.ires — not  necessai'ily  lines  of  text — each  up  to  eight  inches 
:ong.  Despite  the  unit's  diminutive  size,  there's  even  a  tint 
conti-ol  for  adjusting  the  densit}-  of  the  printed  copy.  Just  roll 
the  scanner  across  text,  then  flip  the  copier  on  end  to  "'dump" 
the  image  onto  paper.  Sony  hopes  that  American  consumers 
will  tlip  over  the  idea. 


FRIES  THAT  COOK  IN  90  SECONDS 
—RIGHT  AT  THE  CORNER  STORE 

Watch  out.  McDonald's — Procter  &  Gamble  Co.  may  haw 
a  new  way  to  make  french  fries.  For  more  than  a 
month  now.  three  convenience  stores  in  Orlando  have  been 
testing  a  patented  oven  and  french  fr>"  package  Procter  has 
devised.  Consumers  take  a  special  cardboard-and-foil  container 
of  prefried  potatoes  out  of  a  refrigerator  case,  stick  it  in  the 
i  oven,  and  in  90  seconds  or  so,  out  comes  a  mound  of  hot 
'  french  fries. 

;     The  special  package  fits  into  a  cylindrical  opening  in  the 
I  oven,  which  blows  hot  ah*  through  vents  in  the  ends.  Procter. 
'  which  calls  the  product  Jet-Fr>"  French  Fries,  is  trving  to  find 
oui  whether  there's  a  market  for  it  in  convenience  stores. 

The  experimental  Jet-Fry  oven  was  developed  at  PiG's  Oles- 
tra  Div..  named  for  the  fat  substitute  P&G  is  hoping  to  have 
approved  by  tlie  Food  &  Drug  Administration.  One  of  the 
proposed  uses  for  olestra  is  to  replace  oil  used  in  french  fries, 
but  Procter  hastens  to  note  that  the  fries  being  sold  in  Orlan- 
do are  made  witli  conventional  frving  oils. 


A  PROMISING  AIDS  TREATMENT 
RUNS  INTO  A  ROADBLOCK 


Whtn  researchei-s  found  that  the  AIDS  \ii-us  slips  into 
wiite  blood  cells  by  attaching  to  a  receptor  called  CD4, 
they  believed  they  had  the  key  to  defeating  the  deadly  disease. 
So  several  biotech  companies  are  racing  to  develop  a  genetical- 
ly engineered  vei-sion  of  CD4  that  can  be  injected  into  patients 


to  mop  up  the  \irus  before  it  can  get  into  cells.  But  new 
evidence  indicates  that  this  therapy  m.ay  not  be  as  promising 
as  it  first  looked. 

Scientists  at  the  University  of  California  at  San  Franciscc 
have  discovered  that  CD4  is  not  the  only  way  the  AIDS  \irus 
can  infect  cells.  The  researchers,  led  by  Dr.  Jacques  Hom.-^y 
and  Dr.  Jay  A.  Le\T  of  the  UCSF  Cancer  Research  Institute 
found  that  some  antibodies  produced  by  infected  indi\iduals  n 
fight  off  the  virus  actually  seem  to  help  the  \irus  enter  whitf 
blood  cells  \ia  other  receptors.  Furthermore,  these  antibodit  ^ 
could  present  problems  for  developing  AIDS  vaccines.  If  n 
vaccine  also  stimulates  production  of  the  errant  antibodies, 
vaccinated  people  would  be  at  a  heightened  risk  of  infection. 
Preventing  those  antibodies  from  appearing  will  be  the  next 
step  for  the  UCSF  group. 


'NURSE,  HAVE  YOU  MICROWAVED 
THE  SCALPEL  YET?' 


Sterilizing  medical  and  dental  equipment  takes  anj^vher- 
from  15  minutes  to  several  hours  in  traditional  steam  ar 
chemical  baths,  and  repeated  cleanings  can  damage  tools.  B 
with  the  hoopla  over  reducing  solid  waste,  disposables  ar- 
becoming  less  desii-able.  Now,  Waldemar  de  Rijk,  a  researc  r 
scientist  at  the  National  Institute  of  Standards  &  Technolog\ 
has  found  that  microwave  ovens  can  do  the  job  far  faster. 

In  the  new  technique,  de  Rijk  puts  tools  inside  a  glas> 
chamber  and  pumps  out  some  of  the  air.  Then  he  places  tht 
chamber  inside  a  standai-d  microwave  oven.  The  microwa .  ■ 
energ^•  strips  electrons  from  atoms  in  the  remaining  air,  ere;, 
ing  a  gas  plasma.  De  Rijk  isn't  sure  yet  whether  the  plas;: 
kills  microorganisms  with  ultra\iolet  light,  heat,  or  ion  bo: 
bardment,  but  no  matter:  Anything  inside  the  chamber 
killed  within  30  seconds.  If  the  method  works  for  all  micrO' 
ganisms,  says  de  Rijk,  a  new  steiilizer  could  be  on  the  mark 
within  two  vears. 


THESE  X-RAYS  SPOT  SHODDY 
AUTO  PARTS— AND  BUM  BONES 


An  X-ray  imaging  process  de- 
veloped by  Ford  Motor  Co. 
to  detect  flawed  auto  parts  is 
now  being  used  by  Univei-sit}-  of 
Michigan  researchers  to  study 
how  bones  change  in  response  to 
age,  stress,  and  disease.  The  pro- 
cess, called  microcomputed  to- 
mography (micro-CT),  allows  re- 
seai-chers  to  build  up  3-D  images 
of  bone  that  are  200  times  more 
detailed  than  those  pro\ided  by  a 
regular  CT  scan. 

Steven  Goldstein,  a  bioengi- 
neer  and  director  of  research  at 
UM"s  department  of  orthopedics,  says  his  group  will  first  ust 
micro-CT  to  study  how  aging  and  physical  stress  affect  t: 
porous,  spongy  section  of  bone  that  acts  as  a  shock  absorb- 
for  joints.  This  is  the  fii-st  t\-pe  of  bone  affected  by  osteopor 
sis.  the  degenerative  bone  disease  that  mainly  affects  po.-' 
menopausal  women.  Goldstein  says  that  in  the  future,  micr- 
CT  will  also  be  used  to  investigate  the  biochemical  change 
that  occur  when  bones  are  plagued  with  arthritis  or  oth.r 
diseases.  The  imaging  technique  could  also  be  used  to  stu^: 
fracture  repair  and  bone  replacement — including  impro\ir-- 
the  fit  between  bones  and  artificial  joints. 
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WHAT  EXACTLY 

CAN  THE 
WORLD'S  MOST 
POWERFUL 

AND 
EXPANDABLE 
PC  DO? 


INTRODUCING 
THE  COMPAQ 
DESKPRO  386/33 


Now  it's  possible  to  do  just  about  anything  you  can 
think  of,  faster  than  you  can  think. 

Introducing  the  COMPAQ  DESKPRO  386/33 
Personal  Computer.  Never  before  has  so  much 
performance,  expand- 
ability and  storage 
been  put  into  one 
desktop  PC.  And 
never  before  has  one 
PC  been  capable  of 
so  much. 

Inside  its  new 
system  unit,  you'll 
find  that  our  engineers 

have  redesigned  just  about  every  component  to 
deliver  a  minicomputer  level  of  power  with 
unmatched  PC  flexibility 

So  you  can  use  it  as  a  stand-alone 
PC,  putting  its  power  to 
work  on  the  most 
demanding  CAD/CAE, 
financial  analysis, 
'database 
management 
and  other 
personal 
productivity 
applications. 

Or  you 
can  spread 
the  power  around,  using  the  COMPAQ 
DESKPRO  386/33  as  the  driving  force 
for  a  network  or  multiuser  system. 

At  the  heart  of  the  system  is  the 
Intel  386™  microprocessor.  Running  at 
a  blazing  33  MHz,  it  works  in  concert 
with  a  series  of  technological  advance- 
ments. Like  a  33-MHz  cache  memory 
controller  with  64K  of  high-speed 
static  RAM.  Interleaved  memory  archi- 
tecture. And  the  exclusive  COMPAQ 
Flexible  Advanced  Systems  Architecture. 

This  high-performance  combination  ^^^^^^^^^^^^ 
delivers  a  35%  performance  improvement  in         It  simply  works  better ; 


CPU-intensive  applications  over  25-MHz  386 
cache-based  PC's. 

Or  said  another  way  nothing  will  slow  you 
down.  No  matter  what  you  want  to  do. 

You  can  expand 
the  2  MB  of  standard 
RAM  up  to  16  MB 
using  the  high-speed 
32-bit  slot.  That  leaves 
up  to  six  industry- 
standard  slots  free 
to  customize  the 
system  to  the 
demands  of 


the  application  you're  using. 

If  your  job  is  particularly 
demanding,  you  can  use  up  to 
five  high-performance  inter- 
nal storage  devices  to  hold  up 
to  1.3  gigabytes  of  data.  And 
if  that's  not  enough,  bring 
total  system 
storage  to  2.6 


A  total  of  ' 
eight  expansion  slots 
let  you  customize  the  system 
to  your  needs  by  expanding 
memory  and  choosing  from 
thousands  of  industry- 
standard  expansion  boards. 


ir  g:  r  i-  In  Hi:  |i 


High-speed  VGA  graphics 
are  built  in.  And  for  greater 
graphics  capabilities,  add  the 
optional  COMPAQ  Advanced 
Graphics  1024  Board. 


Built-in 
interfaces 

make  it  easy  to  connect  pointing 
gigabytes  with  devices,  printers,  plotters  or 
°  ^       _  other  peripherals  without  using 

the  optional  an  expansion  slot. 

COMPAQ  Fixed  Disk  Expansion  Unit. 

There's  more.  You  can  run  MS-DOS* 
MS"  OS/2,  Microsoft"  Windows/386 
and  the  XENIX"  and  UNIX"  operating 
systems.  Access  memory  over  640K 
under  DOS  with  the  COMPAQ 
Expanded  Memory  Manager  that  sup- 
ports Lotus/Intel' /Microsoft  (LIM)  4.0. 
And  speed  through  calculations  with 
33-MHz  Intel  387'  and  Weitek  3167 
coprocessor  options. 

All  the  new  advancements  engi- 
neered into  the  COMPAQ  DESKPRO 
386/33  deliver  an  unmatched  level  of 
power,  expandability  and  storage. 
To  do  anything  you  want. 

co/nPAU 


IN  386  PERSONAL  COMPUTING, 
YOU'RE  LOOKING  AT 
THE  MOST  WANTED  LIST 


In  1986,  Compaq  introduced  the  world  to  personal 
computers  based  on  the  386  microprocessor. 

Since  then,  we've  made  it  possible  for  every 
level  of  user  to  work  with  this  powerful  technol- 
ogy. In  fact,  more  people  work  with  COMPAQ 
386-based  PC's  than  any  other  386's  worldwide. 

Today  Compaq  offers  the  broadest  line  of 
these  high-performance  personal  computers. 
Each  delivers  significant  technological  advance- 
ments developed  by  Compaq  engineers.  Each 
delivers  optimum  performance  for  the  needs  of 
different  users.  And  each  is  built  to  the  highest 
standards  for  compatibility  and  reliability. 

For  power-hungry  users  who  want  386 
performance  to  go,  the  COMPAQ  PORTABLE  386 
Personal  Computer  does  things  normally  reserved 
for  a  desktop  386  PC.  Without  compromise. 

For  people  considering  286  desktops,  the 
COMPAQ  DESKPRO  386s  Personal  Computer  is 
an  affordable  way  to  move  up  to  386  performance. 
And  if  you  have  a  286  that  you've  outgrown,  the 
COMPAQ  DESKPRO  386/20e  Personal  Computer 


is  an  easy  step  up  to  the  power  and  capabilities  of  a 
20-MHz  386  machine. 

For  the  increasing  needs  of  today's  386  users, 
the  COMPAQ  DESKPRO  386/25  Personal  Com- 
puter offers  advanced  performance.  And  for  those 
who  desire  the  most  power  and  expandability 
available  in  a  desktop  PC,  the  COMPAQ 
DESKPRO  386/33  stands  alone. 

For  a  free  brochure  on  COMPAQ  386-based 
personal  computers  and  the  location  of  your 
nearest  Authorized  COMPAQ  Computer  Dealer, 
call  1-800-231-0900,  Operator  93.  In  Canada, 
1-800-263-5868,  Operator  93. 

COMPAQ:  COMPAQ  DESKPRO  386s;  COMPAQ  PORTABLE  386-, 
It  simply  works  better,'  Registered  U.S.  Patent  and  TVademark  Office. 
Intel;  Intel  386  and  Intel  387  are  trademarks  of  Intel  Corporation. 
Microsoft;  MS;  XENIX'  and  MS-DOS'  are  trademarks  of  Microsoft 
Corporation.  MS'  Windows/386  and  MS'  OS/2  are  products  of 
Microsoft  Corporation.  UNIX'  is  a  registered  trademark  of  AT&T.' 
'Registered  U.S.  Patent  and  Trademark  Office.  Product  names 
mentioned  herein  may  be  trademarks  and/or  registered  trademarks 
of  other  companies.  COMPAQ  DESKPRO  386/25  graphics  <£il988 
Accent  Software,  Inc.  (91989  Compaq  Computer  Corporation.  All 
rights  reserved.  Printed  in  the  U.S.A. 
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ELLEHER  KNOWS  MANY  OF  THE  CARRIER'S  7,000  EMPLOYEES  BY  NAME 


SOUTHWEST  AIRLINES:  FLYING 
HIGH  WITH  'UNCLE  HERB' 


'EO  Herb  Kelleher's  zaniness  belies  his  impressive  success 


Rushing  to  catch  a  flight  at  Dallas' 
Love  Field  one  day  last  year,  Her- 
bert D.  Kelleher  stopped  his  car 
1  a  loading  zone  to  chat  with  a  friend, 
iter  several  minutes  of  animated  con- 
ersation,  the  chairman  and  chief  execu- 
ve  of  Southwest  Airlines  Co.  hurried 
ff  to  catch  his  plane.  But  when  he  ar- 
ved  in  Houston  an  hour  later,  a  South- 
'Bst  employee  asked  him  if  he  knew 
here  his  car  was.  "In  the  parking  lot?" 
kelleher  asked.  Wrong.  He  had  left  it 
lling  at  curbside  in  Dallas. 
Kelleher,  who  tells  this  story  on  him- 
jlf,  is  the  first  to  admit  he's  a  little 
latterbrained  at  times.  But  then,  it's  an 
nage  he  may  be  wise  to  cultivate, 
otes  San  Antonio  lawyer  Stanley  Ro- 
jnberg,  a  friend:  "People  often  think 
e's  crazy  and  make  the  mistake  of  un- 
erestimating  him."  That  can  be  a  costly 
Tor.  Since  1981,  Kelleher,  57,  has  built 
outhwest  into  the  nation's  ninth-largest 
irline.  Last  year,  the  Dallas-based  re- 


gional carrier  posted  revenues  of 
million  and  profits  of  $58  million,  a  188% 
increase  over  1987.  Passenger  traffic 
grew  167°  in  1988,  vs.  an  industry  aver- 
age of  4%,  and  over  the  past  year. 
Southwest  stock  climbed  34%,  to  251/2. 

Now,  Kelleher  is  launching  his  most 
aggressive  expansion — a  push  that  will 
greatly  affect  South- 
west's  rivals.  His  plan: 
increase  the  frequency 
of  flights  on  old  routes 
in  Texas  and  open  new 
routes  in  California  and 
the  Midwest.  The  new 
routes  put  him  up 
against  American  Air- 
lines, USAir,  America 
West,  and  Midway.  He 
aims  to  reach  $1  billion 
in  revenues  this  year 


and  $2  billion  by  1995. 
To  pull  it  off,  he  plans 
to  double  his  fleet,  to 
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170,  by  the  late  1990s.  He's  also  negoti- 
ating to  buy  into  American  Airlines 
Inc.'s  massive  computerized  reservation 
system.  Vows  Kelleher:  "No  one's  going 
to  beat  us  in  the  cities  we  serve." 

That  may  be  overstating  it,  but  he  will 
surely  make  life  difficult  for  his  rivals. 
At  5.7$  per  passenger-mile,  Southwest's 
operating  costs  are  the  industry's  low- 
est, half  a  cent  below  its  nearest  compet- 
itor, Braniff  Inc.  Kelleher  accomplishes 
this  by  offering  no  frills  on  board  and  by 
turning  each  plane  around  15  minutes 
after  arrival,  vs.  45  minutes  for  the  in- 
dustry average.  Kelleher  wields  his  cost 
advantage  like  a  weapon.  In  April,  he 
started  a  price  war  in  California  with  a 
$19  flight  from  Oakland  to  the  Los  An- 
geles suburb  of  Ontario.  At  the  time, 
competitors  were  charging  $148  for 
L.  A.-San  Francisco  flights.  Analysts  like 
the  customer  response  so  far.  Says  He- 
lane  Becker  of  Shearson  Lehman  Hutton 
Inc.:  "California  has  been  a  very  good 
story  for  them." 

KILLER  WHALE.  There  are  few  things 
Kelleher  loves  better  than  a  good  story. 
Sitting  in  his  cluttered  office,  which  fea- 
tures a  dozen  ceramic  wild  turkeys  as  a 
tribute  to  his  favorite  brand  of  whiskey, 
he  regales  listeners  with  tales  and  self- 
effacing  humor — all  while  puffing  five 
packs  of  cigarettes  a  day.  Many  of  his 
stories  concern  practical  jokes.  Last 
year,  for  the  opening  of  Sea  World  in 
San  Antonio,  Kelleher  painted  one  of  his 
737s  to  look  like  a  killer  whale.  Cross- 
town  rival  Robert  L.  Crandall,  CEO  of 
American  Airlines,  called  to  congratulate 
him  on  the  marketing  ploy  and  asked 
where  Kelleher  planned  to  dump  the 
waste.  The  next  Monday,  Kelleher  had  a 
messenger  interrupt  Crandall's  staff 
meeting  with  his  response:  a  giant  tub 
of  chocolate  mousse  and  a  spoon. 

Kelleher's  zaniness  permeates  the  air- 
line. On  a  flight  to  Austin  last  winter, 
flight  attendants  were  dressed  as  rein- 
deer and  elves,  and  the  pilot  sang  Christ- 
mas carols  over  the  loudspeaker  while 
gently  rocking  the  plane.  New  employ- 
ees watch  Southwest 
Shu  ffle,  a  rap-music  vid- 
eo that  describes  vari- 
ous jobs  of  each  de- 
partment. Kelleher  is 
"a  real  maniac,"  says 
Thomas  J.  Volz,  vice- 
president  of  marketing 
p  at  Braniff  Inc.  "But 
who  can  argue  with 
his  success?" 

Nothing  in  Kelleher's 
background  points  to 
airlines.  The  son  of  a 
Campbell  Soup  Co.  man- 
ager,  he   grew   up  in 
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Direction. 
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These  days,  it's  easy  for  investors  to  feel  lost.  Investment 
counselors  are  helping  them  find  their  way  with  mutual  funds  and 
unit  trusts  sponsored  by  Van  Kampen  Merritt— over  $20  billion 
worth.  Van  Kampen  Merritt  is  a  Xerox  Financial  Services  Company 
offering  a  wide  range  of  investment  banking  capabilities. 

Ask  your  investment  representative  for  more  complete  information, 
including  all  charges  and  expenses.  Read  it  carefully  before  you 
invest  or  send  money.  Or  call  1-800-DlAL-VKM  ext.  1001 . 
In  Georgia,  1-800-633-2252  ext.lOOl. 

Mutual  Funds,  Unit  Trusts,  Asset  Management, 
Precious  Metals,  Xerox  Life  Products,  Capital  Markets, 
Public  and  Health  Care  Finance. 


Van  Kampen  Merritt 

A  XEROX  Financial  Services  Company 

Investing  with  a  sense  of  direction^ 


® 


Haddon  Heights,  N.  J.,  and  graduated 
"rom  Wesleyan  University  in  Connecti- 
;ut  and  New  York  University  law 
school.  He  moved  to  San  Antonio  in  1961 
vhen  iiis  father-in-law  helped  him  set  up 
I  law  firm  there.  In  1966,  he  and  a  group 
)f  investors  put  up  $560,000  to  found 
southwest.  His  stake  was  $20,000.  Dur- 
ng  the  airline's  early  years,  he  acted 
mly  as  general  counsel  and  a  director. 
But  in  1978,  he  was  named  chairman, 
md  in  1981,  he  took  over  the  CEO's  job. 
EMBARRASSED?  He  immediately  became 
he  airline's  most  visible  property.  He 
[nows  many  of  his  7,000  employees  by 
lame,  and  they  call  him  "Uncle  Herb"  or 
'Herbie."  He  also  stars  in  most  of  its  TV 
;ommercials.  Responding  to  America 
Vest  ads  charging  that  Southwest  pas- 
■engers  should  be  embarrassed  to  fly  a 
lo-frills  airline,  he  appeared  in  a  TV  spot 
vith  a  bag  over  his  head.  He  offered  the 
lag  to  anyone  ashamed  to  fly  South- 
vest,  suggesting  it  could  be  used  to  hold 
all  the  money  you'll  save  flying  us." 
Some  critics  claim  Kelleher  may  one 
lay  trip  himself  up.  "He  holds  power 
'ery  tightly,"  says  one  former  senior  ex- 


Some  critics  claim  Kelleher 
may  one  day  trip  himself  up. 
He  holds  power  very  tightly,' 
says  a  former  executive 


cutive.  "Only  Kelleher  makes  major  de- 
isions."  His  tenure  has  included  a  few 
listakes:  In  1986  he  bought  failing  long- 
aul  carrier  Muse  Air  Corp.  for  $68  mil- 
on.  Once  he  took  it  over.  Continental 
tirlines  Inc.  blitzed  him  with  cheaper 
lights  spaced  15  minutes  before  and  af- 
3r  Muse's.  By  1987,  Muse  was  draining 
2  million  a  month  from  Southwest,  and 
^elleher  shut  down  the  operation. 

Now  that  he's  in  an  expansion  mode 
gain,  Kelleher  is  taking  a  more  conser- 
ative  approach.  Although  he  has 
ought  19  new  aircraft  in  the  past  18 
lonths,  he  has  avoided  debt  by  tapping 

cash  pool  that  currently  stands  at  $200 
lillion.  His  new  route  structures  are 
autious,  too.  Rather  than  going  head-to- 
ead  with  American  Airlines  in  Los  An- 
gles, for  instance,  he  routed  Southwest 
ito  nearby  Ontario.  But  don't  get  the 
lea  that  Kelleher  has  become  tame, 
k^hile  he  was  recovering  from  surgery 
n  a  facial  nerve  in  April,  employees 
ent  huge  "get  well"  placards  to  the  hos- 
ital.  His  three  favorites:  the  ones  that 
ame  with  intravenous  systems  featur- 
ig  Wild  Turkey. 

By  Kevin  Kelly  in  Dallas 


IfOurHotelsMakeBusinessTravel 
Feel  like  AVacation,ImagmeWhat  Our 
ResortsMakeAVacationFeellike. 

whether  busmess  takes  you  to  one  of  our  hotels,  or  pleasure  to  one  Jj. 
of  our  resorts,  at  Four  Seasons  you'll  always  enjoy  the  same  meticulous  ^m. 
serviceand  uncompromising  attention  to  yourpersonal  comfort.  pQUfSpgSQpis 

Makmg  us  a  perfect  escape  from  the  rigors  of  a  pressure-  int  grand Horm  and 
filled  wodd.  Should  that  escape  last  weeks,  or  merely  overnight.  ResortsOFOURTIME. 
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I9S8  FourSca: 


BusmessAMedc  Travel  Facts 


DID  YOU  KNOW?  Business  Week's  next  Steve  Birnbaum 
edited  Frequent  Traveler  Section  is  scheduled  for  the 
October  30,  1989  issue.  Closing  is  September  18.  For 
more  information  call  your  Business  Week  Representative 
or  John  Holden  at  (212)  512-6394. 
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"When  I  said  vodka 
A  I  meant  Denaka." 


i 


a  world  of  absolutes,  Denaka  excels 

l^^mmiP^^  Denaka"  Vodka  40%  and  50  5%  Ale  byVol  (80  and  101  Proof)  Imporled  by  Denaka  ImportComponv.  Lake  Success,  NV  c  1989 
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Economics 


EGIONSI 


SURVIVING  THE  SIOWDOWN: 
DIVERSITY  IS  KEY 


rhe  Southwest  and  South  Atlantic  areas  will  fare  the  best 


When  states  depend  on  one  or 
two  industries,  it's  like  play- 
ing Russian  roulette.  True, 
he  gamble  can  pay  off  handsomely,  as 
t  did  for  oil-rich  Texas  during  the  1970s. 
3ut  an  area  can  get  its  economic  brains 
)lown  out  when  a  major  industry  goes 
nto  a  severe  slump.  Auto-producing 
ilichigan  found  that  out  in  the  early 
.980s,  as  did  Colorado  and  Wyoming 


its  diversity,  "it  will  still  grow  faster 
than  the  rest  of  the  U.  S.,"  forecasts 
Phillip  Vincent,  an  economist  at  First  In- 
terstate Bancorp  in  Los  Angeles.  Farm 
exports  and  commercial  aircraft  produc- 
tion will  be  two  bright  spots. 

The  other  states  in  the  Southwest 
should  also  grow  at  a  healthy  clip.  Em- 
ployment for  this  entire  region  should 
increase  about  1.3%  next  year,  al- 


Tobacco  and  textiles  remain  important 
industries  in  the  South,  but  other  manu- 
facturers, such  as  heavy  machinery  and 
transportation  equipment  producers, 
have  also  set  up  shop  here,  boosting  the 
region's  share  of  exports. 

Unlike  the  last  recession,  when 
states  such  as  New  York  and  Massa- 
chusetts lost  few  jobs,  this  time  the  big 
losers  will  include  the  Northeast: 
■  New  England.  "New  England's  glory 
days  appear  to  be  over,"  says  Donald  W. 
Walls,  chief  regional  economist  at  DRi/ 
McGraw-Hill.  Cuts  in  military  spending 
will  hurt  the  defense  contractors  based 
here,  especially  in  Massachusetts  and 
Connecticut.  Weaker  consumer  demand 
will  lead  to  output  reductions  at  the  re- 
gion's leather  and  jewelry  manufactur- 
ers. Plus,  higher  energy  costs  and  a 
slower  pace  of  both  home  and  office  con- 


WHERE  THE  SOrT  lANDiNG  MAY  BE  BUMPY 
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'hen  the  energy  bubble  burst  around 
le  same  time. 

Diversification  makes  better  business 
3nse,  especially  when  times  get  rough, 
nd  with  the  mounting  consensus  of 
)recasters  expecting  a  period  of  very 
ow  growth  well  into  1990,  the  regions 
ith  more  diverse  economies  should  fare 
le  best.  The  two  big  winners — those 
lat  will  surpass  the  U.  S.  average  in 
'bs  and  income  growth — are  the  Pacific 
iuthwest  and  the  South  Atlantic  states, 
he  big  losers:  the  Middle  Atlantic  re- 
ion  and  New  England,  where  one  or 
vo  industries  have  fueled  local  econo- 
ies  through  much  of  the  1980s. 
Here's  a  rundown  on  the  winning 
reas: 

Pacific  Southwest  California's  econo- 
y  will  slow  next  year,  but  because  of 


most  twice  the  national  average  (chart). 

Even  Colorado  will  do  well  in  1990. 
Denver  has  finally  recovered  from  ex- 
cess capacity  in  everything  from  office 
buildings  to  legal  services  and  should 
add  jobs  this  year  and  next,  projects 
Lucy  Black  Creighton,  regional  econo- 
mist at  First  Interstate  Bank  of  Denver. 
Tourism  will  help  some  states  weather 
cutbacks  in  mining. 

■  South  Atlantic.  The  growth  of  service 
industries,  including  medical  care  and 
computer  services,  have  made  this  re- 
gion more  diversified  and  less  prone  to  a 
downturn,  says  Gene  D.  Sullivan,  econo- 
mist at  the  Federal  Reserve  Bank  of 
Atlanta.  "Regionwide,  employment  has 
been  growing  at  VAfo  to  11/2%  a  year," 
he  says,  "and  we're  not  anticipating  any 
sharp  slowdown  in  this  growth." 


struction  will  hold  down  overall  growth. 
■  Middle  Atlantic.  Ever  since  the  1987 
stock  market  crash,  this  region's  impor- 
tant finance  industry  has  been  in  a 
slump,  with  losses  of  more  than  40,000 
jobs.  Samuel  M.  Ehrenhalt,  the  U.  S.  La- 
bor Dept.'s  regional  commissioner, 
thinks  cutbacks  will  continue.  Moreover, 
factory  jobs  are  leaving  the  New  York 
City  area  at  an  "alarming  rate,"  says 
Ehrenhalt.  And  the  other  major  indus- 
tries— business  services  and  communica- 
tions— are  also  stagnating. 

Economists  at  First  Fidelity  Bancorp 
in  Philadelphia  say  that  "rapidly  rising 
wages  and  relatively  slow  productivity 
growth"  have  hampered  factory  output 
in  Eastern  Pennsylvania  and  New  Jer- 
sey. This  slowdown  will  continue  into 
1990,  while  high  interest  rates  and  slow- 
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er  income  growth  should  depress  retail 
sales  and  demand  for  services. 

■  Farm  Belt.  Farm  incomes  are  recover- 
ing from  the  beating  they  took  during 
last  year's  drought.  Increased  govern- 
ment subsidies  should  lift  farm  income 
this  year  by  10%,  according  to  DRi.  But 
subsidies  are  expected  to  decline  next 
year,  and  incomes  should  plunge,  possi- 
bly by  as  much  as  17%.  A  bad  year  for 
the  agricultural  sector  will  cut  into  de- 
mand for  this  region's  big  manufactured 
products,  especially  farm  machinery. 

Growth  in  the  other  regions  will 
closely  follow  the  national  average. 
But  in  each  area,  vastly  different  eco- 
nomic forces  will  be  in  play: 

■  Oil  Patch.  This  region  may  outperform 
the  nation  as  a  whole  next  year,  but 
that's  because  its  economy  is  crawling 
out  of  a  recession  caused  by  the  collapse 
in  energy  prices.  Right  now,  rising  de- 
mand for  petrochemicals  both  domesti- 
cally and  abroad  has  helped  the  region's 
chemical  industry.  However,  the  trou- 
bles of  the  savings  and  loan  industry, 
along  with  an  excess  of  commercial  real 
estate,  could  affect  the  area's  financial 
system  and  put  a  damper  on  growth. 

■  Pacific  Northwest.  Housing's  contin- 
ued decline  will  hurt  lumber  companies 
here.  But  Seattle's  booming  aircraft  in- 
dustry and  the  increases  in  services  and 
trade,  especially  with  Pacific  Rim  coun- 
tries, mean  this  region  will  grow  slightly 
faster  than  the  rest  of  the  nation. 

■  East  South  Central.  Several  factors 
will  work  against  this  area  as  the  U.  S. 
economy  slows.  First,  much  of  the  man- 
ufacturing is  based  in  consumer  goods, 
and  demand  is  already  weak.  Second,  the 
region  has  the  nation's  lowest  per  capita 
income  and  population  growth.  That 
means  less  local  consumer  demand  for 
services  and  home  construction.  More- 
over, cutbacks  in  defense  spending  will 
hurt  Alabama  and  Mississippi. 

■  Midwest.  The  Midwest  may  be  the  big 
surprise  in  the  coming  downturn. 
"What's  in  our  favor  are  our  two  strong 
sectors,  foreign  trade  and  capital  invest- 
ment," argues  Robert  Schnorbus  at  the 
Chicago  Federal  Reserve  Bank.  "A  mild 
recession  may  not  have  that  serious  an 
effect  on  the  Midwest."  The  auto  indus- 
try, the  region's  major  consumer-related 
manufacturer,  may  not  fare  as  well. 

The  U.  S.  expansion  is  well  into  its 
seventh  year.  The  severity  of  the  next 
downturn  is  still  an  open  question.  Con- 
sumer spending,  export  growth,  and 
monetary  policy  will  all  determine 
whether  the  economy  just  slows  or  falls 
into  recession.  But  even  if  the  national 
economy  executes  a  soft  landing,  the 
wide  divergence  in  regional  economies 
means  that  some  states  face  bumpy 
times  ahead. 

By  Kathleen  Madigan  in  New  York 
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HOW  TO  BUILD  A  $30  BILLION 
EMPIRE  IN  FIVE  YEARS 


Italy's  Raul  Gardini  is  a  shrewd  risk-taker — and  very  lucky 


r 


laul  Gardini,  56,  already  has  the 
schedule  of  a  genteel  elder  states- 
iman  of  European  business.  In 
early  June,  the  Italian  billionaire  had  a 
working  lunch  to  discuss  world  trade 
with  U.  S.  Commerce  Secretary  Robert 
A.  Mosbacher  at  Ca'  Dario,  Gardini's  Re- 
naissance palace  on  Venice's  Grand  Ca- 
nal. Then  he  flew  to  Moscow  in  his  Fal- 
con 900  jet,  one  of  five,  to  look  over  a 
project  to  develop  agribusiness  on 
500,000  hectares  in  the 
Ukraine. 

Back  in  Italy,  a  tri- 
umph awaited  Gardini: 
Enimont,  the  contro- 
versial $11  billion  joint 
venture  merging  Gar- 
dini's bulk  chemical 
businesses  with  those 
owned  by  the  Italian 
government,  was  for- 
mally created  on  June 
15  after  months  of 
tough  negotiations.  In 
one  fell  swoop  he  be- 
came head  of  one  of 
the  world's  top  10 
chemical  groups. 

But  there  is  also  the 
driven,  hard-edged 
Gardini.  Friends  tell 
the  story  of  Gardini 
summoning  a  minority 
shareholder  in  a  company  Gardini  want- 
ed to  control.  When  the  shareholder  ar- 
rived in  Gardini's  sumptuous  Palazzo 
Belgioioso  in  Milan,  a  friend  says,  "Gar- 
dini looked  at  his  watch  and  gave  the 
guy  22  minutes  to  accept  his  offer  of 
around  $200  million.  Not  10  minutes,  not 
2  days,  but  exactly  22  minutes."  The 
fellow  accepted.  Not  for  nothing  is  Gar- 
dini, an  avid  sailor,  depicted  in  Italian 
cartoons  with  a  pirate's  black  eye  patch. 

In  less  than  five  years,  Gardini  has 
amassed  a  $30  billion  agricultural  and 
chemical  group  through  a  combination 
of  luck,  risk-taking,  and,  say  critics, 
sheer  ambition.  Once  dismissed  by  the 
Italian  business  elite  as  a  provincial 
grain  trader,  Gardini  is  fast  becoming 
one  of  Europe's  most  powerful  industri- 
alists, dominating  the  Continent's  output 
of  agricultural  products  like  sugar, 


GARDINI  AT  HIS  PALAZZO  IN  VENICE 


starches,  and  soybeans  and  wielding 
enormous  clout  in  chemicals.  Says  Gar- 
dini: "Europe  has  to  play  the  world 
game,  and  we've  got  to  be  aggressive.' 

But  can  Gardini  stay  on  top?  Chal 
lenge  No.  1  is  to  turn  his  collection  ol 
big  companies  into  a  group  of  enduring 
global  competitors.  In  the  midst  of  suc- 
cess, some  aides  worry  about  Gardini's 
ability  to  order  the  huge  empire  he  has 
built  so  rapidly.  Gardini's  grain-trading 
and  food-processing 
units  are  battling 
deep-pocketed  rivals 
such  as  Archer  Dan- 
iels Midland  Co.  in  the 
U.  S.  and  Unilever  ir 
Europe,  while  his 
chemical  companie 
face  giants  like 
Hoechst  and  ICI. 

To  meet  them  heac 
on,  Gardini  has  to  fine 
professional  managers 
to  look  after  his  core 
businesses.  Until  now, 
Gardini  has  largelj 
put  dealmaking  asso 
ciates  in  key  positions 
"He's  running  an  em- 
pire worth  more  tharl 
$25  billion,"  says  ; 
confidant  in  Milan 
"He  has  to  buckle, 
down."  Gardini's  companies  across  Eu 
rope  and  in  the  U.  S.  are  profitable  most 
ly  because  of  the  low  dollar  and  cheaj 
oil  stocks  for  his  chemical  units.  "He'? 
been  unbelievably  lucky,"  says  a  close; 
Gardini  aide.  "That  could  make  hin 
oblivious  to  some  of  the  challenges." 
TAX  BREAK.  He  has  surprised  his  critic> 
before,  though.  Less  than  two"  year; 
ago,  Italian  pundits  were  predicting  tha 
the  worldwide  stock  market  collapse 
would  knock  Gardini  to  the  ground.  Ai 
acquisition  spree  left  him  mired  in  debt 
But  Gardini's  bold  efforts  to  restructun' 
his  holdings  paid  off.  Asset  sales  and  ; 
rights  offering  raised  $1  billion,  and  hi; 
political  clout  in  Rome  won  him  a  $70(' 
million  tax  break  last  May  for  Enimont 
When  Gardini  became  chairman  of  th( 
Ferruzzi  family  holdings  in  1979,  afte^ 
marrying  a  Ferruzzi  daughter,  the  work 


58  BUSINESS  WEEK/JULY  3,  1989 


THE  CORPORATK 


as  changing  rapidly.  Traditionally  an 
iporter  of  grains,  Europe  was  then 
arting  to  rack  up  surpluses  in  food- 
;uffs  as  a  result  of  price  supports  from 
16  European  Community's  Common 
gricultural  Policy.  Gardini  saw  a  big 
msolidation  in  European  food  produc- 
an  coming.  Although  trading  would  al- 
ays  be  important — even  today  Ferruzzi 
mtrols  20%  of  the  EC's  grain  exports — 
;  pushed  ahead  in  food  processing, 
irst  he  jumped  into  sugar,  then  soy- 
jans  and  glucose,  establishing  Ferruzzi 
;  Europe's  biggest  agribusiness  group 
id  a  prime  corporate  beneficiary  of  the 
z's  multibillion  agricultural  budget. 
Then,  in  1985,  Gardini  began  buying 
lares  in  his  biggest  strategic  prize: 
ontedison,  the  bluest  blue-chip  compa- 
f  in  Milan.  He  saw  the  untapped  poten- 
il  of  the  giant's  businesses.  Under  the 
lairmanship  of  Roman  business  genius 
ario  Schimberni,  the  sprawling  chemi- 
il,  pharmaceutical,  and  financial  ser- 
ces  conglomerate  became  Italy's  only 
g  U.  S.-style  public  company.  Unlike 
le  traditional  owner- 
anagers  of  Italian  big 
isiness  such  as  the 
ffnellis  or  Carlo  De 
snedetti,  professional 
anagers,  reporting  to 
ore  than  100,000 
;areholders,  called  the 

ots  at  Montedison. 
RIPOFIF?  By  the  end  of 
'87,  Gardini  held  a 

mmanding  share  in 
ontedison.  But  along 

th  control,  he  inherit- 
$5.5  billion  in  debt, 
le  cost  of  Ferruzzi's 
:ribusiness  buys  in- 
cased Gardini's  total 

bt  load  to  almost  $9 

lion.  When  the  Octo- 

r,  1987,  crash  cut  off 

3sh  capital  from  the 

)ck  market,  Gardini 

feed  out  Schimberni 

d  took  over  the  chair- 

mship  of  Montedison. 

Gardini's  scheme  to 

shuffle  Montedison's 

5ets  saved  him.  The 

!a  was  to  shift  Monte- 

ion's  valuable  finan- 

il  service  company, 

;ta  Iniziativa,  to  his 

wly  created  holding 

Tipany,  Ferruzzi  Fin- 

ziaria,  to  help  pay 

wn  Montedison  debt. 

t  some  Montedison 

areholders  charged 
;  it  the  offer  to  swap 
:  ires  for  those  in  a 
i  npany  with  no  track 
;  '.ord  was  a  ripoff . 

!  rdini  was  able  to  ram 


the  deal  through — slashing  debt  by  $700 
million — but  not  without  getting  brand- 
ed as  a  ruffian  who  trampled  over  small 
shareholders. 

His  messiest  run-in  with  investors, 
though,  was  on  Wall  Street  last  Febru- 
ary. Arbitrageurs  fumed  when  Gardini 
offered  to  buy  shares  in  Ausimont,  a 
$475  million  specialty  chemicals  company 
listed  on  the  New  York  Stock  Exchange, 
at  a  lower  price  than  his  bankers  Mor- 
gan Stanley  &  Co.  had  earlier  assessed. 
Gardini  claims  that  big-time  U.  S.  arbi- 
trageurs were  trying  to  milk  him.  Mor- 
gan Stanley  says  it  played  a  standard 
advisory  role  in  the  transactions. 

Whatever  the  case,  the  episode  was 
another  reminder  that  Gardini  some- 
times ignores  market  niceties  to  get 
what  he  wants.  Even  he  admits  to  "nev- 
er listening  to  lawyers."  Says  a  close 
adviser:  "The  fact  is  he  doesn't  pay  too 
much  attention  to  the  rules,  and  he  could 
have  been  savvier.  But  he  gets  things 
done."  Indeed,  in  spite  of  all  the  wailing, 
shares  in  Ferruzzi  Group  companies 
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have  been  among  the  stellar  performers 
on  the  Milan  Stock  Exchange. 

A  big  test  for  Gardini  could  come  with 
the  Enimont  joint  venture:  Can  he  be  a 
manager,  not  just  a  dealmaker?  Shifting 
Montedison's  bulk  chemical  assets  to  En- 
imont will  allow  Gardini  to  reduce  Mon- 
tedison's debt  by  $2.6  billion  more.  But 
in  exchange,  he  must  share  management 
and  investment  decisions  with  govern- 
ment partner  ENI — and  "it's  just  not  in 
his  philosophy  to  be  in  a  joint  venture," 
says  ENI  Chairman  Reviglio. 
ONE-MAN  SHOW?  What's  more,  Gardini 
has  no  real  organization  behind  him,  giv- 
ing his  growing  empire  the  feel  of  a  one- 
man  show.  In  contrast  to  state-owned 
ENI,  Gardini's  management  is  lean  and 
gives  Gardini  the  freedom  to  wheel  and 
deal.  But  it  could  become  a  disadvantage 
on  the  global  battlefield.  While  his  major 
competitors  in  food  and  chemicals  rely 
on  battalions  of  MBAs  to  size  up  new 
markets,  Gardini  calls  on  a  handful  of 
advisers.  Wherever  he  goes — to  his  pala- 
tial houses  in  Ravenna,  Milan,  or  Venice, 
his  50,000-acre  ranch  in 
Argentina  where  he  re- 
tires for  one  month  a 
year,  or  on  his  80-foot 
yacht — there  is  a  phone 
connected  to  his  inner 
circle  of  eight  people. 

Although  Gardini 
says  his  only  ambition 
now  is  "to  protect  the 
businesses  and  make 
them  competitive," 
aides  say  there  is  some- 
thing deeper:  He  wants 
to  be  Italy's  top  indus- 
trialist. He's  almost 
there:  Among  private 
companies,  only  the  Ag- 
nellis' Fiat  group  out- 
weighs Gardini  in  sales. 
And  60%  of  that  turn- 
over is  in  Italy,  while 
Ferruzzi  Group  is  now 
by  far  the  most  power- 
ful Italian  presence  in- 
ternationally. 

After  all  his  gam- 
bling, can  Gardini  learn 
how  to  play  it  safe? 
Wonders  a  top  aide: 
"How  many  times  can 
you  put  your  assets  on 
the  roulette  table  and 
still  come  out  a  win- 
ner?" With  the  sheer 
range  and  size  of  assets 
Gardini  now  has  under 
his  thumb,  he  has  a  lot 
more  to  lose  if  he 
throws  it  all  away  with 
a  few  unlucky  rolls  of 
the  dice. 

By  Johv  Rossant  in 
Milan 
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AMBAC  is  America's  leading  municipal  bond  insurer.  And  that  leadership  position 
carries  a  commitment  which  continues,  undiluted,  year  after  year 

Just  how  is  that  commitment  measured?  One  way  is  by  looking  at  the  types  of 
AMBAC'S  insured  issues  AMBAC  insures.  In  1988,  fully  175  of  the 
D/^D"T"n/^l  new  issues  we  insured  — representing  $1.7  billion— were 

r  UK  I  KJUU     .„  ^^^^ translatesdirecdy  into 

'  ^  int.        improved  water  and  sewage  treatment  for  residents 

HIGHEST  QUALITY  and  businesses  in  27  states. 

3X^NI  D^^RDS.    Another  way  to  gauge  AMBAC's  commitment  is  by  looking 
at  the  quality  of  the  issues  we  insure.  By  that  measure,  AMBAC's  insured  portfolio 
meets  the  highest  possible  standards,  both  in  terms  of  the  deals  we  qualify  and  bid  on 
and  also  in  terms  of  the  caliber  of  the  AMBAC  analysts  making  those  decisions. 

By  almost  any  measure  of  commitment,  AMBAC  is  truly  first  in  municipal  bond 
insurance.  And  that's  good  not  only  for  the  people  drinking  this  cleaner  water. 
It's  good  for  the  whole  country.  AMBAC.  Helping  Insure  a  Stronger  America. 


One  State  Street  Plaza,  New  York,  NY  10004  (212)668-0340 
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Commentary/by  Paula  Dwyer 


THE  Blow  TO  AFFIRMATIVE  ACTION  MAY  NOT  HURT  THAT  MUCH 


On  the  surface,  it  looks  as  if  a 
dark  day  is  dawning  for  civil 
rights.  The  Supreme  Court,  re- 
lecting  a  new  conservative  majority,  has 
ssued  a  series  of  rulings  that  erect  new 
larriers  for  minorities  and  women  trying 

0  use  the  legal  system  to  redress  dis- 
rimination  in  the  workplace.  Liberals  are 
ip  in  arms,  fearful  that  two  decades  of 
irogress  are  melting  away.  "The  Su- 
ireme  Court,  sadly,  has  abandoned  its 
listoric  role  as  champion  of  civil  rights," 
iments  Ralph  G.  Neas,  director  of  the 
jcadership  Conference  on  Civil  Rights. 

Conservatives,  who  hailed  the  rulings, 
Iso  have  been  quick  to  claim  the  effects 
ould  be  sweeping.  "It  means  the  busi- 
ess  community  must  pick  people  based 
n  merit,"  cheers  William  Bradford  Reyn- 
Ids,  the  Reagan  Adminis- 
ration's  civil  rights  chief. 
lEW  MOOD.  The  rightward 
\t  of  the  court  is  undeni- 
ble.  But  the  string  of 
ecisions  won't  necessarily 
reate  a  conservative  revolu- 
on  in  the  workplace.  The 
istices  "took  some  pres- 
ure  off  employers  to  have 
ffirmative  action,  and  they 
lade  it  easier  for  whites 
nd  males  to  challenge  it," 
lys  Peter  C.  Robertson,  a 
uman  resources  consultant, 
ut,  he  adds,  "the  compa- 
ies  I've  talked  to  are  nearly 
nanimous  in  saying  that 
leir  day-to-day  personnel 

ractices  won't  change  

he  court  has  not  changed 
le  comma  of  the  standards 

1  place  for  private-sec- 
»r  affirmative  action 
•ograms." 

To  be  sure,  civil  rights 

ive  suffered  setbacks  in 

le  past  decade.  During  the 

eagan  Administration,  pro- 

)nents  were  forced  to  fight 

arguard  battles  to  protect 

lins  in  voting  rights,  fair 

)using,  and  school  busing, 

1  well  as  affirmative  ac- 

an.  Activists  blame  the 

loradic  outbreaks  of  racial 

olence  in  the  1980s  on  the 
.  iti-civil-rights  tone  set  by 
i  >e  powerful  Republican 

?ht  wing.  And  some  com- 


panies stopped  keeping  detailed  records 
on  personnel  practices. 

Civil  rights,  however,  is  one  area  where 
the  Bush  Administration  wants  to  set  it- 
self apart  from  its  predecessor.  Unlike 
the  Reaganites,  the  Bush  forces  won't 
attack  the  foundations  of  affirmative  ac- 
tion. Justice  Dept.  officials  say  they  don't 
intend  to  ask  the  President  to  rescind  an 
Executive  Order  that  requires  federal 
contractors  to  adopt  preferential  hiring 
and  promotion  plans.  Nor  do  they  intend 
to  challenge  existing  consent  decrees,  as 
Edwin  Meese  Ill's  Justice  Dept.  did.  In- 
deed, Labor  Secretary  Elizabeth  H.  Dole 
suggests  that  the  Administration  may 
support  legislation  to  overturn  some  of 
the  rulings. 

Further,  for  much  of  the  U.  S.  business 


FIVE  CASES  THAT 
CHANGE  THE  RULES 

JAN.  23,1989 
RICHMOND  VS.  CROSON 

The  court  ruled  6-3  that  the  Constitu- 
tion limits  the  power  of  state  and  local 
governments  to  reserve  a  percentage 
of  their  business  for  minority  contrac- 
tors. The  decision  forced  36  states 
and  190  cities  and  counties  to  review 
their  programs.  Changes  in  these 
programs  may  be  required  if  they  in- 
clude racial  quotas  or  if  they  are  not 
correcting  well-documented  past  cases  of  discrimination 

MAY  1    PRICE  WATERHOUSE  VS.  HOPKINS 

The  court  ruled  6-3  that  employers  must  prove  that  their  refusal  to 
promote  someone  is  based  on  legitimate  business  reasons,  but  it 
lowered  the  burden  of  proof  to  the  weakest  possible  standard 

JUNES    WARDS  COVE  VS.  ATONIO 

The  court  decided  5-4  that  those  bringing  race  bias  charges  must 
prove  that  the  employer  has  no  business  reason  for  imposing  the 
job  requirement  they  are  contesting.  Reversing  a  1971  precedent, 
the  ruling  also  made  it  more  difficult  for  minorities  and  women  to 
win  cases  based  on  statistics  that  show  disparities  in  the  number  of 
jobs  held  by  white  men  and  those  held  by  women  and  minorities 

JUNI12    MARTIN  VS.  WILKS 

The  court  ruled  5-4  that  court-approved  affirmative  action  settle- 
ments can  be  reopened  when  wliite  male  employees  allege  reverse 
discrimination 

JUNE  1 5    PAHERSOH  VS.  McLEAN  CREDIT  UNION 

The  court  ruled  5-4  that  an  1866  civil  rights  law  does  not  apply  to 
cases  of  racial  harassment  or  other  discrimination  by  an  employer 
after  a  person  is  hired.  But  the  justices  unanimously  declined  to 
overturn  a  landmark  1976  ruling  that  said  the  original  civil  rights 
statute  forbids  discrimination  in  the  making  of  private  contracts 


community,  discriminatory  policies  don't 
make  economic  sense.  Women,  minorities, 
and  immigrants  will  account  for  80%  of 
the  growth  in  the  labor  force  by  the  end 
of  the  century.  Businesses  that  want  to 
grow  will  have  to  rely  on  them.  Even  the 
Associated  General  Contractors  of  Ameri- 
ca, a  construction  industry  group  that 
has  long  opposed  minority-hiring  prefer- 
ences, acknowledges  the  demographic 
writing  on  the  wall.  "You  would  be  cut- 
ting off  your  nose  to  spite  your  face  if 
you  didn't  have  an  active  outreach  pro- 
gram today,"  says  Stuart  Binstock,  agc's 
director  of  equal  opportunity  services. 

What's  more,  big  business  consistently 
opposed  the  Reagan  Administration's  ef- 
forts to  weaken  affirmative  action,  partly 
because  compliance  gave  it  sure  legal 
protection  against  chal- 
lenges to  hiring  practices. 
Whether  this  "safe  harbor" 
will  remain  is  unclear.  But 
to  avoid  rocking  the  boat, 
such  big  employers  as  Mo- 
torola, Monsanto,  and  Merck 
say  they  will  stand  by  their 
programs.  "It's  business  as 
usual,"  says  James  D. 
Burge,  a  Motorola  Inc.  vice- 
president.  Adds  B.  Law- 
rence Branch,  Merck  &  Co.'s 
director  of  equal  employ- 
ment affairs:  "Through  the 
Reagan  years,  we  managed 
to  keep  our  affirmative  ac- 
tion program  afloat.  I  don't 
expect  it  to  change  now." 

The  Supreme  Court  deci- 
sions that  triggered  all  the 
controversy  addressed  high- 
ly technical  points  of  law. 
But  taken  together,  they  do 
represent  a  fundamental  re- 
shaping of  civil  rights  law 
by  Reagan's  conservative 
appointees  to  the  court. 
"For  20  years,"  says  A.  E. 
Dick  Howard,  a  University 
of  Virginia  law  professor, 
"there  was  a  notion  that 
both  the  Constitution  and 
civil  rights  statutes  ought  to 
compensate  for  past  dis- 
crimination." But  now,  the 
court  is  saying  that  minor- 
ities and  women  no  longer 
need  special  procedural 
Continued  on  page  62 
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Continued  from  page  61 
rules  to  overcome  America's  legacy  of 
discrimination.  A  key  vote  is  that  of  Jus- 
tice Sandra  Day  O'Connor,  who  once  sid- 
ed with  the  court's  liberal  wing  on  affir- 
mative action.  She  now  "seems  to  want  a 
more  level  playing  field,"  and  has  joined 
the  five-justice  conservative  majority, 
Howard  observes. 

In  an  opinion  involving  Birmingham 
(Ala.)  firefighters,  for  instance,  the  high 
court  disagreed  with  several  appeals 
courts  and  ruled  that  white  employees 
can  challenge  court-approved  consent  de- 
crees that  favor  blacks  in  promotions. 
Similarly,  the  court  changed  the  rules  of 
evidence  for  discrimination  cases,  ruling 
that  it  takes  more  than  just  data  showing 
that  minorities  are  underrepresented  to 
force  a  company  to  defend  its  personnel 
practices.  The  plaintiffs  now  must  prove 
that  a  conscious  discriminatory  selection 
process  exists. 

Even  if  a  plaintiff  wins,  the  justices 
said,  the  remedies  a  court  can  order  must 
be  carefully  tailored.  The  court  threw  out 
a  Richmond,  Va.,  plan  to  set  aside  30%  of 
its  public  works  dollars  for  minority- 
owned  businesses,  saying  the  city  hadn't 
documented  the  past  cases  of  discrimina- 
tion well  enough  to  justify  as  drastic  a 
corrective  measure  as  a  quota. 

UNPREDICTABLE  COURSE.  The  COUrt 

capped  all  this  activity  with  a  ruling  that 
minorities  no  longer  can  use  an  1866  civil 
rights  law  to  seek  damages  for  racial 
harassment  on  the  job.  This  means  civil 
rights  plaintiffs  must  use  Title  7  of  the 
Civil  Rights  Act  of  1964,  which  is  more 
cumbersome  and  does  not  allow  recovery 
of  monetary  damages. 

The  recent  cases  culminate  a  decade  of 
efforts  by  the  court  to  grapple  wi\h  the 
question  of  how  far  judges  can  go  to 
remedy  discrimination  without  stepping 
on  the  white  majority's  rights.  The  strug- 
gle began  in  1978,  when  the  Supreme 
Court  struck  down  a  University  of  Cali- 
fornia medical  school  admissions  plan 
that  favored  minorities.  Since  then,  the 
court  has  sown  confusion  by  issuing 
more  than  a  dozen  opinions,  upholding 
some  quotas  while  tossing  out  others. 

What  seemed  to  tip  the  balance  in  fa- 
vor of  the  hardliners  was  the  appoint- 
ment of  Justice  Anthony  M.  Kennedy,  a 
bedrock  conservative,  and  O'Connor's 
change  of  heart.  Kennedy  has  sought  to 
minimize  the  si^'/nificance  of  the  court's 
rulings.  "Neither  <uir  words  nor  our  deci- 
sions should  be  inlt'rjin_ted  as  signaling 
one  inch  of  retreat  from  Congress'  policy 
to  forbid  discrimination,"  wrote  in  the 
latest  opinion.  Despite  w  i.ii  he  says, 
there's  no  question  that  won.t  n  and  mi- 
norities will  have  a  tougher  time  in  court. 
But  now  that  business  views  affirmative 
action  as  a  competitive  necessity,  it  just 
might  not  matter  so  much. 


SOFTWARE  I 


THE  SPREADSHEET  THAT 
NEARLY  WORE  lOTUS  OUT 


Release  3,  the  new  1-2-3,  means  the  release  from  a  nightmare 


On  the  morning  of  June  19,  about 
200  programmers  and  marketing 
executives  greeted  a  gleaming 
tractor-trailer  out  back  of  Lotus  Devel- 
opment Corp.'s  Cambridge  (Mass.)  head- 
quarters. The  truck  was  an  hour  late, 
and  it  took  star  software  developer  Da- 
vid P.  Reed  five  tries  before  he  cracked 
a  $5  bottle  of  champagne  over  the  fend- 
er— all  of  which  seemed  fitting.  Inside 
the  truck  were  5,000  copies  of  the  latest 
version  of  Lotus'  1-2-3  spreadsheet  pro- 
gram, called  Release  3.  After  three 
years  in  development 
and  a  string  of  embar- 
rassing delays,  the 
product  finally  was  out. 

Customers  who  have 
seen  Release  3,  with 
its  three-dimensional 
displays  and  ability  to 
draw  data  from  other 
programs,  generally 
give  it  high  marks.  But 
because  of  the  expense 
and  time  involved  in 
switching  from  earlier 
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versions,  most  customers  won't  ordi 
more  than  a  few  copies  at  first.  Fi 
many,  changing  spreadsheets  will  r 
quire  buying  powerful  new  PCs — "at 
time  when  the  industry  has  been  gnt 
pling  with  the  question  of  the  payo 
from  personal  computers,"  observes  D 
vid  Readerman,  who  follows  softv/ai 
for  Shearson  Lehman  Hutton  Inc.  Eve 
Lotus  isn't  sure  how  many  existing  cu 
tomers  will  trade  up  instead  to  Relea; 
2.2,  a  technological  compromise  that  c; 
run  on  less-powerful  PCs. 

In  fact.  Release  3 
biggest  impact  migl 
well  be  the  change 
has  wrought  in  Lotu 
As  the  company  stru 
gled  to  get  the  produ 
done,  it  recast  the  wi 
it  creates  and  sells  .sol 
ware,  rethought  ii 
strategic  plan,  and  reojiY 
ganized  itself — sever 
times.  The  often  chaot 
project  became  "a  coii 
pany-changing  eventjl, 
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iys  chief  executive  Jim  P.  Manzi.  Inside 
otus,  tiie  consensus  is  that  the  compa- 
y  has  emerged  a  tougher,  smarter  com- 
Btitor.  Wall  Street  seems  to  agree:  The 
x)ck  has  jumped  42%  since  Jan.  1,  re- 
)uping  much  of  a  57%  decline  occa- 
oned  last  year  when  Release  3's  deliv- 
ry  date  was  postponed  three  times. 
Back  then,  to  some  extent,  Lotus  had 
3un  out  of  control.  During  the  Release 
project,  it  more  than  doubled  its  work 
)rce,  to  2,700  employees.  Revenues  kept 
rowing— they  will  be  up  28%  to  $600 
lillion  this  year — but  costs  grew,  too.  In 
1987's  fourth  quarter,  Lotus 
posted  record  income  of 
$22.9  million.  By  this  year's 
first  quarter,  profits  were 
down  to  $5.3  million.  And 
for  nearly  everyone  at  the 
top — except  Manzi — there 
was  hell  to  pay.  Eleven  ex- 
ecutives left  the  company 
over  two  years.  In  their 
place,  Manzi  installed  a 
team  built  around  "the 
three  Franks,"  as  they  are 
known  at  Lotus:  W.  Frank 
King  III,  Frank  A.  Ingari, 
and  Franklin  H.  Moss,  all 
seasoned  managers.  King 
took  charge  of  Release  3. 
Ingari,  from  Atex  Inc.,  took 
over  spreadsheet  market- 
ing. Moss  heads  efforts  to 
move  1-2-3  from  PCs  to  big- 
ger computers. 
THE  EDGE.'  These  managers 
brought  skills  that  Lotus 
sorely  lacked.  Eighteen 
months  ago,  the  Release  3 
project  was,  if  not  direction- 
less, close  to  it.  It  was  by 


r  the  most  ambitious  product  Lotus 
d  taken  on,  requiring  the  attention  of 
developers,  vs.  2  for  the  original  1-2-3. 
it  the  programmers  worked  on  their 
1  m,  without  detailed  schedules  or  goals 
i  d  with  little  sense  of  what  others  on 
3  team  were  doing  or  how  their  part 
into  the  whole.  "We  skated  on  the 
ge  a  lot,"  acknowledges  Reed,  the  lead 
veloper  on  the  project. 
So  Manzi,  often  criticized  for  his  weak 
asp  of  technical  issues,  recruited  King 
head  Lotus'  core  Software  Products 
!  oup.  A  veteran  IBM  engineer,  King 
I  )ught  with  him  the  discipline  and 
j  'ucture  of  the  mainframe  world.  He 
I  d  each  programmer  submit  weekly 
'  ledules  and  progress  reports  and  per- 
:  lally  reviewed  the  code  written  or  re- 
!  ed  each  day. 

King  borrowed  another  approach  from 
;  mainframe  industry:  From  now  on, 
tus  developers  will  stay  with  their 
)duct  after  its  completion.  He  says 
,ny  of  the  programmers  who  worked 
Release  3  will  start  soon  on  a  new 
-sion,  Release  3.1.  With  earlier  ver- 


sions, programmers  scattered  to  new 
products  after  finishing  their  work. 

Some  of  Lotus'  Release  3  development 
problems  reflect  the  growing  complexity 
of  software  in  general.  It  now  must 
work  on  networks  of  PCs,  mainframes, 
and  workstations,  across  dozens  of  dif- 
ferent technical  standards.  Many  pro- 
grams include  a  so-called  graphical  inter- 
face that  makes  software  easier  to  use 


but  harder  to  create.  Michael  J.  Maples, 
vice-president  for  applications  products 
at  Microsoft  Corp.,  says  that's  why  the 
latest  version  of  Microsoft's  word  pro- 
cessing program.  Word  5.0,  arrived  four 
months  late  and  required  10  times  as 
much  computer  code  as  the  original  ver- 
sion developed  nearly  six  years  ago. 

To  cope,  Lotus'  big  rivals  are  also 
making  organizational  changes.  "We've 
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lor  Jim  P.  Manzi,  1988  was  the 
I  worst  of  times.  Wall  Street  fault- 
ed Lotus  Development  Corp.'s 
chief  executive  for  repeated  delays  in 
delivering  his  company's  newest 
spreadsheet  and  for  Lotus'  apparent 
lack  of  technological  direction.  Employ- 
ees were  put  off  by  Manzi's  coldness. 
His  relations  with  the  press,  always 
uneasy,  reached  their  nadir  when  a 
Boston  Globe  columnist  described  Lo- 
tus as  a  "fish  . . .  rotten  at  the  head," 
after  which  an  enraged  Manzi  or- 
dered his  staff  to  shut  out  the 
paper.  It  didn't  help  that  Manzi, 
37,  had  pulled  down  $26.3  million 
in  1987  compensation,  $25.4  mil- 
lion of  it  in  stock  options. 

Every  boss  has  rough  edges, 
but  Manzi's  image  was  even  hurt- 
ing sales,  some  Lotus  executives 
felt.  So  there  has  been  a  concert- 
ed effort  to  mellow  him  out.  "The 
first  thing  I  told  him  was,  'It's 
time  to  relax.  Just  be  yourself,'  " 
says  Heidi  Sinclair,  the  publicist 
Manzi  hired  last  year. 

So  now  there's  a  new  Jim  Manzi,  an 
intriguing  combination  of  conflicting 
traits.  There's  the  sensitive  Manzi,  por- 
trayed by  insiders  as  a  private  person 
thrust  into  a  public  role  when  Lotus 
prospered  and  wounded  to  the  quick 
when  bad  news  hit.  "Jim  went  through 
a  wrenching  self-examination,"  says 
Chester  A.  Suida,  a  Lotus  director.  But 
not  so  wrenching  as  to  replace  his  fam- 
ous arrogance  with  absolute  humility. 
Recently,  for  instance,  Manzi  referred 
to  his  purge  of  eight  of  Lotus'  top  17 
executives  in  the  past  year  as  "clearing 
away  the  underbrush." 
BIG  PAY  CUT.  Manzi  is  working  hard  to 
prove  that  such  lapses  are  aberrations, 
that  he  really  deserves  a  better  image. 
Although  he  dislikes  industry  conven- 
tions, he  attends  them  more  often.  And 
he's  giving  more  interviews.  He  still 
draws  a  strict  line  between  office  and 
home,  but  now,  on  occasion,  he  men- 
tions his  wife  and  two  kids. 
Manzi  also  concedes  that  "I  need  to 


be  more  sensitive"  to  how  he  is  per- 
ceived within  Lotus.  Employees  re- 
member the  company's  1987  yearend 
party  when  "he  stood  around,  didn't 
talk  to  anyone,  then  left,"  says  one. 
Manzi  has  also  been  known  to  humili- 
ate employees  at  meetings  with  bitter 
sarcasm  or  biting  criticism.  These 
days,  Manzi  says,  he's  trying  to  make 
friends  at  work  by  strolling  around  the 
office,  dropping  in  on  more  meetings, 
and  inviting  workers  to  tell  him  what 


MANZI: 


I  NEED  TO  BE  MORE  SENSITIVE" 


they  think.  He  has  even  taken  a  pay 
cut — to  $550,000.  Now,  everyone  is 
watching  to  see  if  the  revolving  door 
on  the  executive  suite  will  stop 
spinning. 

Niceness,  though,  only  goes  so  far. 
Ultimately,  Manzi  will  be  judged  by  the 
company's  performance.  With  Release 
3  of  1-2-3  out  the  door.  Wall  Street  will 
watch  Lotus'  spreadsheet  market 
share  very  closely.  And  Manzi  has  to 
deliver  a  host  of  promised  new  prod- 
ucts, such  as  versions  of  1-2-3  for  Ap- 
ple Computer  Inc.'s  Macintosh  and 
IBM's  mainframes. 

If  Wall  Street  likes  what  it  sees,  Lo- 
tus' image  will  improve,  and  the  pres- 
sure on  Manzi  will  be  off.  What  will  he 
be  like  then?  One  analyst,  at  least,  isn't 
taking  any  chances.  He  skewers  Manzi 
for  "screwing  up,"  then  immediately 
asks  for  anonymity.  Otherwise,  he 
says,  "Jim  will  never  talk  to  me 
again." 

By  Keith  H.  Hamjnonds  in  Cambridge,  Mass. 
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gone  from  an  industry  of  gunslingers 
and  commandos  to  the  invasion  of  Nor- 
mandy," Maples  says.  Microsoft,  the 
leader  in  PC  software,  has  invested 
heavily  in  tools  that  help  automate  the 
programming  process.  In  the  wake  of 
operating  glitches  that  delayed  the  ship- 
ment of  Ashton-Tate's  dBase  IV  by 
three  months  last  year,  that  company 
has  revamped  its  debugging  procedure. 

At  Lotus,  programming  problems  on 
Release  3  led  also  to  marketing  prob- 
lems. Sales  began  to  lag  in  1988  as  cus- 
tomers stopped  buying  regular  1-2-3  in 
anticipation  of  the  new  product.  Lotus 
slashed  prices  at  the  end  of  each  quar- 
ter, hoping  to  boost  revenue  with  heavy 
orders.  But  the  strategy  backfired.  Deal- 
ers and  distributors  ordered  most  heavi- 
ly when  the  price  was  lowest.  In  1988, 
Lotus'  gross  margins  fell  two  points,  to 
80.6% 

Now,  Lotus  is  trying  to  discourage 
cutthroat  competition — with  mixed  suc- 
cess. Last  winter,  it  cut  the  margin  it 
gives  retailers  on  new  products  by  five 
points,  to  A0%;  then  added  incentives  to 
help  dealers  provide  better  service  and 
training  needed  to  attract  more  custom- 
ers. That  boosted  sales  but  not  as  in- 
tended. "What  people  are  doing  is  not 
adding  the  service,  keeping  prices  low," 
and  pocketing  the  incentives,  says 
Charles  Schwartz,  president  of  Software 
Solutions,  a  reseller  in  New  York  City. 
JOB  FREEZE.  That  helps  explain  why 
costs  are  still  growing  faster  than  reve- 
nues. Marketing  expenses  rose  to  36.4%' 
of  sales  last  year,  from  32.1%  in  1987, 
and  analysts  expect  them  to  stay  there 
through  1990.  The  analysts  expect  earn- 
ings to  rebound  in  1989  as  customers 
upgrade  to  new  1-2-3  versions  at  $150  a 
shot.  And  this  month,  Lotus  froze  em- 
ployment at  current  levels. 

Has  the  Release  3  experience  made 
Lotus  a  better  company?  Probably.  At 
least,  Lotus  has  identified  its  worst 
problems.  But  it  has  plenty  to  do.  It  still 
has  no  viable  product  for  Apple  Comput- 
er Inc.'s  Macintosh.  Despite  years  of 
proclamations,  in  fact,  it  has  failed  to 
deliver  new  versions  of  1-2-3  for  any 
computer  but  the  IBM  PC  and  compati- 
bles. Only  last  month  did  it  deliver  a 
reasonably  priced  version  of  1-2-3  for 
use  on  PC  networks.  And  customers  com- 
plain that  Release  3  doesn't  include  All- 
ways,  an  add-in  program  that  creates 
higher-quality  printouts. 

Indeed,  Manzi  compares  Lotus  to  a 
teenager  just  out  of  puberty.  The  kid 
has  started  shaving.  And  he's  dating 
girls.  The  real  question  now,  Manzi 
jokes,  is  "what  he's  doing  on  the  dates." 

By  Keith  H.  Hammonds  in  Cambridge, 
Mass.,-  with  Geoff  Lewis  in  New  York  and 
bureau  reports 
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THE  CHIP  OF  TOMORROW 
—IN  YESTERDAY'S  MACHINE 


IBM  flexes  its  technological  muscle  by  retrofitting  the  PS/2 


I 


1986 


t  has  been  nearly  five  years  since 
IBM  got  to  market  first  with  a  PC 
incorporating  Intel  Corp.'s  latest  and 
fastest  microprocessor.  That  machine, 
the  PC/AT,  was  a  hugely  successful  fol- 
low-up to  the  original  IBM  PC.  But  since 
then,  competitors  have  shipped  personal 
computers  using  the  latest  microchips 
months  ahead  of  Big  Blue — sometimes 
many  months.  In  some  businesses,  that 
might  not  matter  much.  It  does  in  PCs. 
Since  IBM  lost  the  technology  lead,  its 
world  share  of  PC  revenues  has  dropped 
from  24.5%  to  13.9%,  according  to  Data- 
quest.  Compaq  Comput- 
er Corp.,  which  most  of- 
ten beats  it,  has  tripled 
its  sales  since  1986, 
when  it  produced  a  PC 
using  Intel's  80386 
chip  nine  months  ahead 
of  IBM. 

On  June  20,  IB.M  made 
it  clear  that  it  no  longer 
intends  to  be  the  tech- 
nology follower — or  the 
market-share  loser.  Led 
by  James  A.  Cannavino, 
the  recently  appointed 
head  of  its  Entry  Sys- 
tems Div.,  Big  Blue  be- 
came the  first  company 
to  announce  a  product 
using  the  i486  microchip — a  new  Intel 
chip  that  crunches  data  up  to  twice  as 
fast  as  the  fastest  80386.  It  isn't  really  a 
new  computer.  Instead,  it's  an  upgrade 
kit  that  lets  owners  of  the  most  power- 
ful IBM  PS/2s  swap  the  80386  chip  in 
their  machines  for  an  i486.  The  upgrade 
is  $4,000.  But  a  $2,300  price  cut  in  the 
PS/2  Model  70-A21,  on  which  it  works, 
yields  an  i486-based  PC  for  $13,000— just 
slightly  more  than  a  top-end  80386  PC. 
FACTORY  FOUL-UPS.  "I  think  this  is  a 
play  to  show  that  IBM  can  still  do  tech- 
nology," says  Aaron  Goldberg,  an  ana- 
lyst with  International  Data  Corp. 
"They're  trying  to  say  that  they're  not 
following."  But  the  practical  effect  is 
difficult  to  assess.  While  the  potential 
upgrade  gives  IBM's  machines  an  advan- 
tage over  other  80386-based  PCs,  Gold- 
berg figures  only  10%  to  20%  of  Model 
70  owners  will  upgrade.  The  20%'  price 
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USING  THE  INTEL  80386  MICROCHIP 
MARKn  SHARE 


NUMBER 
OF  UNITS  SHIPPED 
21,000 


1987 

265,000 

1  1 

1988 

1,200,000 
3,700,000 

1989- 

1  1 

25 


50  75  100 

►  PERCENT  -ESTIMATE 
DATA:  OATAOUEST  INC 


cut,  he  says,  is  more  important.  Th( 
Model  70-A21  has  been  IBM's  best-sellin; 
80386-based  PC.  But  manufacturing 
problems  shut  down  its  production  liii' 
early  this  year.  And  recently,  IBM  discov 
ered  a  defect  in  disk  drives  that,  Canna 
vino  says,  will  affect  about  15%-  of  A21 
shipped.  These  setbacks,  and  a  lack  o 
IBM  machines  to  match  Compaq's  t<.>\ 
models,  have  led  Dataquest  to  predic 
that  Compaq  will  retake  the  lead  in  t\v 
80386-based  PC  market  (chart). 

Moreover,  IBM's  lead  in  the  i486  mar 
ket  is  far  from  assured.  The  IBM  u| 
grade  won't  be  avai 
able  until  sometime  ii 
the  fourth  quarter 
when  Intel  begins  shi], 
ping  the  new  chips.  B 
yearend,  Compaq  is  e.x 
pected  to  have  an  et 
tirely  new  compute 
based  on  the  i486.  Tha 
machine,  and  others  dt 
signed  from  scratch  fo 
the  new  chip,  are  e> 
pected  to  use  faste 
components  than  IB» 
chose  for  the  Model  7 
when  it  was  designed  i 
1987.  With  IBM's  pron 
ised  upgrade,  "you'l 
get  a  free  call  option  t 
buy  a  486,"  says  Daniel  C.  Benton,  a 
analyst  with  Goldman,  Sachs  &  Co.  "Bu 
it  won't  run  as  fast  as  a  true  486  box 
Even  so,  at  least  for  the  moment,  ih' 
has  created  the  impression  that  it  is  one 
again  in  the  lead.  As  word  of  IBM's  i48 
coup  leaked  out,  Compaq's  share 
dropped  five  points  between  June  14  an 
June  16.  After  recovering  a  bit  on  Jun 
19,  they  dropped  1%  on  the  day  of  IBM' 
announcement,  to  92V2.  Still,  says  Kin 
ball  H.  Brown,  an  analyst  with  Pruder 
tial-Bache  Securities  Inc.,  IBM  missed 
chance  to  deal  Compaq  a  real  body  blow 
Had  Big  Blue  announced  a  new  PC  tha 
was  available  immediately  and  matche- 
Compaq's  top  80386  machine,  "Compaq' 
stock  would  have  tumbled  10  points, 
says  Brown.  Until  IBM  can  pull  off  tha 
kind  of  victory,  its  claim  to  technics  L 
leadership  in  PCs  will  remain  in  questior 
By  Geoff  Lewis  i?i  New  Yor 


64  BUSINESS  WEEK/JULY  3,  1989 


INFORMATION  PROCESSiB 


When  it  comes 
to  sales  prospecting, 
we  wrote  tiie  book. 


If  you're  in  sales,  you 
now  that  selling  by  the  book 
nly  works  if  you  start  with  the 
ight  book. 

The  Business  Week  SalesFinder 
;  without  question  the  right  book:  the 
iost  accurate,  best  organized  list  of 
ales  prospects  ever  published. 

Each  standard  SalesFinder  lists  up  to 
000  of  the  largest  companies  in  your  sales 
!rritory,  or  simply  tell  us  the  lines  of  busi- 
3SS,  the  geographic  areas,  and  the  size  of 
le  companies  you  target,  and  we  will  cus- 
)mize  it  to  meet  your  own  criteria. 

So  you  can  use  the  Business  Week 
alesFinder  to  precisely  target  your  most 
"omising  prospects. 

rganized  for  efficiency 

Each  entry  includes  not  just  the  com- 
my  name,  address,  and  phone  number,  but 
so  the  Standard  Industrial  Classification 
IC)  Code,  number  of  employees,  branch  or 
!adquarters  designation  and  dollar  value 
output-all  the  information  you  can't  find 
the  yellow  pages. 

Companies  are  listed  4  ways:  alphabet- 
illy  by  zip  code,  by  industry  and  by  size. 
)  you  can  spend  your  time  selling  instead 
searching  for  names  and  numbers. 

pdated  regularly  for  accuracy 

Names  are  selected  from  the  U.S. 
isiness  Establishment  File  of  over  7.5 


million  businesses  by  Trinet,  Inc.,  one  of  the 
country's  leading  information  processing 
organizations. 

The  lists  are  updated  by  more  than  one 
million  phone  calls  a  month  to  make  sure 
that  the  information  you  get  is  as  fresh  and 
accurate  as  possible. 

Also  available  on  diskette 

Use  the  SalesFinder  on  your  IBM  or 
compatible  computer  for  prospecting,  gener- 
ating mailing  labels,  and  sales  and  territory 
analysis.  The  SalesFinder  diskette  comes 
complete  with  its  own  user-friendly  sales 
management  software — so  no  program- 
ming is  needed.  And  simple  menu 
commands  make  it  easy 
to  I 


Costs  only  pennies  per  prospect 

The  Business  Week  SalesFinder  starts 
as  low  as  $199.  Or  get  both  book  and  dis- 
kette and  save  30%. 

And  when  you  order  for  more  than 
one  territory,  you  save  with  our  quan- 
tity discounts. 

At  prices  like  these,  the  SalesFinder 
can  pay  for  itself  the  first  day  you  use  it. 

Find  our  more 

Call  TRINET  at  1  -800-367-3282  for 
more  information  or  an  estimate  of  the  num- 
ber of  prospects  in  your  geographic  area. 

Our  book  could  turn  you  into  a 
best  seller 


800-FOR-DATA 


Businessweek 

SalesFinder 

TRINET  INC. 
9  Campus  Drive 
Parsippany  NJ  07054 


TAKING 
OIARGE 

CORPORATE  DIRECTORS  START  TO  FLEX  THEIR  MUSCLE 


"There  is  one  flung  all  boards  have  in 
common  .  .  .  they  do  not  function.  " 
— Peter  F.  Drucker,  in  Management: 
Tasks,  Responsibilities,  Practices 

Tell  that  to  Edwin  H.  Shutt  Jr.  As 
he  convened  a  board  meeting  last 
Feb.  9,  the  head  of  Tambrands  Inc. 
did  not  know  it  would  be  his  last.  The 
sanitary-products  maker  wasn't  in  trou- 
ble, though  it  was  wobbling:  Its  market 
share  had  slipped,  its  stock  had  stalled, 
and  Shutt  had  so  far  succeeded  at  diver- 
sifying only  its  sales,  not  its  profits. 
Hard-nosed  and  temperamental,  Shutt 
had  clashed  with  directors  before.  But 
they  had  hired  him  in  1981.  They  had 
promoted  him  to  chief  executive  in  1982, 
and  then  to  chairman  in  late  1987.  If  he 
had  some  detractors,  well,  his  support- 
ers outnumbered  them. 

On  this  cold,  cloudy  Thursday,  howev- 
er, the  minority  somehow  shifted  to  a 
majority.  Although  neither  Shutt  nor  the 
directors  will  disclose  exactly  what  hap- 
pened in  the  boardroom,  by  the  next 
day,  Shutt  was  out.  Honorary  Chairman 
and  former  CEO  E.  Russell  Sprague  took 
charge  while  directors  searched  for  a 
successor.  "The  board  did  a  good  job  of 
putting  the  interests  of  shareholders 
first,"  says  one  meniber  of  the  board. 

And  Shutt  isn't  the  only  surprised  CEO 
these  days.  It  may  be  premature  to  say 


that  management  guru  Drucker's  put- 
down  of  boards,  written  some  15  years 
ago,  is  passe.  Many  corporate  boards 
continue  to  rubber-stamp  just  about  any- 
thing management  proposes.  But  more 
and  more  boards  around  the  country 
have  begun  to  watch  out  for  sharehold- 
ers as  never  before.  In  short,  they  are 
actually  performing  as  they  are,  in  the- 
ory, supposed  to — but  seldom  have. 

In  the  past  two  years,  boards  at  Al- 
coa, Pillsbury,  United  Airlines  (then  Alle- 
gis),  and  Mellon  Bank  are  among  those 
that  have  replaced  their  CEOs.  The  action 
has  been  even  more  dramatic  in  take- 
over situations.  Last  fall,  the  RJR  Na- 
bisco Inc.  board,  an  extremely  docile 
one,  was  so  riled  by  CEO  F.  Ross  John- 
son's plan  to  take  the  company  private 
that  it  rejected  his  $25  billion  offer  in 
favor  of  a  similar  deal  from  Kohlberg 
Kravis  Roberts  &  Co.  And  many  experts 
believe  that  Time  Chairman  J.  Richard 
Munro,  who  is  currently  fighting  a  bid 
from  Paramount  Communications  Inc. 
and  wants  to  merge  Time  Inc.  with 
Warner  Communications  Inc.,  may  soon 
lose  the  reins  of  power  to  a  committee  of 
outside  directors.  They  will  then  decide 
which  deal  is  best  for  shareholders. 

If  that  were  all  that's  happening  in 
the  boardroom,  it  would  be  significant. 
But  the  change  doesn't  stop  there.  Qui- 
etly, many  boards  are  asserting  them- 


selves— redirecting  strategy  here,  vet 
ing  an  investment  there.  That 
happening  not  only  at  ailing  compani( 
such  as  Control  Data  and  Texas  Air  b 
also  at  healthy  ones.  For  example, 
AMR,  parent  of  American  Airlines,  CI 
Robert  L.  Crandall  is  under  fire  fro 
two  directors  for  not  paying  enough  £ 
tention  to  shareholders. 

There  are  even  signs  of  life  on  Gem 
al  Motors  Corp.'s  board,  a  perennial 
passive  panel  that  in  1986  backed  ma 
agement's  controversial  plan  to  pay  $7' 
million  in  hush  money  to  rid  the  board 
H.  Ross  Perot  and  buy  back  his  stoc 
Last  year,  directors  vetoed  Chairmi 
Roger  B.  Smith's  plan  to  seat  three  ^ 
rectors  drawn  from  GM's  manager 
ranks  and  boost  insiders  from  33%  of  tl 
board  to  40%.  "It  would  have  sent  tl 
wrong  message,"  explains  GM  Direct 


ALES  FROM  THE  BOARDROO 


SOME  BOARDS  ARE  SHOWING 
A  NEW  ASSERTIVENESS... 

ALCOA  To  refocus  on  aluminum,  the  board  engi- 
neered the  ouster  of  CEO  Charles  W.  Parry  in 
1987  and  installed  a  fellow  director,  Paul  H. 
O'Neill,  an  International  Paper  executive 

MELLON  BANK  Stunned  by  bad  loans  that  caused 
the  first  quarterly  loss  in  Mdlon's  118-year  his- 
tory, the  board  requested  the  resignation  of 
CEO  J.  David  Barnes  in  1987 


OAK  INDUSTRIES  After  pushing  unsuccessfully 
for  reforms,  Director  Roderick  M.  Hills 
launched  a  proxy  fight  to  unseat  CEO  Edward 
L.  McNeely  and  four  other  directors.  On  June  6, 
he  won 

SYMBOLICS  With  losses  piling  up,  directors 
hired  a  cost-cutting  CEO  in  late  1987  and  as- 
signed founder  Russell  Nofsker  to  product  de- 
velopment. When  the  two  disagreed — and  the 
stock  lost  more  than  90%  of  its  value — the 
board  ousted  them  both  and  hired  a  new  CEO 


...SOME  ARE  STARTING  TO  lOC 
MORE  INDEPENDENT...  ^ 

CONTROL  DATA  The  board  bolstered  m;  is 
ment  under  CEO  Robert  M.  Price  by  ( 
Lng  the  appointment  of  Lawrence  Perl  i. 
chief  operating  officer  last  December, 
charged  Perlman  with  fbcing  CDC's  ail  || 
puter  business 


MERITOR  FINANCIAL  A  huge  loss  in  198', 
ed  four  investors  led  by  Frank  P.  Slatt 
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Imund  T.  Pratt  Jr.,  CEO  of  Pfizer  Inc. 
"There's  no  question  boards  are  more 
i^olved  today,"  says  Kennetli  A. 
icke,  CEO  of  Dayton-Hudson  Corp. 
'hey  are  thinking  through  the  process 
corporate  governance — what  they're 
sponsible  for — and  going  into  more  de- 
1  about  it."  Even  Drucker  concedes 
it  things  are  changing  a  little,  though 
contends  that  boards  truly  work  well 
ly  "in  the  case  of  a  catastrophe." 
I  T  SEAT.  Chalk  up  a  large  part  of  this 
inge  to  outside  pressure.  Lawsuits 
irging  directors  with  dereliction  of 
ty  are  swelling  in  number  and  in 
;adth  (page  72).  The  threat  of  hostile 
I  ;eovers  has  prompted  directors  to  con- 
!  itrate  on  boosting  shareholder  value, 
i  d  institutional  investors,  who  now 
j  itrol  so  much  stock  in  so  many  compa- 
s  that  they  can't  easily  sell  out,  are 


beginning  to  flex  their  muscles.  Frus- 
trated by  their  inability  to  influence 
management  via  the  proxy  voting  sys- 
tem, they  are  starting  to  turn  their  at- 
tention to  outside  directors. 

Together,  these  forces  are  coming  to- 
gether in  a  way  that  is  reinventing  the 
corporate  board.  And  there  are  more  re- 
forms to  come.  Some  critics  of  boards 
are  beginning  to  sketch  the  issue  as  one 
of  great  moment  for  the  U.  S.  economy. 
Concerned  about  flagging  competitive- 
ness, they  are  pushing  for  more  active 
boards  on  the  theory  that  they  will  exact 
better  corporate  performance.  To  bolster 
the  board's  independence,  some  advocate 
strengthening  the  role  of  the  committee 
that  nominates  outside  directors  or  es- 
tablishing a  mechanism  for  them  to 
meet  separately.  Some  say  the  job  of 
CEO  and  chairman  should  always  be 


split.  Still  others  want  to  build  on  the 
headway  already  made  by  commission- 
ing a  regular  "management  audit." 

To  be  sure,  some  of  the  apparent 
progress  is  merely  symbolic.  Fighting 
off  raider  Carl  C.  Icahn  in  a  proxy  battle 
for  control  of  Texaco  Inc.  last  year,  CEO 
James  W.  Kinnear  promised  the  Califor- 
nia Public  Employees'  Retirement  Sys- 
tem that,  in  return  for  its  votes,  he 
would  nominate  a  director  from  a  list  of 
candidates  submitted  by  CalPERS.  Early 
this  year,  he  did  so,  proposing  the  elec- 
tion of  New  York  University  President 
John  Brademas.  But  few  people  believe 
that  the  former  congressman  will  really 
make  Texaco  more  sensitive  to  share- 
holder concerns.  Likewise,  following  Ex- 
xon Corp.'s  disastrous  oil  spill  in  Alaska 
in  March,  public  pension  funds  led  by 
the  New  York  City  Employees'  Retire- 


jrd  seats  in  spring,  1988.  They  ousted 
derick  S.  Hammer,  persuaded  banker 
Hillas  to  take  the  post,  and  scaled  back 
thrift  to  its  Philadelphia  roots 

'.  CEO  Frank  Lorenzo's  iron  grip  on 
lany  slipped  a  bit  last  year  when  Direc- 
i.  Pohlad  forced  Lorenzo  to  consider 
e  Eastern  Airlines  subsidiary 

OTHERS  STILL  SEEM  LIKE 
BER  STAMPS 

lERGY  At  what  was  then  called  Dia- 
-  imrock,  directors  allowed  free-spend- 


ing CEO  William  Bricker  fabulous  perks  even 
while  he  failed  at  his  strategy  of  building  a  major 
energy  company.  Meanwhile,  the  company  was 
losing  60%  of  its  market  value.  Bricker  re- 
signed in  1987,  but  his  hand-picked  board  re- 
mains, making  no  apparent  major  changes 

PITTSTON  For  five  years,  this  old-style  conglom- 
erate— in  coal,  security  services,  and  air 
freight — hasn't  paid  a  dividend.  Some  share- 
holders, led  by  the  United  Mine  Workers 
(which  is  striking  the  company),  want  the  board 
to  establish  a  committee  of  outside  directors  to 
consider  divestitures.  But  the  proposal  was  de- 
feated in  a  May  proxy  vote 


SOUTHMARK  Dissident  shareholders  had  to  fight 
to  add  three  new  directors  at  this  ailing  compa- 
ny. Its  board  had  allowed  former  CEO  Eugene 
Phillips  to  pyramid  debt  issues  to  finance  risky 
real  estate  deals,  causing  a  loss  of  $1  billion  in 
the  first  quarter  of  1989  alone.  A  new  CEO 
plans  to  recapitalize  the  company 

SUNDSTRAND  Chairman  and  CEO  Evans  W. 
Erikson  resigned  under  pressure  last  year  after 
the  company  pleaded  guilty  to  defense  fraud. 
But  for  years,  Sundstrand's  lavish  spending  and 
lax  financial  controls  went  unquestioned  by  di- 
rectors— leading  the  Defense  Dept.  to  take  on 
oversight  responsibility 
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ment  System  pushed  Exxon  to  put  an 
environmentalist  on  its  board.  On  May 
11,  the  oil  giant  agreed. 

The  Securities  &  Exchange  Commis- 
sion took  a  similar  tack,  with  perhaps 
more  teeth,  at  scandal-ridden  Drexel 
Burnham  Lambert  Inc.  To  tighten  up 
what  it  viewed  as  lax  management,  the 
commission  demanded  that  Drexel  seat 
three  SEC-approved  outsiders 
on  its  board — and  Drexel  is  a 
private  company.  As  part  of 
Drexel's  settlement  of  securi- 
ties fraud  charges,  the  trio 
will  comprise  a  committee 
that  oversees  compliance  with 
laws  and  internal  controls. 
HARD  QUESTIONS.  Every  time 
something  like  that — whether 
symbolic  or  substantive — 
happens,  two  points  are  rein- 
forced: Shareholders  are  re- 
minded that  boards  exist  to 
be  a  check  on  management, 
and  directors  are  put  on  no- 
tice that  they're  being  scruti- 
nized carefully,  too.  And  now 
that  directors  are  earning  fat- 
ter and  fatter  fees— and  even 
pension  benefits  and  golden 
parachutes — shareholders  are 
more  likely  than  ever  to  step 
up  the  pressure  on  them. 

One  group  of  sharehold- 
ers— the  Council  of  Institu- 
tional Investors,  whose  mem- 
bers include  the  country's 
biggest  public  pension 
funds — is  organizing  along 
those  lines.  In  its  recently 
launched  Directors  Project, 
Cll  wrote  five  companies — 
Sears,  Emerson  Electric, 
SmithKline  Beckman,  Ameri- 
can Greetings,  and  Scott  Pa- 
per— asking  to  meet  with 
management.  Along  with  the 
missive  went  a  three-page  list 
of  questions  that  might  lead 
to  reforms  in  board  composi- 
tion and  practices. 

The  initiative,  while  prelimi- 
nary, "reflects  our  members' 
understanding  that  we  should 
not  be  trying  to  second-guess 
management,"  says  Sarah 
Teslik,  CIl's  executive  direc- 
tor. Yet,  as  major  sharehold- 
ers, CII  members  believe  they 
have  no  choice  but  to  ques- 
tion whether  boards  work 
properly.  "Our  goal  is  to  ask 
if  there's  anything  we  can  do 
to  make  [the  system]  work 
better,"  Teslik  says.  In  the 
future,  boards  can  also  ex- 
pect direct  contact  from  CII 
when  problems  arise. 
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More  important,  legal  standards  for 
board  behavior  are  being  set.  Under  the 
so-called  business  judgment  rule,  direc- 
tors have  enjoyed  wide  latitude  to  decide 
what's  in  the  best  interest  of  sharehold- 
ers and  to  act  accordingly.  But  in  sever- 
al rulings  pertaining  mainly  to  take- 
overs, "courts  have  begun  to  articulate 
the  process  boards  have  to  go  through 


CARL  POHLAD  SPEAKS  SOFTLY— 
AND  OFTEN  GETS  HIS  WAY 

irector  activism  doesn't  have  to  be  of  the  breath- 
ing-do wn-your-neck  sort.  At  Texas  Air  Corp.,  Carl 
R.  Pohlad  is  showing  that  one  can  influence  even 
fiercely  independent  types  like  Frank  A.  Lorenzo.  It  was 
Pohlad,  a  mellow  multimillionaire  from  Minneapolis  and  a 
22-year  veteran  of  Texas  Air's  board,  who  got  Lorenzo  to 
consider  selling  his  Eastern  Air  Lines  Inc.  unit  last  spring, 
before  it  declared  bankruptcy. 

For  months,  Texas  Air  directors  had  been  pushing  Lor- 
enzo to  smooth  Eastern's  labor  relations.  Finally,  Pohlad 
told  Lorenzo:  "Either  we  work  it  out  with  the  various 


unions,  or  maybe  we  had  better  sell 
it."  But  Pohlad  didn't  hound  Lorenzo 
in  the  boardroom. 


■  DIRECTORS 
SHOULD  PICK  THE 
CEO— THEN  LAY  OFF 


Craftily,  he  first  introduced  Lorenzo  to  Peter  V.  Ueber- 
roth, the  former  baseball  commissioner,  getting  the  two 
together  for  dinner  several  times.  Then  a  sale  was 
broached.  The  bait  was  taken:  In  April,  Lorenzo  agreed  to 
accept  a  $464  million  bid  from  Ueberroth  for  Eastern. 
That  deal  fell  through  when  unions  insisted  that  a  trustee, 
not  Lorenzo,  run  Eastern  until  Ueberroth  took  control. 
But  now  rumors  are  swirling  that  Pohlad  is  working  on 
Lorenzo  to  sell  all  of  Texas  Air — to  none  other  than 
Ueberroth.  Pohlad  will  say  only  that  "somebody  has  made 
an  inquiry  whether  or  not  Texas  Air  will  be  for  sale." 

Pohlad  doesn't  believe  directors  should  meddle  in  com- 
pany operations.  He  says  their  prime  responsibility  is 
selecting  the  CEO.  "If  they  don't  produce  the  results,  you 
change  management,"  he  says.  Pohlad  still  has  his  say. 
"But  he  says  it  quietly,"  notes  Curtis  L.  Carlson,  whose 
Carlson  Cos.  owns  the  Radisson  Hotel  chain  and  who  has 
had  Pohlad  on  his  board  for  31  years.  Such  pussycat 
techniques  coupled  with  behind-the-scenes  activism  may 
be  the  best  way  to  tame  tigers  like  Lorenzo. 

By  Russell  Mitchell  in  Minneapolis 


to  be  credible,"  says  attorney  Ira  M 
Millstein,  a  corporate  governance  expen 
at  Weil,  Gotshal  &  Manges  in  New 
York.  Sooner  or  later,  he  believes, 
will  occur  to  people  that  the  very  sam( 
standards  that  apply  in  emergency  situa 
tions  also  apply  in  everyday  matters." 

At  the  same  time,  the  legal  professioi 
is  proceeding  toward  its  goal  of  codify 
ing  directors'  roles  and  re 
sponsibilities.  In  a  decade-ol( 
project  that  has  many  execu 
fives  up  in  arms,  the  Ameri 
can  Law  Institute  is  trying  t< 
spell  out  procedures  for  th^ 
boardroom..  The  result,  som^ 
say,  will  be  an  even  greate 
proliferation  of  lawsuit 
against  directors  and  an  ur 
healthy  adversarial  relatioii 
ship  between  directors  am 
the  CEO.  Arguing  agains 
such  tampering,  Pfizer' 
Pratt,  who  also  chairs  th 
Business  Roundtable,  ha 
penned  a  white  paper  agains 
ALl's  reforms  called  A  Rad\ 
cal  Cure  for  a  Healthy  Pc 
tient.  Says  Pratt:  "We  thin' 
the  way  the  board  works  i 
about  the  best  way  there  i 
right  now." 

HORROR  STORIES.  But  eve 

though  some  boards  toda 
are  getting  more  vigilani 
there's  plenty  of  evidence  t 
contradict  Pratt.  Horror  st< 
ries  of  board  behavio 
abound.  A  classic  exampli 
Allegheny  Internationa 
where  former  CEO  Robert  < 
Buckley  loaded  the  compan 
with  debt  from  about  tw 
dozen  acquisitions  and  use 
corporate  funds  to  invest  i 
risky  energy  and  real  estal 
ventures.  He  grew  increai 
ingly  erratic — for  exampl( 
firing  people  indiscriminate! 
and  sometimes  later  rehirin 
them.  To  top  it  all  off,  he  lai 
ished  perks  on  himself  an 
other  senior  executives.  ™ 
According  to  one  directo 
sworn  testimony  to  the 
reveals  that  Al's  board  coi 
sidered  replacing  Buckley  i 
early  as  January,  1985.  Bi 
directors  dithered  until 
BUSINESS  WEEK  cover  stoi, 
on  Al's  troubles  hit  the  newi . 
stands  on  Aug.  1,  1986.  Til 
board  fired  Buckley  on  Au; 
8,  and  Allegheny  later  d, 
clared  bankruptcy. 

The  situation  is  not  as  dii 
at  National  Intergroup,  bi 
it's  a  clear  case  of  inactic 
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hen  the  CEO  just  isn't  performing, 
nee  1980,  Howard  M.  Love  has  been 
'omising  that  his  diversification  beyond 
eel  would  yield  "superior"  returns  to 
lareholders.  Instead,  his  moves  into 
rifts,  oil  services,  and  drug  distribu- 
)n  have  helped  rack  up  $532  million  in 
imulative  losses — and  every  top  execu- 
te has  resigned  or  been  axed  except 
)ve. 

Yet  one  former  inside  director  admits 
at  "the  board  knows  he's 
»t  a  good  manager  in  cer- 
in  areas."  He  says  directors 
iven't  ousted  Love  because 
,heir  hearts  get  in  their 
ay."  In  other  words,  old- 
shioned  cronyism.  Seven  of 
I's  10  outside  directors  have 
ngtime  social  or  business 
iks  with  Love  or  his  family, 
ntil  lately,  they've  gone 
ong  with  every  step  of  his 
rategy,  rarely  challenging 
>  faulty  implementation. 
In  March,  directors  ducked 
;ain.  Since  coming  to  Nil  in 
jbruary,  1988,  President 
irry  Farley  had  been  trying 

straighten  out  its  finances 
id  troubled  operations.  But 
len  Farley  argued  that  he 
ould  be  named  CEO  and 
»ve  should  be  retained  as 
airman,  directors  cast  their 
t  with  Love.  After  two 
jeks  of  intense  debate, 
!iey  fired  the  guy  who  is 
luable  to  shareholders  and 
pt  the  guy  who  is  their 
end,"  observes  the  former 
•ector.  There  is  one  promis- 
l  sign,  though:  Directors 
;ent!y  gave  Love  a  year  to 
)duce  results,  or  he's  out. 

for  Love,  he  contends  his 
ard  has  always  been  vigi- 
it  and  that  his  diversifica- 
n  will  succeed,  long-term. 
The  list  of  board  failures 
lid  go  on.  It  would  include 
ich  of  the  savings  and  loan 
lustry,  which  has  been  rid- 

d  with  unscrupulous  prac- 
3s  and  unwise  lending  poli- 
s.  Charges  Jack  D.  Smith, 

)uty  general  counsel  of  the 

deral  Home  Loan  Bank 

ard:  "Many  times,  direc- 

s  voted  unanimously  for 

;rything  management  pro- 

I  ;ed,  and  management  was 
j  ding  them  down  the  gar- 

I I  path."  The  FHLBB  has 
lid  the  directors  of  135 
l  ed  thrifts. 

^hen  there  are  defense  con- 
'ctors,  also  rife  with  scan- 
s  that  boards  might  have 
vented  or  squelched.  Di- 


rectors can't  always  know  what's  going 
on  at  lower  levels  of  a  company,  but  at 
Sundstrand,  for  one,  lavish  spending  and 
lax  financial  controls  went  unquestioned 
for  years  by  directors — despite  warnings 
of  questionable  business  practices  from 
whistle-blowing  employees  as  early  as 
the  mid-1970s.  Last  year,  the  company 
pleaded  guilty  to  defense  fraud  and 
agreed  to  pay  the  government  a  record 
$200  million.  It  also  ceded  much  of  the 
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DOUGLAS  DANFORTH 
POESNT  JUST  FILL  A  CHAIR 

With  seats  on  seven  major  corporate  boards, 
Douglas  D.  Danforth  is  just  the  kind  of  profes- 
sional director  some  board  critics  berate.  In  his 
case,  though,  they  might  reserve  judgment.  "I'm  not 
bashful  about  expressing  my  views,"  says  the  retired 
chairman  and  CEO  of  Westinghouse  Electric  Corp. 

Danforth,  as  director,  has  been  deeply  involved  in  strat- 
egy at  Primerica,  superregional  bank  PNC,  and  Rubber- 
maid. But  he  has  been  most  outspoken — and  influential — 
at  National  Intergroup  Inc.,  whose  move  into  drug  distri- 
bution is  floundering.  Former  directors  say  the  folksy. 


■  BOARDS  NEED 
OUTSIDERS  WITH 
INITIATIVE 


hands-on  Danforth  has  prodded  an  in- 
bred, passive  board  to  demand  results 
from  CEO  Howard  M.  Love. 

All  that  experience  has  given  Danforth  strong  opinions 
about  boards.  His  own  board  at  Westinghouse  had  no 
insiders  other  than  himself — a  goal  he  says  most  boards 
should  pursue.  And  he  believes  directors  should  be  initiat- 
ing ideas  rather  than  merely  reacting  to  the  CEO's  plans. 
At  Whirlpool  Corp.,  for  example,  he  says  it  was  the  board 
that  started  thinking  about  the  globalization  of  the  con- 
sumer products  industry — and  prompted  the  company's 
1988  purchase  of  53%  of  Philips'  appliance  business. 
"Boards  can't  affect  short-term  results,"  he  says.  "They 
should  concern  themselves  with  the  long  term." 

How  best  to  do  that?  Danforth  thinks  the  boards  of 
technology-driven  companies  should  create  a  research- 
and-development  committee.  Whirlpool  has  one:  It  visits 
the  company's  research  center  twice  a  year  and  hears 
presentations  from  R&D  chiefs.  Directors  probe  whether 
funding  is  adequate,  if  projects  are  going  down  the  wrong 
alley,  and  whether  Whirlpool  should  put  "all  of  its  guns 
behind  accelerating  a  product's  development."  Such  a 
measure  could  help  improve  U.  S.  competitiveness. 

By  Gregory  L.  Miles  in  Pittsburgh 


oversight  normally  accomplished  by  di- 
rectors to  the  Defense  Dept. 

Almost  as  troubling  are  the  signs  of 
potential  problems  that  directors  often 
let  pass  without  question,  let  alone  ac- 
tion. In  1987-88,  while  performance  was 
sliding  at  U.  S.  Shoe  Corp.,  nearly  25  top 
executives  quit.  But  the  exodus  didn't 
come  up  in  the  boardroom.  "It  was  not  a 
board  matter,"  says  one  director.  It  took 
months  for  the  board  to  act — and  then 
only  when  it  became  apparent 
that  U.  S.  Shoe's  operational 
outlook  was  dismal  at  best 
and  takeover  rumors  were 
rampant.  Last  August,  the 
board  said  it  would  explore 
all  alternatives,  including  sale 
of  the  company,  to  "maximize 
shareholder  value."  Though 
no  sale  has  taken  place,  the 
company's  performance  has 
improved. 

Yet  the  fact  that  boards  at 
Nil  and  U.  S.  Shoe  are  acting 
at  all  is  testimony  to  the 
changed  climate  in  the  board- 
room. The  trick  now  is  get- 
ting other  boards  up  to  that 
speed — and  beyond.  How  can 
lazy  boards  be  turned  into 
good  ones?  And  how  can 
boards  be  made  to  act  before 
catastrophe  strikes?  Few 
would  disagree  with  the  char- 
acterization of  William  R. 
Laidig,  CEO  of  Great  North- 
ern Nekoosa  Corp.:  "Boards 
are  an  imperfect  mecha- 
nism." Former  U.  N.  Ambas- 
sador and  board  member 
Donald  F.  McHenry  observes 
that  often  the  outsider's  "re- 
sponsibility is  greatest  when 
things  seem  to  be  going  well. 
There  may  be  complacency 
among  those  who  are  on  the 
inside,  and  the  outsider  is 
supposed  to  guard  against 
that." 

BULLY  BOYS.  Writing  a  pre- 
scription is  tricky  because 
boards,  like  the  companies 
they  oversee,  have  different 
cultures.  Nekoosa,  for  one, 
has  a  tradition  of  unanimous 
decisions,  which  looks  suspi- 
ciously like  a  rubber  stamp. 
Laidig  claims  the  opposite  is 
true.  "We  withdraw  or  delay 
anything  that  has  negative 
comments  until  we  can  get  a 
unanimous  vote,"  he  says.  A 
major  capital  spending  pro- 
posal, for  example,  was  with- 
drawn when  two  members  of 
the  board  "called  into  ques- 
tion the  assumptions."  Man- 
agement agreed  to  rethink 
the  proposal,  eventually  drop- 
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ping  it.  Other  companies,  such  as  Pfizer, 
want  the  negative  votes  recorded.  Pratt 
says  that  he  has  been  voted  down  on 
items  as  significant  as  acquisitions  and 
financings. 

Voting,  of  course,  isn't  the  only  issue. 
The  boardroom  must  be  a  forum  for  free 
discussion.  Yet  some  CEOs  stifle  dissent. 
Others  avoid  controversy  by  tabling  is- 
sues or  lining  up  outspoken 
supporters  for  their  plans  be- 
fore the  meeting.  A  candid 
exchange  of  views  at  commit- 
tee meetings  and  outside  the 
boardroom  is  even  more  im- 
portant than  what  happens  at 
meetings — and  that  can't  be 
mandated.  As  Paramount  CEO 
Martin  S.  Davis  said  in  an  in- 
terview before  he  bid  for 
Time:  "To  get  better  boards, 
we  have  to  have  better 
CEOS." 

Still,  plenty  of  people  have 
suggestions  that  could  make 
for  better  governance.  Sara 
Lee  CEO  John  H.  Bryan  Jr.  is 
one  of  many  who  diagnose 
the  key  issue  as  "the  problem 
of  the  club."  His  answer? 
"You've  got  to  have  people 
with  independent  reputations. 
There  is  a  much  greater 
chance  they'll  take  on  man- 
agement and  defend  share- 
holder interests." 

The  theory  contains  an  ele- 
ment of  truth.  For  example, 
by  most  accounts,  it  was 
shortly  after  Douglas  D. 
Danforth,  then  chairman  and 
CEO  of  Westinghouse  Electric 
Corp.,  was  added  to  the  board 
of  Love's  admirers  at  Nil  in 
1986  that  it  began  to  wake 
up.  And  financier  Carl  R. 
Pohlad,  who  cuts  a  wide 
swath  in  Midwestern  busi- 
ness circles,  is  the  man  trying 
to  sway  Frank  A.  Lorenzo  at 
Texas  Air. 

WINDOW  DRESSING.  But  name 
brand  directors  aren't 
enough.  Allegheny  Interna- 
tional's board  was  slow  to  act 
even  though  it  was  studded 
with  celebrated  naPle,'^,  in- 
cluding H.J.  Heinz  ChMir'san 
Anthony  J.  F.  O'Reilly,  for- 
mer Secretary  of  State  Alex- 
ander M.  Haig,  and  Carnegi 
Mellon  President  Richard  M. 
Cyert.  Sundstrand's  board  in- 
cluded many  notables,  too. 

Paradoxically,  there  are 
some  sources  who  believe 
that  the  1970s  push  to  broad- 
en board  membership  beyond 


executives  to  community  leaders,  educa- 
tors, scientists,  women,  and  blacks  didn't 
really  help.  Some  are  window  dressing — 
witness  Revlon  Group  Inc.'s  recent 
choice  for  director,  Nancy  Reagan.  Some 
newly  minted  directors  just  aren't 
knowledgeable  enough  about  the  work- 
ings of  corporations  to  take  active  roles 
or  to  see  through  obfuscations.  Many 


ROD  HILLS  ISH'T 
AFRAID  OF  A  SCRAP 


or  four  years,  we  never  had  a  satisfactory  board 
meeting,"  says  Roderick  M.  Hills  of  his  experience 
as  a  director  at  ailing  Oak  Industries  Inc.  Still, 
Hills  was  surprised  when  Oak  Chief  Executive  E.  L. 
McNeely  told  him  in  April  that  he  wouldn't  be  renominat- 
ed. That's  what  started  the  former  chairman  of  the  Secu- 
rities &  Exchange  Commission  on  his  proxy  battle  to 
unseat  five  of  eight  directors  at  the  electronic  parts  manu- 
facturer, including  McNeely.  On  June  6,  Hills  won. 

It  isn't  the  first  time  Hills  has  crusaded  for  more  corpo- 
rate accountability — and  it's  unlikely  to  be  the  last.  His 


■  CRUSADING  FOR 
MORE  CORPORATE 
ACCOUNTABILITY 


first  effort  came  in  1976,  after  several 
companies  were  found  to  be  paying 
bribes  to  gain  overseas  sales.  Then  at 
the  SEC,  Hills  decided  that  audit  committees  composed 
solely  of  outside  directors  would  help  check  such  illegal 
behavior.  He  got  the  New  York  Stock  Exchange  to  impose 
that  requirement  on  listed  companies.  More  recently.  Hills 
was  named  to  the  board  of  embattled  Drexel  Burnham 
Lambert  Inc.  and  its  special  oversight  committee. 

Hills  is  a  veteran  of  several  boards — currently  Federal- 
Mogul  besides  Oak  and  Drexel — as  is  his  wife,  U.  S.  Trade 
Representative  Carla  A.  Hills,  who  sat  on  six  corporate 
boards  until  her  appointment.  He  pushed  for  two  years 
for  changes  at  Oak,  but  his  suggestions  went  unheeded. 
Oak  was  still  losing  a  bundle  on  continuing  operations. 
With  no  end  in  sight,  Hills  decided  to  fight. 

Hills  believes  directors  should  pay  more  attention  to  a 
company's  stock  price.  If  a  company  is  undervalued,  they 
ov;e  it  to  shareholders  either  to  inform  Wall  Street  better 
or  to  replace  management.  The  takeover  game  is  persuad- 
ing iirectors  of  big  companies  to  do  just  that.  Now,  Hills 
says,  the  key  issue  is  getting  the  10,000-odd  publicly  listed 
companies  up  to  the  same  standards  as  the  top  1,000. 

By  Tim  Smart  in  Washington 


who  are  qualified  are  in  such  deman 
that  they  have  signed  on  to  more  board 
than  they  can  conceivably  handle. 

That's  one  reason  why,  as  demands  o 
directors  grow,  the  Council  of  Institi 
tional  Investors  has  a  solid  recommend; 
tion:  Corporations  should  consider  n 
stricting  their  director  recruitment  t 
candidates  who  would  limit  their  otht 
board  commitments. 

Beyond  that,  there's  a  nee 
to  break  the  strong  allegianc 
between  a  director  and  h 
CEO  without  creating  an  ai 
versarial  environment.  At 
bare  minimum,  the  CE 
should  not  be  the  key  selectc 
of  directors.  That's  a  choi 
for  a  nominating  committt 
dominated  by  outsiders. 

Carnegie  Mellon  chit 
Cyert,  who  admits  to  bein 
chastened  by  the  Allegher 
debacle,  also  believes  that  tl 
nominating  committee  shou 
periodically  review  the  contt 
bution  and  commitment  ( 
each  director,  a  course  f 
vored  by  55%  of  the  outsic 
directors  recently  surveyt 
by  Korn/Ferry  Internation 
(but  by  only  a  third  of  tl 
CEOs).  "Those  who  aren't  pe 
forming  should  be  asked 
leave,"  Cyert  says. 
NO  NEWS.  Shareholders,  to 
should  have  a  role  in  scru 
nizing  director  performanc 
Attendance,  for  one  thin 
could  be  published  in  pro> 
statements.  So  could  the  ot 
er  board  commitments  of  ( 
rectors.  Institutional  shar 
holders  could  attempt 
identify  ineffective  directo 
and  vote  them  out.  Th( 
could  continue  to  press  f 
confidential  proxy  voting  ar 
ballot  counting  by  outside  a 
ditors.  And  they  should  co) 
plain  when  companies  ha' 
boards  that  are  too  small- 
some  get  away  with  as  fe 
as  four  directors — or  too  hi 
More  than  20  is  probably  ti 
many,  no  matter  how  big  tl 
company. 

Assuming  the  right  peof 
are  on  the  board,  they  ha 
to  have  the  right  mform 
tion — a  key  problem  in  sor 
companies.   Directors  no 
claim  that  was  the  issue 
Mellon  Bank  Corp.,  where 
1987,  as  it  posted  its  first  lo 
in  its  118-year  history,  th' 
engineered  the  resignation 
CEO  J.  David  Barnes.  Dire 



:OVER  ST 


)rs  met  just  four  times  in  1985  and  five 
mes  in  1986.  They  knew  the  bank  had 
roblem  loans.  But,  says  one,  "the  depth 
P  the  problems  surprised  me." 
A  few  months  before  Barnes  reported 
le  somber  news,  two  representatives  of 
le  Mellon  family  began  to  work  for 
lange.  Then,  in  the  weeks  following, 
le  director  tried  to  find  out  the  bank's 
■ue  condition:  Donna  R.  Ecton,  then  a 
!ce-president  of  Campbell  Soup  Co., 
/en  called  bank  officers,  a  tactic  recom- 
lended  only  in  time  of  crisis. 
But  directors  can  demand  more  infor- 
lation  from  the  CEO — and  they  can  call 
)r  sound  analysis,  as  well  as  numbers, 
id  ask  that  the  information  be  deliv- 
•ed  in  time  for  more  than  a  quick  pe- 
isal.  More  than  one  outsider  complains 
'  thick  packages  of  data  arriving  just 
1  hours  before  the  board  meeting. 
Directors  can  also  take  a  greater  role 
corporate  strategy.  That's  just  what 
ippened  at  Control  Data  a  few  years 
fo  when  the  computer  company  began 
run  into  real  tf-oubles.  Says  director 
ichard  G.  Lareau:  "We  said  we  would 
:e  to  be  more  involved  in  strategic  deci- 
)ns — for  example,  in  computer  busi- 
!ss  strategy."  Now,  Lareau  says,  he- 
re the  board  meets  formally  on  a 
■iday,  it  will  spend  Thursday  afternoon 
id  evening  studying  a  business  sector, 
ch  as  computer  peripherals,  or  an  is- 
e,  such  as  efforts  to  improve  quality. 
If  CEOs  won't  agree  to  such  measures, 
5titutional  changes  may  be  necessary, 
'ert  proposes  electing  an  outside  direc- 
:  to  a  position  such  as  vice-chairman. 
;  would  be  paid  more,  given  the  role  of 
ibudsman,  and  would  be  expected  to 
end  at  least  one  day  a  month  at  the 
mpany  in  an  office  where  employees 
tuld  feel  free  to  discuss  inefficiencies, 
lud,  or  other  potential  problems. 
Paul  W.  MacAvoy,  dean  of  the  Univer- 
y  of  Rochester  business  school,  has 
other  idea.  He  believes  the  first  step 
reforming  boards  could  be  improving 
;  audit  function  of  the  outside  ac- 
inting  firm.  "It  might  include  more 
i  -to-date  and  incisive  material,  and  it 
I  )uld  audit  not  just  financial  results 
I  t  the  management  process — almost  a 
I  .nagement  audit,"  MacAvoy  says. 
'  LIT  DECISIONS.  Cyert  instituted  a  simi- 
kind  of  audit  at  Carnegie  Mellon.  "I 
I  3w  I  could  snow  [trustees]  since  I  had 
•ir  ear  and  I  could  balance  the  bud- 
;,"  he  says — ^just  as  directors  can  be 
)wed  or  left  in  the  dark.  He  has  been 
ough  three  reviews  by  a  committee  of 
stees  and  faculty.  As  a  result,  he 
's,  "I  changed  my  method  of  decision- 
king.  I  tended  to  be  much  more  auto- 
tic.  Now,  I  do  a  better  job  of  trying 
ideas  on  a  number  of  people  before 
1  king  a  decision." 
)thers  propose  that  the  job  of  chair- 
n  of  the  board  be  split  from  that  of 


CEO.  The  chairman,  after  all,  controls  the 
board's  agenda  and  makes  committee  as- 
signments, so  a  CEO/chairman  can  stack 
key  panels  on  compensation,  nomina- 
tions, and  audits  with  cronies.  Says 
Campbell  Soup  Chairman  Robert  J.  Vla- 
sic:  "There's  an  inherent  conflict  of  in- 
terest when  the  CEO,  the  man  who  works 
for  the  board  and  is  evaluated  by  the 
board,  is  also  the  chairman  of  that 
group.  It's  a  little  like  working  for  your- 
self." At  the  insistence  of  the  Dorrance 
family,  which  controls  the  company, 
Campbell  has  always  separated  the  jobs. 
Vlasic  believes  "the  chairman  should 
concentrate  his  efforts  on  shareholder 
relations  and  manage  the  board  of  direc- 
tors while  the  CEO  runs  the  business." 
CEOs  generally  claim  that  the  split  isn't 


necessary — and  perhaps  it  isn't  if  the 
CEO  actually  does  use  the  board  for  ad- 
vice and  counsel  and  views  directors  as 
representatives  of  shareholders.  But 
many  don't.  "Some  CEOs  regard  boards 
as  a  necessary  evil,"  says  Charles  F. 
Luce,  a  board  veteran  who  once  headed 
Consolidated  Edison  and  who  is  now  spe- 
cial counsel  to  Metropolitan  Life  Insur- 
ance Co.  "They  consult  them  to  the  mini- 
mum required  by  law."  It  was  Luce,  as 
the  senior  director  at  Allegis,  who  deliv- 
ered the  news  to  CEO  Richard  Ferris  that 
he  was  being  replaced  by  the  board. 

Ferris  is  a  case  in  point.  Says  Luce: 
"When  we  discharged  him,  one  director 
commented  that  Dick  thought  the  board 
worked  for  him.  We  thought  Ferris  was 
working  for  us."  Ferris  declined  to  com- 
ment on  that  or  any  board  issue. 

Allegis  did  not  split  the  jobs  of  CEO 
and  chairman.  But  it  had  another  mecha- 
nism that  gave  the  board  a  bit  of  inde- 
pendence— and  that  Luce  believes  is  ap- 
plicable elsewhere.  Each  March,  outside 
directors  would  meet  separately  to  re- 


view the  CEO's  performance  and  to  dis- 
cuss succession  plans.  The  directors  felt 
free  to  comment  more  candidly  than 
they  do  in  the  boardroom,  which  often 
contains  the  CEO's  subordinates.  Then, 
attributing  nothing  to  particular  individ- 
uals, the  senior  director  reported  the  dis- 
cussion to  the  CEO. 

GREEN  CARROT.  Pay  is  rarely  the  prime 
motivation  for  board  service,  but  some 
reformers  believe  it  could  be  used  to 
create  an  incentive  for  more  active  in- 
volvement. John  Pound,  an  economist  at 
Harvard  University's  Kennedy  School  of 
Government,  believes  director  pay — typi- 
cally $50,000  annually  at  large  compa- 
nies— should  be  boosted  substantially. 
"That  would  create  a  strong  incentive 
for  these  people  to  actually  do  things," 


Pound  says.  Others  think  the  answer 
lies  not  in  paying  directors  more  but  in 
paying  them  with  stock.  Sara  Lee,  for 
example,  now  pays  directors  30%  of  their 
$50,000  annual  fee  in  stock. 

No  one  wants  to  turn  the  relationship 
between  CEO  and  board  into  an  adver- 
sarial one.  Or  to  encourage  constant  sec- 
ond-guessing by  outsiders  who  will  nev- 
er have  all  the  information  management 
has.  Or  to  mandate  management  by  the 
board.  As  Sara  Lee's  Bryan  puts  it: 
"Committees  aren't  good  managers — 
they  take  the  conservative  course  or  lis- 
ten to  the  guy  who's  most  persuasive." 

Fair  enough.  But  management  at 
many  companies  does  need  to  be  made 
more  accountable.  If  more  boards  took 
charge,  management  would  be  under 
less  threat  of  attack — from  raiders, 
from  foreign  rivals,  from  shareholders, 
and  from  the  public  at  large. 

By  Judith  H.  Dobrzyyiski  in  New  York, 
ivith  Michael  Schroeder  and  Gregory  L. 
Miles  in  Pittsburgh,  Joseph  Weber  in  Phila- 
delphia, and  bureau  reports 
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A  SEAT  ON  THE  BOARD 

IS  GETTING  HOTTER  

Shareholders  are  holding  directors  liable  more  often — and  the  courts  are  backing  them  up 


In  May,  a  trustee  for  a  shareholder 
sued  the  board  of  Occidental  Petro- 
leum Corp.  for  allocating  $86  million 
to  a  museum  named  after  CEO  Armand 
Hammer.  And  owners  of  Yuba  Natural 
Resources  Inc.  sued  directors  for  alleg- 
edly allowing  the  mining  company  to  be 
used  to  launder  drug  money.  Sharehold- 
ers recently  sued  Microsoft  Corp.'s 
board  because  the  company  failed  to 
meet  first-quarter  earnings  estimates, 
causing  its  stock  to  drop  eight  points  in 
a  day.  And  they  targeted  directors  of 
Time,  Warner,  Exxon,  Avon,  Blockbust- 
er Entertainment,  Litton,  and  Lockheed. 

Most  are  fighting  the  cases  vigorous- 
ly. But  the  moral  is  clear:  If  you're  a 
director,  these  days  you  had  better  have 
a  good  lawyer  and  plenty  of  insurance. 
Shareholder  litigation  '  is  exploding," 
says  Frank  Reynolds,  editor  of  Corpo- 
rate Officers  and  Director^  Liability 
Litigation  Reporter,  a  newsletter  that 
tracks  such  suits.  The  result  is  a 
changed  climate  in  the  boardroom. 
"We're  being  asked  to  earn  our  sail 
more  frequently,"  says  Ralph  Z.  Soren- 


son,   a  director  of  Polaroid  Corp. 

The  pressure  to  perform  has  been 
building  since  at  least  1985,  when  the 
Delaware  Supreme  Court  stunned  the 
corporate  world  by  finding  that  Trans 
Union  Corp.'s  directors  had  been  too 
quick  to  accept  a  takeover  bid.  It  held 
them  personally  liable  for  the  difference 
between  the  offer  they  accepted  and  the 
price  the  company  might  have  fetched  in 
a  sale.  The  directors  then  agreed  to  pay 
$13.5  million  of  the  $23.5  million  settle- 
ment— the  excess  over  their  insurance. 
COTTAGE  INDUSTRY.  Before  Trans  Union, 
directors  seemed  invulnerable  to  liabil- 
ity— generally  protected  by  the  so-called 
business  judgment  rule,  which  they  used 
to  justify  virtually  any  board  decision. 
Since  then,  though,  court  rulings  are  in- 
creasingly rejecting  decisions  that  seem 
unfair  to  shareholders,  especially  during 
takeover  wars.  And  they're  spelling  out 
fiduciary  obligations  and  setting  guide- 
lines for  decision-making  that  may  make 
it  even  easier  to  fault  directors  in  court. 

The  favorable  rulings  have  also 
spurred  the  growth  of  a  cottage  in- 


dustry of  shareholder  lawyers,  who 
turn  trigger  more  litigation.  For  co 
tingency  fees  of  typically  257°  to  50', 
these  "strike"  lawyers  grind  out  cla; 
actions  on  shareholders'  behalf  or  d 
rivative  suits  to  recover  damages  f 
the  corporation.  Often,  they  reach  tl 
courthouse  within  hours  of  a  corpora 
development — encouraging  an  outdati 
view  that  they  are  ambulance-chaser 


S  H  A  R  El 


HOLLY  FARMS  A  class  action  in  Delaware  aji 
Holly,  its  directors,  and  ConAgra  Inc.,  wl';l 
for  Holly  after  Tysons  Food  put  the  chir 
company  in  play,  charges  that  HoUy's  bo- 
coordinated  effort  with  ConAgra,  improj  'i 
auctioned  the  concern 

NORTHROP  A  shareholders'  suit  against  N  - 
throp.  Its  board,  former  Chairman  Thorn 
Jones,  and  certain  "consultants"  is  pend  ^ 
federal  court  in  Los  Angeles.  The  suit  c\:i 
wide-ranging  course  of  illegal  conduct,  ir!u 
payments  to  South  Korean  government  ii 
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Now,  even  their  opponents  say  other- 
ise.  For  their  part,  shareholder  lawyers 
,st  themselves  as  guardians  of  a  com- 
my's  rightful  owners.  "You  can't  trust 
anagement  to  speak  for  the  sharehold- 
,"  says  Melvin  I.  Weiss  of  Milberg 
eiss  Bershad  Specthrie  &  Lerach. 
tianagement  is  worried  about  keeping 
5  accoutrements  of  power."  Weiss 
lims  his  24-year-old  firm  has  won 
lareholders  "well  over"  $2  billion. 
The  nature  of  shareholder  litigation  is 
langing,  too.  For  years,  most  cases 
amed  directors  for  failing  to  make  dis- 
3sures  in  stock  offerings  or  in  financial 
atements  that,  when  revealed,  caused 
drastic  stock  drop.  Recently,  in  reac- 
)n  to  government  fraud  investigations, 
lits  against  defense  contractors  have 
icome  hot.  Besides  nondisclosure,  these 
lits  often  allege  far-reaching  federal 
cketeering  violations  that  could  hold 
rectors  personally  liable  for  three 
nes  the  amount  of  actual  damages 
m.  And  directors  face  more  suits  over 
eir  policy  decisions  or  performance, 
fter  the  Exxon  Valdez  oil  spill,  share- 
ilders  sued  Exxon's  directors,  alleging 
ismanagement,  and  are  seeking  to  hold 
em  liable  for  the  oil  giant's  losses. 

BOOM.  Other  areas  of  potential  li- 
dlity  are  just  as  troubling  for  direc- 
rs.  Harvey  J.  Goldschmid,  a  corporate 
K  expert  at  Columbia  University  Law 
hool,  says  court  rulings  suggest  that 
•ectors  may  be  held  liable  when  a  com- 
ny  deliberately  ignores  environmental 
zards.  They  also  risk  potential  liability 
"controlling  persons"  under  a  1988 
V  for  failing  to  take  adequate  steps  to 
ter  insider  trading  by  employees. 
The  really  big  boom,  however,  is  in 
i  mergers  and  acquisitions  arena, 
lere  virtually  every  battle  results  in  a 
art  fight.  Managers  and  raiders  use 
i  courts  to  delay  a  bid  long  enough  to 
d  a  white  knight  or  win  public  sup- 
rt.  Shareholders  and  raiders  sue  to 
•ce  managers  to  take  a  bid  more  seri- 
3ly.  The  takeover  suits  are  so  com- 
m,  in  fact,  that  companies  build  into 
;  deals  the  $10  million  to  $20  million  it 
:es  to  defend  them,  according  to 


Ralph  Whitworth,  director  of  the  58,000- 
member  United  Shareholders  Assn. 

Most  companies  make  fast  out-of- 
court  settlements  so  the  deals  can  close. 
But  when  control  battles  do  go  to  court, 
shareholders  are  winning  more  often.  In 
Delaware,  where  more  than  half  the 
companies  on  the  New  York  Stock  Ex- 
change are  incorporated,  courts  are  in- 
creasingly holding  directors  responsible 
for  overseeing  management's  fair  deal- 
ing and  ensuring  the  maximization  of 
shareholder  value.  Consequently,  once  a 
company  is  for  sale,  the  Delaware  courts 
obligate  the  board  to  consider  competing 
offers  and  get  the  best  price.  The  Dela- 
ware Supreme  Court  spelled  out  this 
duty  in  1986  when  scrutinizing  Ronald 
0.  Perelman's  hostile  bid  for  Revlon  Inc. 

On  May  3,  the  same  court  went  a  step 
further.  Warning  that  directors  drawn 
into  bidding  wars  could  be  liable  for  fail- 
ing to  ensure  that  the  auction  process  is 


evenhanded,  it  invalidated  a  "lockup" 
agreement  Macmillan  Inc.  made  last 
year  with  friendly  Kohlberg  Kravis  Rob- 
erts &  Co.  to  fend  off  unwanted  suitor 
Robert  Maxwell.  The  court  also  blasted 
the  auction  as  "impermissibly  skewed" 
in  kkr's  favor  after  finding  that  the  le- 
veraged buyout  firm  had  gotten  a  secret 
tip  of  Maxwell's  bid  from  Macmillan's 
chairman  and  president  and  its  invest- 
ment bankers.  An  earlier  ruling  let  Max- 
well take  control  of  the  publishing  giant. 
BIG  CHILL.  "The  general  thrust  of  Mac- 
millan is  that  if  you  treat  bidders  un- 
equally, you  had  better  have  a  good 
reason,"  says  R.  Bruce  McNew,  a  Wil- 
mington lawyer  with  Greenfield  &  Chi- 
micles.  McNew  recently  filed  a  share- 
holders' suit  against  Time's  directors  to 
stop  its  proposed  merger  with  Warner 
Communications  Inc. 

Directors  who  are  sued  for  garden- 
variety  securities  violations  are  having 
an  easier  time  in  court.  But  most  of 
these  cases  don't  get  that  far  because 
companies  settle.  An  informal  survey  by 
Melvin  R.  Goldman,  a  San  Francisco  law- 
yer, revealed  only  three  shareholder 
cases  that  recently  went  to  trial.  Even 
then,  two  settled  before  the  verdict. 

A  case  against  Polaroid  is  on  appeal  in 
Boston  after  a  shareholder  trial  victory. 
But  in  a  suit  against  Datapoint  Corp., 
the  company  and  directors  settled  before 
trial,  and  the  accountants  settled  after  a 
$21  million  jury  verdict  instead  of  ap- 
pealing. In  the  third  case  against  Nu- 
corp  Energy  Inc.,  a  California  jury 
threw  out  the  $200  million-plus  class  ac- 
tion. But  that  didn't  help  Nucorp's  direc- 
tors, who,  along  with  the  officers,  made 
a  $41.5  million  settlement  on  the  eve  of 
trial,  leaving  the  underwriters  and  ac- 
countants to  go  to  court. 

Besides  hitting  corporate  treasuries, 
the  suits  hurt  in  other  ways.  For  emerg- 
ing companies,  often  without  liability  in- 
surance, the  suits  chill  their  willingness 
to  take  risks,  such  as  going  public,  says 
Goldman.  And  the  escalating  risks  and 
time  demands  of  directorship  are  mak- 
ing it  harder  to  recruit.  Troubled  South- 
mark  Corp.  wanted  so  to  hold  on  to  two 
directors  that  it  paid  them  a  onetime, 
$300,000  bonus  for  services  rendered.  To 
entice  new  directors,  it  offers  a  $50,000 
"sign-on"  bonus  and  $50,000  a  year  in 
pay,  about  $20,000  more  than  the  nation- 
al mean  or  higher-paid  directors,  accord- 
ing to  Heidrick  &  Struggles  Inc. 

Such  lawsuits  are  putting  more  pres- 
sure on  directors  to  perform.  Their  law- 
yers claim  too  much.  Perhaps.  But  for 
now,  the  reward  of  having  directors  who 
pay  attention  seems  more  worthwhile 
than  restricting  their  liability:  The  suits 
are  making  directors  responsible  in  ways 
shareholders  have  the  right  to  expect. 

By  Mic.hele  Galen  in  New  York,  ivith  bu- 
reau reports 
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:R  SUITS  HIT  DIRECT 


e  F-20  Tigershark  fighter  aircraft.  Sep- 
i  grand  jury  is  investigating 

AVINGS  &  LOAN  A  class  action  pending  in 
Durt  in  Los  Angeles  against  chairman 
i.  Keating  and  the  other  officers  and  di- 
f  American  Continental  Corp.,  LLn- 
rent  company,  charges  securities  fraud 
iteering  violations  arising  from  the  sale 
ornately  $250  million  of  debentures  to 
n  23,000  people.  The  shareholders  al- 
the  bonds  are  virtually  worthless, 
■  heir  shares  to  plummet 


LOTUS  DEVELOPMENT  Three  suits,  pending  in  Bos- 
ton, charge  Lotus  directors  with  delaying  disclo- 
sure that  the  1-2-3  progi'am  would  be  ready  lat- 
er than  announced.  A  related  action,  pending  in 
Delaware,  criticizes  four  Lotus  outside  direc- 
tors for  failing  to  prevent  executives  from  trad- 
ing with  the  inside  information 

RJR  NABISCO  A  class  action  pending  in  Delaware 
accuses  the  board  of  breaching  fiduciary  duties 
in  the  conduct  of  the  auction  for  the  company. 
Shareholders  claim  they  received  less  than 
maximum  value  for  their  stock 


■nance 


REAL  ESTATE 


REAL  ESTATE  PARTNERSHIPS  ARE  SINKING, 
WITH  NO  LIFEBOATS  IN  SIGHT 


Millions  of  investors  bought  into  RELPs  that  have  gone  bankrupt  or  belly-up 


ette  Geossling  found  a  good  deal: 
Something  called  a  limited  part- 
nership wanted  her  money  to  in- 
vest in  shopping  centers  and  warehouses 
in  the  booming  Southwest.  The  61-year- 
old  widow  from  Pinellas  Park,  Fla., 
pulled  most  of  her  life  savings  out  of 
blue-chip  stocks  and  certificates  of  de- 
posit in  1985  and  invested  $180,000  in 
several  of  Guaranty  Financial  Corp.'s 
real-estate  limited  partnerships  (RELPs). 

Bad  move.  The  Southwestern  boom 
went  bust,  and  her  debt-burdened  enter- 
prises filed  for  court  protection  from 
creditors.  But  that  does  Geossling  no 
good.  She  has  sued  Tampa-based  Guar- 
anty and  the  broker  who  sold  her  the 
deal,  saying  it  was  too  risky.  Guaranty's 
principals  couldn't  be  reached  for  com- 
ment. For  now,  at  least,  it's  goodbye 
$180,000. 

GUT  PUNCHES.  It  may  be  cold  comfort 
for  her,  but  Geossling  has  a  lot  of  com- 
pany— and  she's  goiti,''  to  get  much 
more.  And  increasing!/,  some  of  the 
companies  that  promote*!  the  partner- 
ships are  sharing  the  pain.  Over  the  past 
decade,  millions  of  people  ha\  e  jjoured 
some  $100  billion  into  limited  pa  tner- 
ships,  with  $44  billion  of  it  invested  in 
real  estate.  Total  losses  are  $24  billion, 


and  .$1(1  Ijillion  of  that  is  in  RELPs,  esti- 
mates Jerry  Clevenger,  president  of  In- 
vestors Advantage  Corp.,  a  Palm  Harbor 
(Fla.)  RELP  dealer.  Some  RELPs  have  lost 
25%  to  50%  of  their  money. 

Typically,  a  limited  partnership  is  pro- 
moted and  run  by  general  partners,  also 
known  as  sponsors.  The  limited  part- 
ners, like  Geossling,  are  just  investors, 
with  no  say  in  operations.  In  their  halcy- 
on days  early  in  the  decade,  the  partner- 
ships were  prized  primarily  as  tax  shel- 
ters, but  they  were  also  expected  to 
return  the  principal  plus  a  profit  when 
properties  were  sold  in  5  to  10  years. 
However,  one  study  of  650  partnerships 
shows  that  less  than  21%-  of  them  would 
even  be  able  to  return  investors'  capital 
if  they  were  liquidated  at  today's  values. 
That  would  be  a  loss  of  $6.5  billion,  ac- 
cording to  Steven  Bleier,  president  of 


The  industry  lost  its  best 
sales  pitch  in  1986,  when 
tax  reform  killed  its  status  as  a 
four-star  shelter 


Diligence  Inc.,  a  White  Plains  (N.  \ 
firm  that  monitors  partnerships.  Mai 
of  these  are  "an  accident  waiting  to  ha 
pen,"  charges  Barry  Cliff,  a  financi 
planner  with  Financial  Network  Inve.- 
ment  Corp.  in  Torrance,  Calif. 

The  real-estate  rout  in  the  Southwe 
gets  a  large  chunk  of  the  blame.  For 
closures  on  unrented  Dallas  gardt 
apartments  and  empty  Denver  offi 
buildings  are  gut  punches  to  partnt 
ships.  Slightly  more  fortunate  a 
ventures  with  properties  whose  n, 
worth  and  cash  flow  may  be  negative 
but  which  are  at  least  still 
operation. 

Turbulence  in  the  energy  industr 
which  smashed  Southwestern  proper 
values,  also  knocked  down  partnershi 
in  oil  and  gas  fields.  Other  efforts,  su' 
as  windmill  farms  to  produce  electricit 
never  even  found  a  market.  Most  spo 
sors  made  matters  worse  by  chargii 
investors  such  hefty  fees  that  the  entt 
prises  had  to  make  a  25%-  profit  just  • 
break  even.  But  the  biggest  negatit 
was  the  1986  tax  reform,  which  endl 
the  limited  partnerships'  role  as  foi 
star  tax  shelters.  The  industry  sudden 
lost  its  best  sales  pitch,  and  sales 
RELPs  have  plunged  from  a  record  $<:^ 
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llion  in  1986  to  a  $2.3  billion  annual 
te  so  far  this  year  (chart). 
That  has  been  a  blow  to  some  of  the 
rge  brokerage  houses,  which  had  seen 
;lps  as  one  of  their  most  lucrative  re- 
il  products.  Atop  the  8%  sales  load 
me  other  front-end  fees  of  up  to  15%. 
nee  1984,  Prudential-Bache  and  Shear- 
n  Lehman  Hutton  have  each  sold  more 
an  $3  billion  worth  of  deals,  and  Mer- 
1  Lynch  some  $2.5  billion. 
Of  course,  not  all  real  estate  deals 
,ve  soured.  Some  stayed  out  of  the 
luthwest  and  are  well  managed.  Lucky 
vestors  in  JMB  Carlyle  6  have  gotten 
larly  $1,700  in  distributions  on  every 
,000  invested  in  1979.  At  De  Anza  10, 
s  $773  per  $1,000.  From  1971  to  now, 
turns  on  RELPs  have  exceeded  those  of 
mds,  says  Robert  Stanger,  a  consul- 
nt  based  in  Shrewsbury,  N.J.  But 
ice  1983,  the  period  in  which 
ost  of  the  money  was  invested, 
;lps  have  trailed  bonds.  Only  a 
al  estate  mark^^t  rebound  in 
e  1990s  will  b."ing  back  the 
lod  old  days. 

For  the  companies  behind  the 
;lps,  overcoming  such  econom- 
weaknesses  can  be  grueling, 
tegrated  Resources  Inc.,  once 
soaring  RELP  syndicator,  tried 
protect  itself  after  tax  reform 
diversifying  into  insurance 
d  investment  advice.  That 
isn't  enough. 

EFAB  HOSING.  The  payout  in 
3se  new  fields  is  a  long  time 
'ay,  and  Integrated  lacks  a 
althy  cash  flow  from  its  RELP 
'e  business  to  tide  it  over.  Its 
st-quarter  1989  RELP  sales  rev- 
ue plunged  26%  from  the  com- 
rable  1988  period,  to  $89  mil- 
a.  Its  stock  price  has  been  in  a  free 
1,  and  new  investment  money  is  hard 
find.  Louisville's  ICH  Corp.,  an  insur- 
;e  conglomerate,  scotched  its  deal  to 
rease  its  9.6%  stake.  Groaning  under 
irly  $1.8  billion  in  debt,  Integrated 
i  defaulted  on  short-term  debt.  On 
le  19,  it  asked  skeptical  lenders  to 
K.  asset  sales  and  a  restructuring  to 
etch  the  due  date  on  some  of  its  paper 
m  45  days  to  18  months. 
Vhen  RELPS  looked  like  cash  cows, 
i  y  inspired  a  lot  of  ambitious  plans 
.t,  when  things  went  wrong,  mired 
m  in  legal  problems.  Cardinal  Indus- 
is  Inc.  used  limited  partnerships  to 
I  its  growth  as  the  nation's  biggest 
fabricated-housing  manufacturer.  In- 
ad,  the  Columbus  (Ohio)  RELP  sponsor 
ded  in  Chapter  11. 

Jnable  to  syndicate  more  RELPs  after 
reform,  the  company  nevertheless 
it  building.  By  December,  1988,  a  lim- 
1  partners'  lawsuit  alleges,  it  was  in 
h  a  bind  that  it  used  cash  from  part- 
ship  accounts  to  pay  the  expenses  of 


its  own  properties.  Cardinal  was  forced 
to  seek  court  protection  in  April  after 
the  limited  partners  sued  to  get  back 
their  money.  Now,  Cardinal,  which  didn't 
return  phone  calls,  isn't  making  any  pay- 
ments on  the  debt-laden  RELP  properties, 
and  several  have  already  gone  into  fore- 
closure. "There's  no  one  taking  care  of 
the  limited  partners'  interests,"  says 
William  Brownfield,  the  limited  partners' 
lawyer. 

The  epicenter  of  RELP  woes  is  in  the 
Southwest.  In  better  days,  Dallas' 
Southmark  Corp.  bought  several  part- 
nership syndicators.  Now,  four  of  its 
RELPS,  all  known  as  University  Real  Es- 
tate Investors,  are  among  those  with  a 
hefty  negative  net  worth  (table).  And 
Southmark  isn't  pulling  in  enough  fee 
revenue  to  pay  interest  on  its  $1.2  billion 
in  junk  debt.  So  it  is  selling  assets  to  pay 


partnerships,  Balcor  sees  "opportunities 
in  other  businesses." 

Well,  at  least  partnership  investors 
can  offset  their  losses  with  tax  write- 
offs, right?  Look  again.  The  Internal 
Revenue  Service  counts  debt  forgiven  by 
creditors  after  a  foreclosure  as  taxable 
income.  And  the  IRS  is  cracking  down  on 
what  it  calls  overstated  loss  deductions, 
collecting  $3.3  billion  in  1987  alone  from 
152,000  limited  partnership  investors. 
•MORE  STRINGENT.'  It's  tough  for  inves- 
tors to  sell  off  their  RELP  stakes.  The 
small  secondary  market  that  exists  is 
selective  about  what  it  accepts,  and  then 
only  at  discounts  of  one-third  or  more. 
The  secondary  market  for  limited  part- 
nerships in  general  is  very  thin:  Units 
with  a  face  value  of  only  about  $400 
million  are  resold  yearly  through  bro- 
kerage houses,  and  about  $100  million 
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TROUBLED  PUBLIC  RELPs 
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Negative  net  worth 
per$1,000lnvested* 

UNIVERSITY  REAL  ESTATE  INVESTORS  1 

-$2,134 

UNIVERSITY  REAL  ESTATE  INVESTORS  80 

-1,832 

UNIVERSITY  REAL  ESTATE  FUND  10 

-1,527 

REALMARK  PROPERTY  INVESTORS  1 

-777 

UNIVERSITY  REAL  ESTATE  INVESTORS  81 

-725 

KRUPP  ASSOCIATES  1980-1 

-481 

NATIONAL  R.E.  LTD.  PARTNERSHIP  III 

-404 

PRU-BACHE/VMS 

-398 

JACQUES-MILLER  REALTY  PARTNERS  1 

-228 

*  Figures  are  from  reports  issued  by  yeorend  1988 

DATA:  THE  SUNGIR  REPORT 


OAFA:  DILIGENCE  INC. 


down  debt.  Southmark's  officials  say  its 
problems  are  in  the  past. 

Under  shareholder  pressure,  top  exec- 
utives Gene  E.  Phillips  and  William  S. 
Friedman  resigned  in  January.  But  the 
price  of  their  departure  set  off  a  new 
controversy.  They  were  allowed  to  take 
control  of  a  trust  that  included  three  of 
Southmark's  best  RELPs — to  the  dismay 
of  investors. 

The  answer  for  some  RELP  syndicators 
is  to  get  out  of  the  business.  Consider 
the  $70  million  Balcor  Realty  Investors 
83-Series  II.  This  partnership  has  al- 
ready lost  three  properties  to  foreclo- 
sure and  sold  two  for  no  gain;  the  re- 
maining nine  are  operating  at  a  deficit. 
Other  Balcor  partnerships  are  facing 
similar  problems.  Fed  up,  Balcor,  a  unit 
of  American  Express  Co.'s  Shearson,  de- 
cided in  May  to  pull  out  of  syndication 
altogether.  Balcor  had  seen  its  sales  slip 
from  nearly  $1  billion  in  1985  to  less 
than  $50  million  last  year.  According  to 
Stephen  H.  Silverstein,  the  Shearson  se- 
nior executive  vice-president  for  limited 


more  are  handled  by  a  dozen  market 
makers. 

Does  all  this  mean  that  limited  part- 
nerships are  headed  for  extinction?  The 
industry  is  trying  to  restore  confidence. 
Some  sponsors  now  "guarantee"  return 
of  the  original  investment  by  using  part 
of  the  unit  sales  proceeds  to  buy  zero- 
coupon  bonds  timed  to  mature  when  the 
partnership  ends.  Shearson  has  trimmed 
its  fees  and  is  encouraging  others  to 
follow  suit.  Christopher  L.  Davis,  presi- 
dent of  the  Washington-based  Invest- 
ment Partnership  Assn.,  an  industry 
group,  reports  that  large  brokerage 
houses  are  putting  deals  "through  more 
stringent  reviews." 

The  word  partnership  usually  con- 
notes warmth  and  welcome.  Yet  with  so 
many  investors  around,  such  as  Geoss- 
ling,  who  have  lost  most  of  their  sav- 
ings, restoring  that  meaning  will  take 
work. 

By  Laura  Jereski  in  Boston  and  Larry 
Light  in  New  York,  with  Kevin  Kelly  in 
Dallas 
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MONEY  &  BANKING  I 


HOW  BANC  ONE  MOVED 
TO  THE  FRONT  OF  THE  LINE 


Its  emphasis  on  retail  has  made  it  No.  1.  So  why  buy  MCorp? 


When  John  B.  McCoy,  chairman 
of  Banc  One  Corp.,  needed  a 
marketing  gimmick  a  few 
years  back,  his  thoughts  turned  to  an 
upscale  supermarket.  Now,  he's  testing 
trendy  branches  where  neon  signs  ad- 
vertise services  from  lending  to  vacation 
planning.  The  Columbus  (Ohio)  regional 
bank  even  has  a  "weekly  special,"  such 
as  an  18-month  certificate  of 
deposit  paying  9.15%  against 
the  area's  prevailing  9%. 

The  retail  emphasis  is  hard- 
ly misplaced.  With  assets  of 
$25.3  billion,  the  bank  is  only 
the  25th  largest.  But  when 
measured  by  return  on  assets 
(chart),  Banc  One  has  ranked 
among  the  five  most  profit- 
able U.  S.  banks  since  1984, 
according  to  IBCA  Banking 
Analysis  Ltd.  And  for  the 
past  four  quarters,  it  has 
been  No.  1;  net  earnings  in 
1988  were  $340.2  million,  a 
47%  gain  over  1987,  when 
Banc  One  wrote  off  much  of 
its  Latin  American  debt. 

With  Third  World  loans 
only  a  bad  memory  now,  Mc- 
Coy sees  no  reason  to  alter  a 
strategy  based  on  small-busi- 
ness loans,  home  mortgages, 
car  loans,  and  credit  cards. 
"We  follow  our  nose  and  keep 
doing  what  we  do  best,"  says 
McCoy,  46,  whose  father  and 
grandfather  also  headed  the  bank.  The 
market  obviously  agrees:  The  stock,  at 
around  27,  sells  at  10.2  times  earnings, 
against  a  price-earnings  ratio  of  4.9  for 
the  big  money-center  banks. 
GROWING  ROSES.  McCoy  keeps  adding  to 
the  menu  of  retail  services  to  capture  a 
wider  audience.  Wheii  Banc  One  ac- 
quired First  National  Bank  in  Richmond, 
Ind.,  it  adopted  the  bank's  ser 'or  citizen 
program  that  runs  seminars  oi,  subjects 
such  as  growing  roses  and  understand- 
ing trust  services — besides  arranging 
vacations  and,  yes,  loans. 

The  centerpiece  of  the  bank's  retail 
activities  remains  its  credit-card  busi- 
ness. Legions  of  Americans  first  became 
acquainted  with  Banc  One  when  Merrill 
Lynch  &  Co.  hired  it  in  1977  to  handle  its 


then  pioneering  Cash  Management  Ac- 
counts. At  the  time,  analysts  fretted 
that  the  bank  was  becoming  overly  de- 
pendent on  the  Wall  Street  giant.  But 
the  link  established  Banc  One's  reputa- 
tion in  credit-card  processing. 

When  Merrill  took  the  tasks  in-house 
in  1984,  Banc  One  found  customers  wait- 
ing in  the  wings.  The  American  Associa- 


tion of  Retired  Persons,  Northwest  Air- 
lines, and  Comp-U-Card  are  now  among 
its  biggest  clients.  In  addition,  aarp 
tapped  Banc  One  two  years  ago  to  help 
create  a  nationwide  credit  union,  and 
McCoy  hopes  other  groups  will  follow 
suit.  Interest  aside,  the  servicing  of  8 
million  credit-card  ac- 
counts brought  in  $171.2 
million  last  year. 

Still,  risks  abound  even 
in  the  retail  end  of  the 
market.  Traditionally, 
credit-card  loans  are 
more  prone  to  default 
than  other  types  of  con- 
sumer debt.  And  there  is 
no  telling  what  would 
happen  to  Banc  One's 
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BANC  ONE  TOPS  ITS  PEERS 
IN  RETURN  ON  ASSETS 


A  PERCENT  -FIRST  QUARTtli 

DATA:  IBU  BANKING  ANALYSIS  LTD. 


balance  sheet  if  the  economy  took  a  tui 
for  the  worse.  Credit  cards,  althou^ 
they  represent  only  about  10%'  of  loui 
outstanding,  accounted  for  13.8%  of  i 
terest  income  in  1988.  With  this  in  min 
Banc  One  reduced  its  exposure  by  se 
ing  off  almost  $1  billion  in  credit-cui 
receivables  last  year.  The  pruning  pr 
cess  continues  at  a  slower  pace. 
SECRET  BIDS.  But  reining  in  its  cred 
card  business  may  not  be  enough 
keep  the  bank's  enviable  earnings  recu 
on  track.  A  slowdown  in  consum 
spending  would  crimp  borrowing,  wh: 
a  recession  would  swell  defaults.  Ev( 
with  565  branches  spread  out  aero 
Ohio,  Indiana,  Michigan,  Kentucky,  ai 
Wisconsin,  Banc  One  could  face  an  n 
hill  battle  to  win  more  customers. 

This  probably  best  explains  Bai 
One's  bid  to  acquire  the  assets  of  Dall; 

based  MCorp,  a  troubled  $ 
billion  bank  holding  compan 
most  of  MCorp's  assets  a-, 
now  in  the  hands  of  the  Ft- 
eral  Deposit  Insurance  C<ii 
Takeovers  are  nothing  new 
Banc  One.  It  has  picked  u] 
banks  over  the  past  20  yr 
and  even  has  a  five-peiv 
staff  devoted  to  finding  liis 
candidates.  Nevertheless,  th 
would  be  the  first  time  Ba 
One  strayed  from  its  practi; 
of  going  after  small  and  mv 
um-size  banks  with  solid  l»- 
ance  sheets. 

So  far,  five  other  ban 
have  submitted  secret  bids  f  • 
MCorp's  assets,  and  some  ai 
lysts  question  Banc  One's  i- 
solve  to  win  the  contest.  1/ 
ing  it  might  not  be  all  b; 
Taking  on  those  insolv.' 
banks  formerly  owned  I 
MCorp  could,  at  least  for 
while,  knock  Banc  One  off 
profitability  perch. 
But  McCoy  believes  l; 
deal  has  merit.  For  starters,  federal  rt 
ulators  have  agreed  to  assume  bad  co  t, 
mercial  real  estate  and  energy  loans, 
effect  wiping  MCorp's  slate  clean.  Wi 
that  done.  Banc  One  could  transfoi 
what's  left  into  the  biggest  retail  n^ 
work  in  a  state  where  there  is  no  esti 
lished  consumer-banki: 
leader.  It's  an  unchan 
teristic  gamble  for 
bank  that  has  built 
prosperity  by  following 
steady,  predictable  pai 
But  it's  a  move  that, 
the  long  run,  just  coi 
end  up  keeping  Banc  0  ^ 
No.  1. 

By  Stephen  Phillips 
Cleveland 


FIN/ 


RKETS  &  INVESTMENTS! 


BONDHOLDERS  BRACE 
OR  THE  GREAT  ROUNDUP 


s  rates  fall,  cities  and  companies  are  calling  in  old  debt 


ost  investors  buy  bonds  to  lock 
in  year  after  year  of  interest 
income.  That's  what  they  get 
len  they  buy  long-term  Treasuries, 
it  in  recent  weeks,  many  corporate 
d  municipal  bondholders,  who've  been 
ngratulating  themselves  lately  for 
.ying  bonds  when  rates  were  high, 
;re  shocked  to  learn  that  their  money 
le  would  soon  be  cut  down. 
The  culprit  is  the  dra- 
itic  decline  in  interest 
tes.  It's  cheaper  for 
anicipal  and  corp  orate 
uers  to  pay  off  old 
bt  and  raise  new 
)ney  at  today's  lower 
tes.  "Many  people 
ught  20-  to  30-year 
nds  that  are  turning 
0  two-  to  three-year 
nds,"  says  Michael  R. 
igeles,  group  vice- 
isident  of  muni  bond 
irketing  for  Merrill 
nch  &  Co. 

IE  PRINT.  Take  MAC 
ids.  An  investor  who 
ight  Municipal  Assis- 
ice  Corp.  of  New 
rk  bonds  issued  in 
'9  is  getting  a  hefty 

tax-free.  While  the 
ids  had  30-year  ma- 
ities,  the  fine  print 
's  that  MAC  can  call 
m  on  July  1  of  this 
ir.  Sure  enough,  in 
!  of  the  largest  re- 
nptions  in  muni  his- 
y,  MAC  will  retire 
re  than  $1.1  billion 

outstanding  debt, 
it's  fine  for  MAC, 
ich  will  save  $70 

lion,  but  bad  for 
estors. 

AC  is  just  the  start.  For  the  ne.xt  four 
rs,  municipal  bond  issues  by  the  bun- 
ds are  likely  to  be  called.  Municipals 

issued  for  20  to  35  years,  but  most 

be  called  after  just  10  years.  The 
3  billion  in  munis  issued  in  1979  and 

early  1980s  at  double-digit  interest 
js  are  just  starting  to  reach  their 
1  anniversary.  And  if  rates  keep  slid- 

investors  are  in  for  an  even  bigger 
.  as  more  bonds  are  called. 


Corporate  bonds,  especially  utilities, 
are  also  vulnerable  to  being  called,  but 
here  the  investor  has  even  less  protec- 
tion. While  most  industrial,  bank,  and 
finance  company  bonds  have  five  years 
of  call  protection,  most  utility  bonds  do 
not.  If  rates  stay  the  same,  some  $5 
billion  of  electric  utility  bonds  alone 
could  be  called.  But  if  they  fall  an  addi- 
tional three-quarters  of  a  percentage 


BONDS  ON  THE  CALL  LIST 


Municipal 

Amount 

Millions 

Call  date 

MUNICIPAL  ASSIST.  CORP.  OF  N.Y.C. 

71/2%  TO  13%%  DUE  1989 TO  2008 

$1,165 

7/1/89 

H.Y.  STATE  POWER  AUTHORITY 

9%  TO  121/8%  DUE  1993  TO  2010 

250 

2/1/92 

SAN  ANTONIO  ELEC.  &  GAS 

91/4  %  DUE  2004 

75 

2/1/90 

Corporate 

PACIFIC  GAS  &EUaRIC 

14%  DUE  1994 

250 

6/1/89 

ARKANSAS  POWER  &  LIGHT 

13V4%  DUE  2020 

25 

7/11/89 

COMMONWEALTH  EDISON 

14%%  DUE  1994 

11 

7/31/89 

OTHERS  THAT  MAY  fOLlOW 

Municipal 

JACKSONVILLE  ELECTRIC  AUTHORITY 

91/8%  DUE  2007 

175 

10/1/93 

N.  Y.  STATE  MEDCARE/ST.  LUKE'S 

10%  TO  10%  %  DUE  2002  TO  2022 

57 

1/15/93 

Corporate 

SOUTHWESTERN  BELL 

11 1/2%  DUE  IN  2023 

300 

NOW 

EL  PASO  NATURAL  GAS 

12%%  DUE  2002 

125 

12/1/89 

HONEYWELL 

liye%  DUE  1992 

100 

11/1/89 

CONSUMERS  POWER 

16%%  DUE  1994 

100 

10/1/89 

GEORGIA  POWER 

131/8%  DUE  2012 

35 

1/2/90 

DATA:  SHEAR50N  LEHMAN  HUHON  INC.,  MERRILL  LYNCH  &  CO., 
SALOMON  BROTHERS  INC. 

point,  to  7.5%,  $29  billion  more  in  electric 
utility  issues  would  be  retired,  says  Eu- 
nice T.  Reich,  a  utility-bond  analyst  for 
Merrill  Lynch. 

Many  a  broker  has  sold  utility  bonds 
by  pitching  the  refunding  protection  that 
the  bonds  offer.  The  utility  has  agreed 
not  to  issue  debt  at  a  lower  cost  to  retire 
that  bond.  Utilities,  however,  can  get 
around  this  restriction  by  using  cash  on 
hand  to  retire  the  debt.  Then,  at  a  later 


date,  they  go  out  and  issue  new  bonds. 
With  lower  interest  rates  providing  an 
incentive,  "these  companies  get  very  cre- 
ative," says  Reich. 

The  biggest  hazard  is  buying  munis  or 
corporates  that  are  subject  to  calls  with- 
in the  next  few  years.  For  example,  an 
investor  pays  $1,200  for  a  muni  with  a 
face  value  of  $1,000.  He  thinks  he's  get- 
ting 9%  for  15  years.  But  in  three  years 
the  bond  is  called  at  face  value,  and  the 
investor  ends  up  with  an  annual  yield  of 
only  2.1%. 

GAME  PLANS.  What  should  investors  do 
if  their  bonds  are  called?  Shearson 
Lehman  Hutton  Inc.,  in  a  recently 
launched  ad  campaign,  is  telling  MAC 
bondholders  that  "it  is  virtually  impossi- 
ble to  replace  the  income  you  were  re- 
ceiving on  your  older  MAC  bonds."  While 
the  going  is  good,  swap  into  new  7%  tax- 
free  munis,  they  advise. 

If  an  investor  has 
bonds  that  will  almost 
certainly  be  called  in  a 
few  years,  the  choice  is 
tougher:  Either  collect  a 
few  more  years  of  inter- 
est at  yesterday's  high 
rates  or  lock  in  today's 
rates  because  they  may 
go  down.  For  example, 
an  investor  who  owns  a 
$100,000,  10%  bond  call- 
able in  1992  can  collect 
$10,000  for  three  years. 
Then  in  1992,  he  can  re- 
invest the  $100,000  he'll 
get  for  the  bonds.  But 
the  rate  by  then  may  be 
6%,  and  he'll  only  get 
$6,000  a  year.  Merrill  is 
forecasting  that  inter- 
est rates  are  likely  to 
fall  and  recommending 
that  clients  whose 
bonds  will  be  called  in 
the  next  few  years  cash 
in  now.  Since  bonds 
that  are  callable  are  de- 
creasing in  value  every 
year,  by  selling  now 
"you  can  buy  more 
bonds  today,"  says 
Feigeles. 

The  rub,  of  course,  is 
that  interest  rates,  in- 
stead of  falling,  may 
rise.  Investors  that 
swap  into  7%-  bonds  today  would  find 
them  worth  less,  not  to  mention  the  loss 
of  a  few  years  of  interest  income  from 
holding  on  to  their  10%  bonds.  In  the 
final  analysis,  buying  bonds  now  is  bet- 
ting that  interest  rates  will  fall.  Ironical- 
ly, if  the  investor  turns  out  to  be  right 
on  falling  rates,  the  chances  are  good 
that  dov/n  the  road  his  winning  bonds 
will  be  called. 

By  Leak  J.  Nathans  in  New  York 
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Executive  Gifts 


LOOK! 

EXECUFOLD^" 
Desktop  Folder 


Simply  drop  in  a  letter,  I  3  sheets  stapled  or 
unstapled  for  a  perfect  fold  everytime 

List  $279  00  —  30  Day  Money  Back  Guaranlee 


Machines  for  Business  . 


Call:  800-255-3713 


Travei/Resorts/Hotels 


■mAVELLING  ABROAD?? 


Learn  to  use  foreign  phones  without 
needing  a  foreign  fanguage,  pay- 
phones  without  needing  coins  and 
hotel  phones  without  having  to  pay 
long  distance  surcharges 

Write  for  a  free  pamphlet 

"US  Phone  Services  Overseas  - 
Calling  Home  from  Abroad" 

Credit  Card  Calling  Systems,  Inc. 
Suite  2411,  67  Wall  St ,  New  Yorl< 
NY  10005 


Steel  Buildings 


WHOLESALE 

steel  Buildings,  Inc. 
1-800-462-9992 

40x80x12  $8,995* 
50x80x12  $11,500* 
80x150x16  $21,300' 
100x200x16  $36,000* 

Now  you  can  purchase  your  Steel 
Building  at  Wtiolesale  Prices  and  Save 
Thousands  o(  Dollars  Complete 
Building  Includes  All  Sleel  Irames. 
purlins,  gins  &  hardware  (No  Wood 
Required)  (MBMA)  Engr  Approved  Any 
Style,  Size  or  Color  Labor  Available  Call 
toll-free  or  FAX  716-632-2323 
•FOB  &  Cost  based  on  LL/WL 


Inventories  Purchased 


\^1Kreduce  your  inventory 
for  cash  now! 

We  Buy  •  Integrated  Circuits  •  Semiconductors 
•  Discrete  Components  •  Electromectianical  Equip. 
•  Computer  Parts  &  Periptierals 
•  Sub  Assemblies  to  Finished  Goods 

NO  RISK! 
For  a  spot  quote  or  furttier  Information, 
Call:  (201)  941-5000,  or  just  Fax  your  list:  (201)  939-8918 
Attention:  Allan  Berkun 

AMERICAN  SURPLUS  TRADING 

81 5  Fairview  Avenue,  P.O.  Box  220,  Fairview,  NJ  07022 


Computers/Office  Equipment 


Optical  Imaging  Software 
for  the  Business  User 

Operates  on  IBM  &  Compatible  PC's, 
EGA  &  VGA  monitors  and  laser  printers 
without  modifications  or  special  boards 
Interfaces  with  Canon,  Fujitsu,  HP  and 
Panasonic  scanners  &  most  optical 
drives  All  Keyboard  controlled 

ALEXSYSEZ    $795.00 

(single  workstation  version) 

ALEXSYS  EZ/LAN   $1,295.00 

(5  workstation  networked  version) 

Send  check  or  Money  Order  to 

Courtland  Marketing,  Inc. 
1 0480  Little  Patuxent  Parkway 
Columbia,  Maryland  21 044 

FAX  301-740-8704  Phone:301-740-8716 


FAX  HOTLINE 

Next  Day  Delivery  Anywhere  In  U.S. 


MURATA  PANAfAX  SHARP 

M1200  $599  (Panasomc)  FO  220 
M1600  S699  150  J919  FO  300 
fl/COH  155        $889  F0120 

RF800S))«;/a(S659  250       $1349  UX  IE 


FAXlOE 
FAX20E 
FAX35E 
FAX60E 
FAX70E 


11019  I20w/Ans  $929  UX  350 


$1299  260 
$1549 

$1649  CANON 
$2195  FAX8 
Call  lot  Prices  fAX20 
0(115,25.65,75  FAX25 

All  Models  Brand  New,  Factory  Fresh 
w/  Full  Manutaclurer's  Warranty 
SHOP  AROUND 
THEN  CALL  US 


$739 
$959 

$1159 
$899 

$1159 


TOSHIBA 
30100  $869 
$669  3300  $979 
$899  3700  $1239 
$1469 


(718)821-2121 

KENCO  ELECTRONICS 

57-18  FLUSHING  AVE    MASPETH  NY  11378 


NOBODY  DOES  FAX  BETTER.  Disc  ju 
prices,  lull  service  and  training  on  the  tc 
lines  of  lacsimile  machines  Sfiarp,  Mural 
and  Ricoh  Call  us  before  you  pay  more  ar 
receive  less  from  somewhere  else  Call  ti 
free  1-800  342-3299,  FAX  OF  AMERIC 
America's  low  price  fax  distributor 


fill  fDPRYmRC  INDUSTRIES l^ 

Our  I3lh  Year  of  [ 
Computers  and  Ce 
Freight  Prepaid 
Toll  Free  800- 

JISCOtJNIS 
llular  Phones 
—Save  Tax 
231-3680 

1   22511  Kaly  Fwy  ,  Kaly  (Housioni  TX  T^J"- 
1          1  71.1  3'J2  0747  Fa»  (7131  574-4567 

TBI 


Consumer  Information  Center 
Department  RW 
Pueblo,  Colorado  81009 

U  S  General  Services  Administration 


n  you're  looking  for  some 
good  reading,  you've  just 
iound  it.  The  tree  Consumer 
Intor motion  Catalog. 

The  Catalog  lists  about  200 
federal  publications,  many 
ol  them  free.  They  can 
help  you  eat  right, 
manage  your  money,  stay 
healthy,  plan  your  child's 
education,  learn  about 
federal  benefits  and  more. 

So  sharpen  your  pencil. 
Write  for  the  free 
Consumer  Information 
Catalog.  And  get  reading 
worth  writing  for. 


PRESERVATION 

PLAN  ON  IT 


Write 

National  Trust 

for  Historic  Preservation 
Department  PA 
1785  Massachusetts  Ave.,  N.W. 
Washington,  D.C.  20036 


FOR  AD  RATES 
AND  INFORMATION 
PHONE: 
(312)  337-3090 
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BUSINESS  WEEK 
MARKET-PLACE 
100  EAST  OHIO  STREET 
SUITE  632 
CHICAGO,  IL  60611 


Business  Opportunities 


Your  Money  Rolls  In  With  Our 
Food  Carts  And  Trucks 

LOW  STARTUP  COSTS,  HIGH  EARNINGS. 
HOT  FOOD.  HOT  DOG,  AND  ICE  CREAM 
CARTS,  TRAILERS  &  TRUCKS  AVAILABLE. 

Westrock  Vending  Vehicles  Corp. 

1565  Fifth  Industrial  Court  •  Baystiore,  NY  11706 
800-831-3166  •  NY  516-666-5252 


INCORPORATE  IN  DELAWARE! 


Specialists  in  setting  up  Delaware 
Corporations.  General,  Aircraft, 
Boat  &  Shelf  Corporations. 
Pelawdre   Call/Write  for  FREE  KIT: 
h4^ffStry,  P.O.BOX484-BW 

U  Tnd' 


Wilmington,  DE  19899 
80(K321-CORP- 302-652-6532 


ncorporate  Delaware  Law  Offices. 
VHITTINGTON  &  AULGUR  $225  Com- 
)lete  Free  Info,  Call  Or  Write  P,0,  Box 
:550.  Wilm..  DE  19808  —  1- 
100-441-9459 


Tofitable  Established  Businesses  for 

ale  by  owners  Located  West-Midwestern 
tales,  AFFILIATED  BUSINESS  CONSUL- 
ANTS  7 1 9-548-8888 


5,000  Business  &  Investment  Op- 
ortunities.  For  Sale  By  Owners  No  com- 
lissions  Business  Owners  I^LS  Call  toll 
ee  1-800-327-9630 


Financial  Services 


ALL  DISCOUNT  BROKERS 
ARE  NOT  ALIKE! 

i^uriel  Siebert  tailors  rates  to  your  needs 
-.xample  1000  stirs  @  5<t,  2000  to  4999 
;tirs  @  4e.  5000-1-  stirs  @  3«.  OTC  3<t. 
iOOO-l-  2<t,  $50  mm  Trade  with  the  dis- 
:ount  professionals  —  Muriel  Siebert  &  Co  , 
nc  ,  444  Madison  Ave  ,  NY.  NY  10022 
-718-SIE-BERT  1-800-USA-071 1  Member 
jYSE  1967.  SIPC  BW 


lASDAQ  Road  Shows  Stockbroker  nel- 
ork  of  key  players  can  give  your  company 
seded  support  We  specialize  in  NASDAQ 
3mpanies  under  $10  Robert  Dresser 
:i  3)  937-8300 


HARD  TO  BORROW? 

No  Credit  Check 
Guarantees  Provided 


We  do  not  make  loans 
Minimum  $100,000 
5-20  years 
The  Funding  Assistance  Corp. 
U.S.A.  (212)  755-9400 
Fax  (212)  755-7339 


ALL  NEW  1989  Franchise  Annual  Directory 
fully  describes  4,185  Franchisors  Includes 
Handbook  concerning  what  you  should 
know  before  entering  franchise  agreement. 
Completely  Updated  20th  yr  $26  95  plus 
$300  first  class  postage  Money  back 
Guarantee 

INFO  FRANCHISE  NEWS 
728  Center  St  ,  Box  550 
Lewiston.NY,  14092 


Executive  Gifts/Merch. 


YOU  ARE  A  BUSY  EXECUTIVE  ! 


WE  OFFER 
QUALin  OXFORD 
BUnON-OOWN 
DRESS  SHIRTS 
AT  INCREDIBLE 
PRICES  I 


Pinpoint  §56^    $2950  3  lor  $85 

100%  Cotton  ^     $1950  3  lor  $55 

60/40  '^-i-     $1/50  3  for  $50 

Sizes  14VI-17'/;  Neck.  32-36  Sleeve  -Colors  SlueorWIiite 
SEND  CHECK  OR  VISA/llIC  NO  &  EXP  DATE 
SATISFACTION  GUAHANTEED 

 ^rgafic'  

8306  Wilstire  Blvd  ,  SuileTOI ,  Beverly  Hills.  CA  9021 1 

1- 800- 444- 5519  Ext.  511 

Add  $3  50  lor  Sriipping  and  Harxjiing 


fkCORPORATE 

(150  PC.  minimunn) 

Gain  recognition  from 
neckties  customized 
with  company  logo. 

Free  literature  upon  request 

Barnard  Maine  ltd. 

33  Mead  Ave.  •  Cos  Cob 
CT  06807. U.S.A. 
DepL  BW  (203)  869  3006 


Wine  Cellars 


We  Will  Not  Be  Vndemold-Call  us  First! 

WINECELLARS-  USA 

Most  Units  Shipped  From  Stock! 
Single  Temp  Models      Retail  Your  Cost 

440  Bottle  Capacity  $  2495       $  1695 

700  Bottle  Capacity  3495  1995 

250  Bottle  Capacity  1795  1395 

296  Bottle  Credenza  2495  1695 

Dual  Temp  Models  Retail  Your  Cost 
600  Bottle  Capacity  $  4995       $  3495 

880  Bottle  Capacity  4495  2995 

1400  Bottle  Capacity^  door   6500  3795 
ViS3/MC/AmExA)iscover 


Model  700 


Custom  Cellars  &  Racking  Systems  -  Call  For  Catalog 

134  W  131ST  St.  Los  Angeles  •  800/777A'INO  (777-8466)  or  in  CA  213/719-9500 


Weather  Computer 


.  DIGIT AR 


A  Power-Packed  Micro 
Weather  Computer 


Credit  Card  Orders  Call  Today  Toll  Free 
Nalionwide1-800-882-7388      '°  '■P'^  PSTi 


Corporate  Gifts 


FREE  10  24K  GOLD  GOLF  TEES 

1  Aurora  goll  scorekeepei  $49  00 

1  Panasonic   fTiassagef  E\/223W 

1  $36  00 

1  each  order  with  free  10  gold  golt 

1  tees 

1  postage  S3  00  WD  res  add  lax 

Maxwell  A  Co. 

12172  Hidden  Brook  Terr 

Gaill)ersburg.MD  20878 

Eurocave 

WINE  CELLARS 


Spoil  yourself,  not 
your  wines,  with  the 
perfect  temperature  and 
humidity  control  of  a 
Eurocave  wine  cellar. 

IMMEDIATE  DELIVERY 
on  units  up  to  2,000  bottles, 
prices  from  only  $995i». 

FREE  Cellar  Catalog 

800-356-VINO 

Dept.  P-1 


THE  WINE  ENTHUSIASr 

Box  39,  Pleasantville,  NY  10570 


Mailing  Lists 


Free  Mailing  List  Ideas,  25  Years  Expen 
ence,  Business  Lists,  Consumers.  Oc- 
cupants, Opportunity  Seel(ers,  Financial 
Lists,  Telemarl^eting  Lists  Bob  Burnett 
1  800-876-LIST 


Corporate  Gifts 


Promote  your  corporate  Image  wltti  Polo  Shirts  from  our 
Corporate  Casuals  Collection  Have  your  logo  embroi- 
dered on  a  soft,  luxurious  100%  cotton  Polo  Uncondi- 
tionally guaranteed,  our  designer  quality  stiirt  features 
an  extended  tennis  tail  and  generous  cut.  Available 
in  eigtit  colors  and  two  knit  styles 
Polo  stiirts  are  not  our  only  line.  We  also  offer  deluxe 


CORPORATE  DRESS  CODE: 


troOemorV  of 

quality  caps,  sweaters.  iacl<- 
Accte  oxpcoito.!  ets  and  o  select  group  of  ex- 
ecutive gifts  Wtien  ftie  dress 
ccKJe  calls  for  a  change  of 
pace,  try  on  Corporate 
Casuals.  They  fit  right  in 
the  txxjrdroom 


Call  for  our  free  Catalog. 

800-792-2277 
^^iSSir  800-826-8585 

'wm.«»  FAX  415-786-1111 

The  Corporate  Choice 

3952  Point  Eden  Wcv.  Havword,  CA  94545 


BY  JEFFREY  M.  LADERMAN 

SANS  FRED, 

THE  FUR  VAULT  MAY 

BE  READY  TO  FLY 


If  it's  shrewd  to  buy  straw  hats  in 
December,  it  must  be  smart  to  buy 
fur  coats  in  July.  On  the  surface, 
that  may  be  the  only  attraction  of  the 
Fur  Vault,  the  specialty  retailer  best 
known  through  Chairman  and  pitch- 
man Fred  "the  Furrier"  Schwartz. 

Now  at  2%,  Fur  Vault  shares 
haven't  been  north  of  3  since  early  No- 
vember. Some  big  institutional  holders, 
such  as  Chase  Manhattan  Investors 
and  First  Chicago  Investment  Advi- 
sors, have  sold  off  large  positions,  hav- 
ing given  up  hope  that  the  stock,  which 
sold  as  high  as  15  in  1986,  will  rebound 
anytime  soon.  The  company  plunged 
into  the  red  last  year,  suffering  from 
overexpansion,  poor  management,  and 
a  downturn  in  sales  caused  by  a  warm 
winter.  "You  can't  find  a  more  beat-up 
stock  than  this,"  says  Edward  Antoni- 
an,  portfolio  manager  of  the  Delaware 
Group  Trend  Fund,  one  of  1989's  best- 
performing  mutual  funds. 

But  Antonian  has  started  accumulat- 
ing the  stock.  He  and  a  few  other  pros 
say  President  Robert  Miller,  who  re- 
placed Schwartz  as  CEO  last  year,  is 
sharpening  operations.  Linda  Baker,  an 
analyst  at  Prudential-Bache  Securities, 
notes  that  the  company  tripled  its  earn- 
ings, to  21$  a  share  for  the  quarter 
ending  Feb.  28 — the  fur  industry's  big- 
gest quarter.  "Sales  were  lower,  but 
they  made  money  because  margins  and 
cost  controls  are  much  better,"  says 
Baker.  She  thinks  the  Fur  Vault  will 
earn  25$  a  share  in  the  fiscal  year  that 
began  June  1,  vs.  a  loss  of  about  15$  a 
share  for  fiscal  1989. 
HIGH-END  SPREAD.  To  lessen  depen- 
dence on  furs,  Miller  is  introducing 
handbags,  scarves,  and  non-fur  outer- 
wear into  its  stores.  The  company's 
fast-growing  Andrew  Marc  division, 
which  makes  leather  outerwear,  now 
accounts  for  about  a  third  of  sales. 
"Andrew  Marc  alone  could  be  worth 
what  the  company  is  selling  for,"  says 
money  manager  Terry  Marbach  of 
Kirr,  Marbach  &  Co. 

Of  course,  even  bulls  admit  that  the 
company  will  have  to  cope  with  a  vocal 
animal-rights  lobby  that  is  trying  to 
make  furs  socially  taboo.  Miller  says 
that  the  fur  industry  has  hired  the 
Burson-Marsteller  PR  firm  to  present 
its  view.  Says  Miller:  "We  see  wearing 


FRED  "THE  FURRIER"  SCHWARTZ:  THE  OUSTED 
CEO  MAY  DISAPPEAR  FROM  THE  ADS,  TOO 


a  fur  as  a  freedom-of-choice  issue." 

Some  suspect  that  Miller's  overhaul 
of  the  Fur  Vault  will  include  a  new 
image  for  the  company  sans  Fred  the 
Furrier.  Miller  declined  comment  on 
that  possibility.  Schwartz,  shut  out  of 
management,  has  been  unloading 
shares  for  some  time,  including  350,000 
in  March  that  brought  his  ownership 
down  to  18.2%.  Investors  say  he  sold 
an  additional  200,000  shares  just  days 
ago,  and  brokers  are  trying  to  line  up 
buyers  for  800,000  more. 

But  while  Schwartz  has  been  selling. 
Miller  has  been  buying — and  now  owns 
about  2%  of  the  company.  "If  Miller 
knows  what  he's  doing,"  says  Antoni- 
an, "the  stock  is  an  easy  double." 


HAS  ALCOA  BECOME 
RECESSION-PROOF? 


As  the  economy  slows,  investors 
are  shunning  cyclical  stocks  like 
the  plague.  That  could  be  a  mis- 
take, at  least  in  the  case  of  Aluminum 
Co.  of  America.  At  66,  Alcoa  is  up  $10 
in  1989,  but  $8  of  that  came  in  January. 
R.  Wayne  Atwell,  a  metals  analyst  for 
Goldman,  Sachs  &  Co.,  says  the  shares 
are  "dramatically  undervalued." 

Atwell  notes  that  Alcoa's  prospects 
are  better  than  many  think.  For  one 
thing,  30%  of  its  sales  go  either  to  the 
recession-proof  beverage  industry  or  to 
the  aerospace  industry,  where  back- 
logs are  long  and  margins  are  fat. 
Plus,  aluminum  makers  spent  much  of 
the  1980s  shuttering  underproductive 
facilities,  so  capacity  is  tight,  and  there 


is  no  major  expansion  expected  befort 
1991.  As  for  debt,  while  others  have 
binged,  Alcoa  has  been  slashing  away 
at  it:  The  company's  debt-to-capital  ra- 
tio is  26%'  and  falling.  That  should  pro- 
vide staying  power  in  a  slowdown. 

All  told,  Atwell  sees  earnings  of  $13 
a  share  this  year  and  $14  in  1990.  That 
gives  the  stock  a  bargain-basement  p-e 
of  5,  vs.  12.5  for  the  overall  market.  It 
also  sports  a  snappy  5.6%  yield,' whicii 
should  increase  along  with  earnings. 

Alcoa  is  also  amassing  cash,  whirl i 
Atwell  thinks  will  support  buybacks  <n 
5  million  to  10  million  shares  this  year 
and  next.  Even  without  buybacks,  be 
estimates  that  Alcoa  could  climb  to  !>-'» 
in  1990.  Add  the  dividend,  and,  it 
Atwell  is  right,  you  get  a  50%-  toUd 
return.  With  fewer  shares  outstanding, 
the  price  could  jump  to  115,  which,  cou- 
pled with  a  higher  dividend,  provides  a 
juicy  80%  total  return. 


A  POULTRY  BARGAIN 
MAY  BE  HATCHING 


Some  sav\^  investors  are  whet- 
ting their  appetites  for  Seaboard, 
the  parent  of  Seaboard  Farm 
one  of  the  top  10  U.  S.  poultry  proce- 
sors.  It  isn't  known  to  be  on  the  block, 
but  some  pros  say  it's  only  a  matter  of 
time.  Three-quarters  of  Seaboard's  1.5 
million  shares  are  controlled  by  tb 
Bresky  family.  President  H.  Han 
Bresky  is  63,  and  his  brother.  Otto,  i- 
65  and  has  already  retired.  Those  whn 
know  the  company  say  there  are  nn 
other  family  members  in  line  for  sue 
cession.  Bresky  didn't  return  calls. 

"It  operates  like  a  privately  held 
company.  These  people  have  never  tak- 
en a  phone  call  from  us,"  says  Michael 
Price,  whose  Mutual  Shares  fund  ha.s 
owned  the  stock  for  15  years,  accumu- 
lating its  initial  stake  for  as  little  as  $6 
a  share.  The  shares  now  sell  for  $149 — 
and  Price's  funds  hold  a  5.9%  stake. 
Price  estimates  that  the  company  is 
worth  a  minimum  of  $225  a  share  in  a 
buyout.  Two-thirds  of  Seaboard's  $450 
million  in  sales  comes  from  poultry,  the 
rest  from  commercial  baking  and  the 
transporting  of  grain. 

Seaboard  looks  cheap  compared  with 
other  poultry  companies.  On  June  19, 
Tyson  Foods,  the  poultry-processing  gi- 
ant that  has  been  battling  to  buy  rival 
Holly  Farms,  boosted  its  offer  to  $70  aj 
share,  or  14  times  earnings.  Seaboard'si 
p-e  is  8.  Philip  Hershberg  of  Advisoiy 
Investment  Service  figures  that  if  Ty- 
son's bid  sets  the  standard.  Seaboard 
should  fetch  $280  a  share  in  a  buyout 
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VITH  DEALS  THIS  GOOD, 
VHY  SETTLE  FOR  NEW? 


ate-model  trade-ins  are  bargains  compared  with  new  cars 


Luis  0.  Villarrubia  of  Chicago 
spent  weeks  looking  for  a 
new  car  tiiis  spring.  Says  the 
-year-old  auto-insurance  valua- 
",  who  will  be  married  next  year: 
wanted  something  that  would 
)k  good  when  I  drove  away  from 
3  church."  The  $14,100  price  tag 
IS  too  steep  on  his  first  choice, 
Oldsmobile  Cutlass  Supreme, 
d  he  was  about  to  settle  on  the 
laller  $12,000  Pontiac  Grand  Am. 
en  he  noticed  used-car  prices, 
r  less  than  $11,500,  he  bought  a 
ed,  fully  equipped  1989  Pontiac 
and  Prix — sister  to  the  Su- 
jme — with  only  5,000  miles  on  it 
d  almost  a  full  warranty.  "If  you 
.nt  to  save  $3,000  or  $4,000,  I 
I't  see  not  making  that  choice," 
says. 

People  such  as  Villarrubia  may 
sending  a  warning  to  the  auto 
lustry.  The  price  spread  between 
id  and  new  cars — already  huge 
many  cases — is  widening  as 
iv-car  prices  rise  and  a  glut  of 
Dd  models  holds  down  prices  for 
3d  cars.  This  is  making  it  hard 
■  some  customers  to  get  enough 
a  trade-in  to  buy  a  new  car.  And 
s  prompting  others  to  buy  used, 
t  to  save  money.  Says  Jeff 
ickelford,  manager  of  used-car 
es  at  Ricart  Ford  Inc.  in  Colum- 
?,  Ohio:  "We're  in  competition 
,h  new  cars  these  days." 
The  competition,  ironically,  has 
!n  caused  in  part  by  the  83.7 
lion  new  cars  and  light  trucks 
,0  makers  have  sold  in  the  past 
e  years.  Trade-ins  for  these  pur- 


THE  WIDENING 
PRICE  GAP 


The  Ford  Tempo  and  Plymouth  Reliant  are  two  of  the  big- 
gest-selling cars  in  the  U.S.  They  are  also  popular  among 
fleet  buyers,  who  tend  to  use  them  for  only  a  year  before 
moving  them  onto  the  used-car  market.  The  prices  cited 
below  are  from  the  Chicago  area. 


FORD 

JUNE  1,  1989 
PRICE  NEW  $10,200 
TWO-YEAR-OLD  $6,000 
GAP  $4,200 


TEMPO 

JUNE  1,  1988 
PRICE  NEW  $9,675 
TWO-YEAR-OLD  $5,650 

6ftP  $4  025 


PLYMOUTH  RELIANT 


JUNE  1,  1989 
PRICE  NEW  $9,950 
TWO-YEAR-OLD  $5,750 
GAP  $4,200 


JUNE  1,  1988 
PRICE  NEW  $9,575 
TWO-YEAR-OLD  $5,500 
GAP  $4,075 


DATA:  CCC  INFORMATION  SERVICES  INC. 


ises  nave  sweiiea  supplies  oi  i  

!d  cars — young  ones.  In  1988,  cars 
5  than  two  years  old  accounted  for 
'o  of  used  vehicles  sold  by  members  of 
National  Automobile  Dealers  Assn. 
1984,  the  figure  was  16.6%. 
JBLE  HIT.  Sooner  or  later,  this  has 
)t  to  affect  [new-car]  prices,"  says 
nald  S.  Cook  Jr.,  Ford  Motor  Credit 
's  executive  vice-president  for  North 
lerican  automotive  finance  operations, 
d  that  effect  won't  be  easy  to  re- 
se.  A  $750  rebate  on  a  new  Plymouth 


Sundance,  for  example,  knocks  about 
that  much  off  a  two-year-old  Sundance. 
In  a  saturated  market  such  as  the  cur- 
rent one,  the  industry  loses  twice.  Re- 
bates don't  work  well:  Despite  them, 
new-car  sales  are  down  6.3%  this  year. 
And,  according  to  numbers  from  CCC  In- 
formation Services  Inc.  in  Chicago, 
which  values  used  cars  for  the  insurance 
industry,  the  price  gap  widens  between 
new  and  used  cars,  making  the  latter 
even  tougher  competition  (table). 


If  prices  stay  low  long  enough,  the 
used-car  glut  should  ease.  But  so  far, 
analysts  say,  supply  continues  to  outrun 
demand.  One  reason  is  a  tightening  of 
bank  credit  guidelines  that  affects  less- 
affluent  used-car  buyers  the  most.  More 
to  blame,  however,  is  a  change  in  the 
pattern  of  car  sales.  According  to  the 
Commerce  Dept.'s  Bureau  of  Economic 
Analysis,  corporate  and  rental  fleet  pur- 
chases plus  leases  accounted  for  367"  of 
U.  S.  new-car  sales  in  1988,  up  from  25% 
in  1973.  Fleet  favorites  such  as  the  Ford 
Tempo,  Plymouth  Reliant,  and  Chevrolet 
Celebrity  have  sold  well.  But  fleet  sales 
have  in  essence  made  Detroit  a  "manu- 
facturer of  used  cars,"  says  Richard  D. 
Recchia,  executive  vice-president  of  Mit- 
subishi Motor  Sales  of  America  Inc. 

Fleet  buyers,  who  get  good  discounts 
on  new  models,  usually  trade  in  within  a 
year  or  less.  And  that  adds  to  the  used- 
car  glut.  Indeed,  the  average  wholesale 
price  for  used  cars  sold  to  dealers  at 
auction,  a  major  outlet  for  fleet  vehicles, 
has  fallen  from  year-earlier  levels  in  8  of 
the  past  13  months,  according  to  the 
NADA  Used  Car  Guide.  Subaru  of  Ameri- 
ca Inc.,  for  one,  says  its  cars  coming  off 
lease  this  spring  drew  $300  to  $500  less 
than  anticipated  at  auction.  "If  the  in- 
dustry continues  to  flood  the  market 
with  fleet  units,  it's  going  to  shoot  itself 
in  the  foot,"  warns  Jack  V.  Kirnan,  an 
auto  analyst  at  Kidder,  Peabody  &  Co. 

The  ripples  from  that  could  spread  to 
almost  everyone  connected  with  the  auto 
industry.  On  June  12,  for  example, 
Agency-Rent-A-Car  Inc.  blamed  weak 
prices  for  used  cars  it  sold,  plus  higher 
interest  rates,  for  a  47%-  slide  in  its  first- 
quarter  earnings. 

CONTROLLED  SKID.  Carmakers  are  trying 
to  raise  the  price  of  used  vehicles.  Mer- 
cedes-Benz of  North  America  Inc.,  for 
example,  now  offers  one-year  warranties 
on  models  with  less  than  100,000  miles 
and  aggressively  advertises  them.  BMW 
of  North  America  Inc.  is  reconditioning 
fleet  and  lease  cars  at  the  same  centers 
where  it  preps  new  cars — a  selling  point 
that  it  hopes  will  boost  demand  for  used 
models.  And  Ford  is  trying  to  soften  the 
blow  when,  say,  it  takes  back  1,000 
leased  Escorts  and  sends  them  to  auc- 
tion. Says  Cook:  "We  don't  try  to  run 
every  vehicle  through  the  first  time," 
but  gradually  instead. 

Such  tactics  may  not  be  enough,  how- 
ever. In  1990,  analysts  say,  the  average 
price  of  new  cars  may  rise  3%-  to  47  in 
part  because  of  federally  mandated  air 
bags  and  higher  raw-materials  prices. 
And  guess  who  will  benefit  most? 
"Good,"  says  used-car  salesman  Shackel- 
ford. "I'd  like  to  see  that  happen." 

By  James  B.  Treece  in  Detroit 
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WHEN  YOU  THINK  OF  YOUR  CARRIER 
AS  AN  EXTENSION  OF  YOUR  BUSINESS, 
YOU'RE  RIGHT  ON  THE  YELLOW  LINE. 

Our  goal  at  Yellow  Freight  is  to  handle  your  shipments  the  way  you  want  us  to. 
Pick  them  up  on  time.  Deliver  them  on  time.  Claims-free.  Our  sleeves  are  rolled  up 
and  we're  working  hard.  Because  we  want  you  to  know  that  every  time  you  put  a 
shipment  on  the  road,  you'll  be  right  on  the  Yellow  Line. 


YOU'RE  RIGHT  ON 


Yellow  Freight  System,  Inc. 


Exporting 
Opportunities 
for  Small  and 
Medium-Sized 
Firms 

Each  year  across  the  United 
States,  trade  speciaUsts  from 
the  U.S.  Department  of 
Commerce  conduct  more  than 
125,000  individual  counsehng 
sessions  with  companies 
considering  exporting  their 
products  to  other  countries. 
The  result: 

Thousands  of      "There  is  no 
companies  of     better  time 
all  sizes  make     to  export 
their  first  sales  ^^j^^^, 
overseas,  while  ,  , 

numerous  ^^^"^ 
others  locate      globe.  The 
new  markets      potential  is 
to  explore.         limitless  " 

U.S.  goods 
and  services  have  consistently 
had  appeal  abroad.  With  the 
global  decline  of  the  dollar  in 
recent  years,  world  demand 
for  U.S.  products  has  bur- 
geoned, creating  an  ideal 
climate  for  exports.  This  mes- 
sage is  underscored  by  the 
trade  specialists  who  work  to 
convince  companies  that  if 
they  have  a  product  or  service 
that  has  been  successful  in  the 
domestic  marketplace,  they 
can,  and  should,  take  it  into 
the  international  arena. 

Since  1982,  When  the  De- 
partment's U.S.  and  Foreign 


SPECIAL  ADVERTISING  SECTION 


THE  SECRETARY  OF  COMMERCE 

Washington.  D  C  20230 


■i  B         '  If  you  don't  sell  abroad,  you  may  be  selling 

HJh^  -.^y  M^^L  your  company  short. 
^^^^^  ^^S^^^l       More  and  more  U.S.  businesses  are 

^^^^^  ■  i^^^B  exporting  products  and  services.  The  dollar's 
favorable  position  continues  to  open  profitable  new  markets  for  U.S. 
firms  interested  in  selling  abroad.  In  fact,  I  credit  American  exporters 
with  leading  the  improvement  in  the  trade  deficit,  which  decreased 
by  $33  billion  in  1988.  U.S.  exports  rose  27 percent  and  represented 
some  40  percent  of  our  GNP  growth. 

Businesses  contributing  to  our  Nation's  economic  security 
know  that  quality  is  the  key  to  competing  at  home  and  abroad.  As 
President  Bush  has  said,  "We  are  in  the  midst  of  a  technological 
revolution,  and  our  work  to  build  quality  products  will  be  a  crucial 
link  to  the  long-term  success  of  the  United  States  in  the  global 
marketplace."  We  are  honoring  those  who  help  us  achieve  this  goal 
with  the  Malcolm  Baldrige  National  Quality  Awards,  America's 
highest  tribute  to  excellence. 

Early  trade  figures  in  1989  demonstrate  that  we  must  redouble 
our  efforts  to  improve  our  trade  balance  in  the  months  ahead.  Strong 
exports  have  great  importance  for  our  continuing  economic  security. 
The  U.S.  Department  of  Commerce  wants  to  help  you  sell  abroad. 
Our  offices  in  68  U.S.  cities  have  a  wealth  of  information  and 
services  to  assist  you,  from  customized  market  research  to  low-cost 
promotion  of  your  product  overseas. 

I  urge  you  to  give  them  a  call . 


Robert  A.  Mosbacher 


75  Years  Slimulaling  America's  Progress  *  1911-198 


DIRECT -ROM  THE 


Commercial  Service  (US&FCS)  was 
established  to  help  American  firms 
increase  their  international  sales,  a 
number  of  programs  have  been  created 
to  meet  the  varied  needs  of  exporters. 
Most  are  offered  free  or  at  minimal 
cost  to  help  small  and  medium-sized 
companies  identify  new  export  mar- 
kets, analyze  the  export  potential  of 
their  products,  make  the  necessary 
contacts  and  promote— and  ultimately 
sell — their  goods  and  services  abroad. 

Today,  the  US&FCS  employs  more 
than  1,300  trade  professionals  and  sup- 
port staff  in  68  domestic  offices  and 
122  foreign  locations.  They  work  as  a 
global  field  organization  and  delivery 
system,  providing  U.S.  companies  with 
access  to  more  than  95  percent  of  the 
world  marketplace  for  U.S.  exports. 

"There  is  no  better  time  to  export 
products  around  the  globe,"  says 
Brooks  Shumway,  Managing  Director 
of  Commerce's  Export  Promotion 
Services.  "The  potential  for  success 
is  limitless." 

WHY  EXPORT? 

Exporting  makes  good  business 
sense.  Besides  increasing  profits, 
exporting  enables  many  companies 
to  expand  or  improve  their  product 
lines,  enhancing  their  position  in  the 
domestic  marketplace.  Exporters 
often  find  large  markets  in  develop- 
ing countries  for  remanufactured 
equipment,  as  well  as  for  technology 
that  is  no  longer  state-of-the-art  in 
this  country.  Exporting  helps  many 
companies  compensate  for  seasonal 
fluctuations  in  domestic  sales.  An 
estimated  23,000  jobs  are  created  for 
every  $1  billion  in  U.S.  exports. 

American  goods  and  services  of 
every  type  are  now  strong  sellers  in 
the  global  marketplace.  With  careful 
planning,  say  Commerce  expeits, 
there  is  very  little  that  cannot  be  sold 
abroad.  And  with  the  sophistication 
of  transportation  and  communica- 
tions, including  the  explosive  growth 
in  the  facsimile  machine  and  courier 
industries,  exporting  goods  and  serv- 
ices overseas  is  easier  than  ever. 


Three  years  ago.  Gene  Zenger,  of 
Newport  Beach,  California,  did  what 
many  entrepreneurs  set  out  to  do:  He 
built  a  better  mousetrap— literally! 


Inventor  Gene  Zenger  of  Trap-Ease  international 


His  "Trap  Ease"  uses  no  poisons, 
glue  or  springs.  When  Mr.  Zenger 
first  considered  selling  his  product 
overseas,  he  turned  to  his  US&FCS 
district  office.  "Without  their  help, 
we  would  have  been  flat  dead  in  the 
water,"  he  said.  As  of  last  fall,  he  had 
contracts  to  sell  his  mousetraps  in 
Pakistan,  Kuwait,  Israel,  Italy  and 
Qatar,  with  negotiations  underway 
in  several  other  countries. 

HOW  TO  BEGIN 

"For  small  or  medium-sized  busi- 
nesses considering  exporting,  a  call 
to  their  nearest  US&FCS  district 
office  can  be  the  most  important 
call  they  will  ever  make,"  declared 
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For  a  step-by-step  account,  please  write  the  address  below for  your 
copy  of  the  1988  Norfolk  Southern  Annual  Keport. 


SuRE'I«arED. 


len  the  winds  of  change  stir 
"le  economy,  a  corporation  can 
maintain  its  momentum  if  it 
-  — —"'''measures  each  step  carefully. 
-"""''''''^Pbr  ICX)  years,  in  even  the  most  unsettling 
conditions,  The  Thoroughbred  and  its  predecessor 
companies  have  done  more  than  just  keep  their  balance. 
In  1988,  the  nation's  most  efficient  major  railroad  system 
adroitly  moved  on  to  new,  higher  ground. 

It  was  a  record  year.  Increases  in  traffic,  higher 


revenue  yields  and  cost  reductions  resulted  in  net  income 
of  $635  million.  With  revenues  of  over  $4  billion  and  assets 
of  over  $10  billion,  Norfolk  Southern  stands  on  very  solid 
footing.  The  Thoroughbred's  marketing  flexibility  and 
aggressive  capital  improvements  program  position  it  firmly 
for  the  future. 

Clearly,  management  can  negotiate  changing  terrain 
and  still  stay  a  step  ahead. 

HfW^  NORFOLK 
SOUTHERN 


feipsy.  Norfiilk  Southern  Corporation,  Three  Commercial  Place,  Norfolk,  5Uh2}9l. 
S'orfolb  and  Western  Railway  Cf/mpany,  Southern  Railivay  Company,  anil  North  American  Van  lines.  Inc.  are  subsidiaries  ofSorfolk  Southern  Corporation. 
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Robert  Kelly  of  the  US&FCS  Export 
Promotion  Services. 

Trade  specialists  at  these  offices 
can  advise  exporters  at  every  stage  of 
the  export  process,  addressing  con- 
cerns about  red  tape  and  paperwork, 
getting  paid,  packaging  and  shipping, 
speaking  foreign  languages,  even 
entering  foreign  markets  before 
reaching  great  heights  in  the  domestic 
marketplace. 

"Having  a  local  office  of  the  Depart- 
ment of  Commerce  to  help  us  locate 
new  distributors  as  well  as  guide  us 
through  the  confusing  labyrinth  of 
export  licensing  has  been  a  godsend," 
said  Ann  Barbee,  International  Sales 
Manager  of  Network  General,  a  Moun- 
tain View,  California  manufacturer  of 
computer  network  test  equipment. 
"These  people  have  contributed  several 
hundred  thousand  dollars  to  our  over- 
seas sales." 

US&FCS  trade  specialists  can  assist 
with: 

PLANNING.  Trade  specialists  will 
help  companies  develop  a  customized, 
step-by-step  exporting  strategy,  taking 
into  account  objectives,  time  sched- 
ules, product  or  service  export  poten- 
tial and  a  company's  ability  to  expand 
production  to  meet  export  demand. 

A  recommended  resource  for  all 
exporters  is  the  US&FCS's  "Basic 
Guide  to  Exporting,"  available  through 
district  office  exporting  seminars  and  at 
Government  Printing  Office  bookstores 
nationwide.  The  150-page  handbook 
offers  a  thorough,  easily  understand- 
able, step-by-step  guide  through  every 
stage  of  the  export  process. 

MARKET  RESEARCH.  Identification 
of  potential  markets  is  a  critical  step 
that  must  be  taken  early  in  the  export- 
ing process.  Experienced  US&FCS 
research  analysts  continually  collect 
and  analyze  business  and  economic 
data.  They  stay  on  the  lookout  for  good 
markets  for  U.S.  products,  keep  a  close 
eye  on  market  trends  and  projections 
and  are  familiar  with  agents,  distribu- 
tors and  large  buyers  in  their  markets. 
US&FCS  district  office  trade  special- 
ists can  readily  tap  this  network  to 


answer  a  wide  range  of  export  questions. 
LOCATING  OVERSEAS  CONTACTS. 
After  careful  consideration  of  markets, 
the  next  step  is  to  locate  potential 
agents,  distributors,  buyers  or  joint- 
venture  partners  overseas.  Several 
US&FCS  programs  offer  valuable 
assistance  in  making  these  necessary 
contacts. 

PRODUCT  PREPARATION.  Potential 
exporters  are  often  surprised  to  learn 
that  most  U.S.  products  can  be  sold  as 
easily  in  foreign  markets  as  in  the  U.S. 
Modifications,  when  required,  are  not 
necessarily  expensive,  and  may  be  as 


Matchmakers 

One  of  the  most  highly  acclaimed 
programs  of  the  Department  of 
Commerce  is  Matchmakers  trade  del- 
egations. The  program  introduces 
small  and  medium-sized  U.S.  com- 
panies to  new  markets  through  short, 
inexpensive  overseas  visits  with  a 
clear  objective:  to  "match"  them  with 
potential  agents,  distributors  and  joint 
venture  or  licensing  partners.  The 
department  does  all  the  background 
work,  including  evaluating  product 
potential,  finding  and  screening  con- 
tacts, scheduling  meetings  for  each 
U.S.  firm  and  handling  logistics.  On 
intensive  trips  of  one  week  or  less, 
company  representatives  meet  face- 
to-face  with  prospective  clients  and 
attend  in-depth  briefings  on  the  eco- 
nomic and  business  climates  of  the 
countries  visited. 

In  1986,  Sherri  Sorensen,  Vice 
President  of  Marketing  at  James 
Clem  Corporation,  Chicago  makers 
of  specialized  clay  liners  for  con- 
struction and  pollution  control  use, 
was  put  in  charge  of  selling  the  com- 
pany's product  abroad.  She  con- 
tacted Dick  Marsh,  a  trade  specialist 
in  the  Chicago  district  office  of  the 
U.S.  Department  of  Commmerce, 
and  together  they  mapped  out  an 
international  sales  strategy.  Ms. 
Sorensen  attended  a  Matchmaker 
event  in  Italy  and  assigned  a  distribu- 
tor for  that  country,  who  soon  gener- 
ated $400,000  in  business.  Follow- 
ing that,  Ms.  Sorensen  attended 
ad(  itional  Matchmaker  events  and 


simple  as  metric  labeling  or  changing 
package  color  to  better  appeal  to  buye 
tastes  or  cultural  norms.  Electrical 
products,  of  course,  must  conform  to 
the  standards  of  the  country  of  destina 
tion,  and,  on  occasion,  a  product  or 
service  may  require  modification  to 
satisfy  foreign  government  regulations 
When  actual  re-engineering  or  other 
significant  changes  are  required,  the 
potential  profits  may  still  make  expen- 
sive modifications  worthwhile. 

MAKING  THE  SALE.  Most,  but  not 
all,  foreign  letters  of  inquiry  are  in 
English.  Commerce  trade  specialists 


worked  with  Mr.  Marsh  to  locate 
other  distributors.  In  1987,  the  com- 
pany's  export  sales  totalled 
$750,000,  or  80%  of  the  firm's  total 
gross  sales.  In  1988  the  figure  rose  to 
$1.3  million.  The  company  now  has 
a  worldwide  distribution  network 
and  projects  1989  export  sales  of 
$2.5  million  to  $3  million. 


Matchmakers  introduce  U.S.  sellers  to  foreign 
buyers 

This  summer  a  Matchmaker  trade 
delegation  for  companies  involved  in 
medical,  pollution  control  and  analyt- 
ical and  scientific  instrumentation 
will  travel  to  Seoul  and  Taipei.  Other 
upcoming  Matchmakers  include  one 
for  the  healthcare  industry,  which  will 
visit  Toronto  and  Montreal  in  Septem- 
ber, a  high-tech  industrial  equipment 
delegation  going  to  Zurich  and 
Vienna,  also  in  September;  and  a 
security  equipment  delegation  sched- 
uled to  visit  London  and  Paris  in 
November. 
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Business  runs  better  with  bright 
workers.  And,  Iowa's  excellence  in 
education  produces  America's  best 
educated  work  force  —  quality 
workers  with  the  knowledge  and 
knowhow  to  put  your  business  on 
the  fast  track  to  profit. 

In  Iowa,  your  business  gets  off  to 
a  running  start  through  the  nation's 
most  comprehensive,  customized  job 
training  program.  While  your  new 
employees  are  getting  up  to  speed, 
you  may  receive  up  to  50  percent 
reimbursement  for  their  wages 
and  benefits. 

As  your  business  competes  for  the 
inside  track,  the  productivity  of  Iowa 
workers  quickly  puts  you  ahead  of  the 
competition.  Running  at  48  hours  of 
value  for  every  40-hour  workweek, 
Iowa  workers  outdistance  the  national 
pace  by  20  percent,  putting  you  on 
the  fast  track  to  profit. 

For  more  information  and  free, 
confidential  site  selection  services, 
call  Bob  Henningsen  at  the  Iowa 
Department  of  Economic  Development 
1-800-543-4834.  In  Iowa,  call 
1-515-281-3000.  Or,  write  to  200 
East  Grand  Avenue,  Des  Moines, 
Iowa  50309. 


THE  TIME  IS  RIGHT 


Sprechen 
Sie 

European? 


In  1992,  320  million  Euro- 
peans in  12  nations  will 
come  together  as  a  single 
unified  market.  Doing  busi- 
ness in  the  brave  new  world 
calls  for  an  on-the-spot 
interpreter: 

The  BusinessWeek 
Newsletter  on 
European  Trade 

Today's  Intelligence  Report 
on  Tomorrow's  Opportunities 


Right  now,  they're  drawing  up  new  maps,  scrapping  the  trade  barriers,  tariffs 
and  tolls  of  old  Europe.  In  less  than  36  months  the  European  Unified  Market 
will  be  born. 

Will  your  company  be  ready  for  the  changes? 

Long  before  Europe  Inc.  opens  for  business,  you're  going  to  need  a  reliable, 
ongoing  source  of  information. . . 

^  to  help  you  establish  a  European  beachhead  before  the  1992  rules  are 
crystallized 

►  to  help  you  get  a  jump  on  the  competition 

►  to  help  you  start  profiting  long  before  1992  rolls  around 
As  your  special  contact  in  Europe,  and  with  exclusive  research,  forecasts 

and  analysis  from  DRI,  McGraw-Hill's  prestigious  marketing  research  re- 
source, The  BusinessWeek  Newsletter  on  European  Trade  will  keep  you 
up-to-date  on: 

^  What  other  companies  are  doing  in  Europe 
^  What  changes  are  happening  in  your  markets 

From  wage  indexation  and  consumer  demographics  to  government  policies 
and  trade  patterns.  The  BusinessWeek  Newsletter  on  European  Trade  will. . . 
^  Track  the  lowering  of  trade  sanctions  and  the  elimination  of  protectionism 
^  Trace  any  changes  in  tax  structures,  centralized  banking  systems,  currency 

controls,  credit  instruments  and  fiscal  barriers 
^  Translate  EC  regulations  into  easy-to-understand  language  and  relate 

them  to  six  basic  industries:  chemicals,  transportation  services,  electronic 

and  electrical  equipment,  capital  goods,  food  and  food  processing,  and 

pharmaceuticals. 

There's  no  time  to  lose.  Even  now,  new  strategic  alliances  are  being  devel- 
oped, and  new  marketing,  production  and  distribution  strategies  are  being 
hammered  out. 

Call  1-800-445-9786  to  subscribe. 

Act  quickly  if  you  are  to  profit  now  from  the  opportunities  that  1992  offers. 
Call  our  Circulation  Dept.  at  1-800-445-9786  or  212-512-2184  to  order  a 
one-year  charter  subscription  to  The  BusinessWeek  Newsletter  on 
European  Trade  for  only  $695.  Satisfaction  guaranteed  by  McGraw-Hill,  Inc., 
or  your  money  back. 


The  BusinessWeek  Newsletter 
on  European  Trade 

McGraw-Hill  Publishing  Company 
1221  Avenue  of  the  Americas,  36  fl 
New  York,  NY  10020 


For  only  $250 


Uncle  Sam 
will  give  you 
the  world. 


Published  10  times  a  year.  Commercial  News  USA  is  distributed  overseas  to  the 
foreign  customers  and  business  partners  you  want  to  reach.  And  it  has  helped 
thousands  of  U.S.  companies  begin  or  expand  their  sales  in  international  markets. 

Find  out  more.  Contact  your  nearest  U.S.  Department  of  Commerce  District 
Office,  or  call  1-800-343-4300,  and  ask  for  Operator  940. 


Put  your  product  information  in 
the  hands  of  more  than  100,000 
agents,  distributors  and  major 
buyers  in  1 40  countries  —  for  just 
$250.  For  this  small  investment, 
American  embassies  and 
consulates  worldwide  will  promote 
your  new  product  through 
Commercial  News  USA,  the 
U.S.  Department  of  Commerce's 
catalog-magazine  of  U.S. 
products  ready  for  export. 
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give  this  advice  to  exporters:  Always 
respond  promptly,  by  airmail,  to  all 
legitimate  inquiries.  Don't  judge  inqui- 
ries on  the  basis  of  stationery  quality  or 
grammatical  or  typographical  errors, 

Europe  '92 

Europe  '92  will  profoundly 
change  the  way  U.S.  firms  do 
business  with  many  of  their  oldest 
and  most  reliable  trading  partners. 
By  1992,  when  the  12  nation  Euro- 
pean Community  inaugurates  the 
unified  European  market,  trade 
barriers  will  be  reduced,  product 
standards  will  be  harmonized  and 
practically  every  aspect  of  the 
export  process  will  be  simplified. 

The  U.S.  Department  of  Com- 
merce is  urging  U.S.  firms  to  posi- 
tion themselves  now  in  the  European 
marketplace,  and  is  sponsoring  a 
series  of  seminars  nationwide  about 
Europe  '92.  Trade  specialists  in 
offices  throughout  the  U.S.  are  pre- 
pared to  help  companies  assess  their 
market  potential,  identify  promising 
markets,  find  sales  leads,  locate 
agents,  distributors,  buyers  or  joint- 
venture  overseas  partners,  check  out 
the  competition,  and  arrange  intro- 
ductions with  representatives  and 
buyers. 

Matchmaker  trade  delegations 
are  scheduled  for  Europe  this  year, 
as  are  several  other  trade  events. 
Commercial  News  USA  offers  the 
option  to  specifically  target  the 
European  market. 

"The  opportunity  to  enter  a  single 
market  with  more  than  320  million 
customers  is  very  attractive,"  said 
Joseph  A.  Vasquez.  acting  director 
general  of  the  US  &  PCS, 

"And  the  benefits— cost  savings, 
simplified  shipping,  reduced 
paperwork,  lower  administrative 
overhead,  a  single  set  of  product 
standards  and  one  customs  docu- 
ment for  all  12  EC  countries— make 
it  too  good  to  pass  up." 


since  printing  standards  differ  and  your 
correspondent  may  be  using  English  as 
a  second  language.  Base  your  decisions 
to  trade  with  potential  business  partners 
on  a  check  of  their  background  and 
business  reputation.  A  variety  of 
sources  can  assist  with  this,  including 
good  business  libraries,  international 
banks,  foreign  embassies  or  consulates 
and  the  US&FCS  World  Traders  Data 
Report  service. 

AFTER  THE  SALE.  Once  a  sale  is 
completed,  attention  must  be  directed  to 
packing,  shipping,  labeling,  insurance 
and  documentation.  Some  exporters 
prefer  to  use  freight  forwarders,  who 
will  handle  all  the  details  of  moving  a 
product  from  the  U.S.  supplier  to  its 
foreign  destination,  including  packing, 
insurance,  customs  clearance  and 
export  documentation.  The  charges  for 
a  freight  forwarder's  services  are  a 
legitimate  cost  that  should  be  figured 
into  the  price  charged  to  the  customer. 

GETTING  PAID.  There  are  five  basic 
methods  of  payment,  ranked  from 
the  most  to  the  least  secure:  cash  in 
advance,  letter  of  credit,  documentary 
drafts  for  collection,  open  account  and 
consignment  sales.  For  new  exporters 
or  exporters  selling  to  new  markets,  let- 
ters of  credit,  arranged  through  inter- 
national departments  of  major  banks, 
offer  a  safe  and  expedient  way  of  doing 
business  abroad. 

PROGRAMS  THAT  HELP 

Two  US&FCS  programs  that  are  par- 
ticularly popular  with  exporters  are 
Commercial  News  USA  and  Match- 
makers. Other  programs  available 
through  Commerce's  US&FCS  district 
offices  offer  valuable  assistance  with 
all  phases  of  exporting,  from  finding 
and  accessing  new  markets  to  making 
contacts  and  promoting  products: 

COMPARISON  SHOPPING 
SERVICE.  This  custom-tailored  serv- 
ice offers  companies  an  on-the-spot, 
accurate  assessment  of  how  their  prod- 
uct will  sell  in  a  given  foreign  market. 
US&FCS  staff  in  the  target  market 
interview  importers,  distributors, 
retailers,  wholesalers,  end  users  and 
local  producers  of  comparable  prod- 
ucts, and  provide  a  customized  report 
to  the  requesting  U.S.  firm. 


Exporting  Services 

44  Ij'^ind  that  part  of  your  service 
JT  that  is  unique,  identify  a 
niche  in  the  international  market- 
place, then  start  small  and  grow 
from  there,"  advises  Rich  Quinn, 
Vice  President  of  All  American/ 
MAXPRO,  a  San  Antonio,  Texas, 
manufacturer  and  reconditioner  of 
athletic  equipment.  His  company 
entered  the  export  market  three 


All  American/MAXPRO  of  San  Antonio,  Texas 


years  ago,  capitalizing  on  the  recent 
overseas  interest  in  U.S. -style  foot- 
ball. They  now  recondition  foot- 
balls and  football  helmets  for  every 
country  in  Europe,  New  Zealand 
and  Australia. 

Trade  in  services  today  consti- 
tutes 17-18  percent  of  overall  world 
trade.  Long  noted  for  quality,  U.S. 
services  account  for  about  60  per- 
cent of  the  U.  S.  gross  national  prod- 
uct. Companies  such  as  DHL 
Overnight  Express  help  exporters 
of  both  goods  and  services.  "Get 
that  package  there  the  fastest  way 
possible  with  the  least  amount  of 
hassle,"  says  Thomas  Honey, 
DHL's  Director  of  Marketing. 
"And  that  can  mean  the  difference 
in  an  increasingly  competitive 
global  marketplace." 

FOREIGN  MARKET  RESEARCH. 

Data  on  selected  products  and  indus- 
tries in  countries  offering  the  best 
opportunities  for  U.S.  goods  and  serv- 
ices is  continually  collected  by  U.S. 
embassy  staff  and  in-country  profes- 
sionals. Concise,  customized  rejX)rts 
can  be  provided  for  an  industry  or 
country,  in  print  or  on  diskettes.  These 
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Market  leaders 
rely  on  Cast's  solid  service 
commitment  to  facilitate  their 
overseas  transactions. 


□AST 


The  Blue  Box  System  of  Container  Shipping 
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may  include  information  about  trade 
barriers,  market  sizes,  investment  cli- 
mates, best-selling  products,  govern- 
ment regulations  and  economic  trends. 

WORLD  TRADERS  DATA  REPORTS. 

A  U.S.  firm  can  use  this  service  to 
check  the  background  of  a  potential 
foreign  trading  partner  before  signing 
business  agreements.  The  report  on  the 
foreign  firm  will  include  its  standing  in 
the  local  business  community,  credit- 
worthiness and  overall  reliability  and 
suitability. 

AGENT/DISTRIBUTOR  SERVICE. 

This  made-to-order  search  enables 
U.S.  firms  to  locate  interested  and 
qualified  foreign  representatives  for 
their  products.  US&FCS  district  office 
trade  specialists  verify  the  marketabil- 
ity of  a  U.S.  company's  goods  and 
services  and  have  its  product  informa- 
tion reviewed  by  commercial  specialists 
in  the  country  targeted  for  export.  In- 

Commercial  News  USA 

A catalog-magazine  that  promotes 
the  products  and  services  of  U.S. 
companies  to  more  than  100,000 
overseas  agents,  distributors  and 
potential  buyers.  Commercial  News 
USA  is  one  of  the  most  successful  mar- 
ket-entry services  offered  by  the  U.S. 
Department  of  Commerce.  The  high- 
profile  catalog-magazine  offers  valu- 
able exposure  in  the  international 
marketplace  for  a  fraction  of  the  cost  of 
commercial  advertising. 

"There  was  more  response  from 
that  one  ad  than  any  other  single  ad 
in  our  10  years  of  business,"  stated 
Elizabeth  N.  Kuzia,  Vice  President 
of  Stanley  Solar  and  Stove,  Inc.,  a 
Manchester,  New  Hampshire,  manu- 
facturer of  safety  devices  to  detect  pro- 
pane, butane  and  carbon  monoxide. 

Commercial  News  USA,  distributed 
in  140  countries,  is  a  low-risk  way  for 
small  and  mid-sized  firms  to  identify 
promising  export  markets,  generate 
sales  leai's  and  locate  agents,  distribu- 
tors, licciising  partners  and  buyers. 


country  staff  then  interview  potential 
agents,  evaluate  their  interest  and  capa- 
bility and  provide  a  list  of  up  to  six  of 
the  best  qualified  and  most  interested 
contacts,  along  with  comments  and 
recommendations . 

"This  program  has  served  as  our 
main  source  in  locating  qualified  repre- 
sentatives in  foreign  markets,"  said 
Sam  D.  Haan,  International  Sales 
Manager  of  Vermeer  Manufacturing 
Company,  makers  of  landscaping  prod- 
ucts in  Pella,  Iowa. 

TRADE  OPPORTUNITIES 
PROGRAM.  This  program  gives  com- 
panies a  quick  and  inexpensive  way  to 
locate  current  sales  leads  from  overseas 
firms  seeking  to  buy  or  represent  spe- 
cific U.S.  products  or  services.  Gath- 
ered daily  by  U.S.  commercial  offices 
in  65  foreign  countries,  these  pre- 
screened  leads  are  available  in  printed 
or  electronic  form  from  a  variety  of 
public  and  private  sources. 

CATALOG  AND  VIDEO-CATALOG 
EXfflBITIONS.  In  1988,  the  US&FCS 
displayed  the  catalogs  and  product 
promotion  videos  of  1,868  U.S.  firms 


"Ninety-seven  percent  of  U.S.  firms 
using  Commercial  News  USA  have 
fewer  than  500  employees,  and  many 
have  never  exported  before,"  said 
Judy  Ebner,  manager  of  the  Commer- 
cial News  USA  program.  "Typically, 
they  recoup  their  participation  cost 
many  times  over  in  export  sales." 

For  a  nominal  fee.  Commercial 
News  USA  will  publish  a  description 
and  photo  of  a  U.S.  firm's  product. 
The  publication  emphasizes  new 
product  promotion,  although  older 
products  may  be  promoted  in  special 
industry  sections.  Potential  business 
representatives  and  customers 
directly  contact  those  companies  with 
products  of  interest,  using  an  address 
code  printed  in  the  magazine. 

"You  can't  imagine  how  helpful  this 
service  has  been,"  adds  Comtesse 
Suzanne  de  Paris,  who  featured  her 
U.S. -made  French-formula  skin  care 
products  in  the  October  1988  issue  of 
Commercial  News  USA.  "Every  day  I 
am  getting  letters  from  all  over  the 
world  and  sending  out  catalogs  about 
my  products." 


to  select  foreign  audiences  in  140 
countries,  generating  as  many  as  50 
sales  leads  per  participating  company. 
This  low-cost,  low-risk  service 
enables  small  and  mid-size  U.S.  firms 
to  gain  valuable  market  exposure  for 
their  products  and  services  without  th( 
expense  of  overseas  travel.  Catalogs 
and  videos  continue  to  circulate  after 
the  show  at  other  promotional  events 
or  in  embassy  commercial  libraries. 

FOREIGN  BUYER  PROGRAM.  This 
service  allows  U.S.  firms  to  meet  quali- 
fied foreign  purchasers  for  their  prod- 
ucts and  services  at  selected  trade 
shows  here  in  the  United  States.  Each 
year  the  US&FCS  selects  18  top  U.S. 
industry  shows  and  promotes  them 
worldwide  to  attract  foreign  buyer  dele 
gations.  At  ihe  shows,  the  US&FCS 
manages  international  business  centers 
where  trade  specialists  counsel  U.S. 
firms  and  introduce  buyers  and  sellers. 
TRADE  EXHIBITIONS  AND 
MISSIONS.  Government  and  privately 
sponsored  trade  exhibitions  offer  an 
opportunity  to  participate  in  high- 
profile  trade  promotion  around  the 
world.  Extensive  local  publicity, 
exhibit  booths  and  logistical  support 
are  provided.  Every  year  the  US&FCS 
officially  recognizes  30  to  40  selected 
overseas  trade  fairs  developed  by  privat 
show  organizers.  The  Commerce 
Department  is  also  supporting  the  first 
international  trade  show  exclusively  for 
small  businesses,  EXPORT  '89,  the 
American-European  Small  Business 
Trade  Congress,  scheduled  for  next 
October  in  Frankfurt,  West  Germany. 

Commerce  trade  missions  are  struc- 
tured to  help  exporters  find  local  agents 
distributors,  representatives  or 
customers  in  a  variety  of  world  markets 
Some  include  technical  seminars  to 
promote  sales  of  sophisticated  products 
and  technology  in  selected  markets. 

Find  out  more  about  how  the 
U.S.  Department  of  Commerce  can 
help  you  export  successfully.  Call: 

1-800-343-4300 
Operator  940 


Text  by  Marcia  B.  Saft,  Connecticut  based 
writer  and  regular  contributor  to  The  New 
York  Times. 
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This  will  help  you  spend  money 


This  will  help  you  save  money 
overseas. 


Calling  home  from  overseas  can  be  a  lot  less 
expensive  when  you  use  AT&T USADirect®  Service. 
Just  dial  the  USADirect  number  for  the  country  you're 
calling  from,  and  you'll  be  connected  to  an  AT€yT 
Operator  m  the  US.  within  seconds.  It's  fast.  It's  easy 
It's  available  in  over  50  countries.  And  it  helps  you 
minimize  hotel  surcharges.  You  save  with  AT&T's 
economical  international  rates,  whether  you  use  your 
AT&T  Card 01  call  collect.  For  your  information  card, 
call  1-800-874-4000,  Ext.  301. 


i  The  right  choice. 
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Golf 


IT'S  ROUGH  TO  BE  A  DUFFER 
AT  A  PRO-AM 


It  seemed  like  such  a  fun 
assignment.  I  would  play 
in  a  pro-am  golf  tourna- 
ment, so  named  because  ama- 
teurs like  me  get  to  play  18 
holes  with  a  touring  profes- 
sional, and  then  I  would  write 
about  it.  But  as  I  stand  near 
the  rain-drenched  first  tee, 
waiting  to  begin  playing  in 
the  Manufacturers  Hanover 
Westchester  Classic  Pro-Am, 
I  notice  that  a  sizable  collec- 
tion of  butterflies  has  sudden- 
ly hatched  in  my  stomach. 

"Just  play  your  own 
game,"  I  tell  myself,  echoing 
the  advice  of  a  friend  who  has 
competed  in  many  of  these 
events.  But  I'm  a  16-handicap- 
per  and  I  don't  particularly 
like  my  own  game.  (Nor,  I'm 
about  to  find  out,  does  my  pro 
for  the  day,  Ed  Fiori.  But  I'll 
get  to  that.) 

A  group  teeing  off  ahead  of 
mine,  led  by  pro  Greg  Nor- 
man, does  little  to  calm  my 
fears.  It  includes  John  Akers, 
chairman  of  IBM,  and  Bob  Al- 
len, chairman  of  AT&T.  Akers, 
who  told  me  earlier  that  he's 
a  touch  anxious  about  playing 
in  his  first  pro-am,  rears  back 
and  duffs  his  shot  about  50 
yards  off  the  tee — straight 
into  the  deep  rough. 

Next  up  is  Allen,  an  excel- 
lent golfer,  who  assured  me 
there's  nothing  to  be  nervous 
about.  "Just  have  fun,"  he 
said.  But  somehow  it  doesn't 
look  like  he's  having  such  a 
great  time:  His  shot  veers 
sharply  to  the  right  after 
about  30  yards,  fans  run  for 
cover,  and  his  ball  skids  into 
the  tennis  courts  next  to  the 
first  hole.  He  takes  a  pen- 
alty, tries  another  ball— 
and  it  happens  again! 

Miraculously,  my  own 
first  shot  is  pretty 
good — straight  and  accept- 
ably long.  I  breathe  a  sigh  of 
relief,  and  Fiori  says:  "Well, 


BW'S  FINCH:  OVER  18  HOLES,  A  FEW  DECENT  SHOTS— AND  MANY  SLICES 


(i 


lookee  here."  But  once  we 
past  the  first  hole,  all 
breaks  loose.  As  rain  confu 
down  in  sheets,  I  keep  slic: 
the  ball  into  the  rough,  ;te 
normally  sorry  putting  gtl 
even  worse,  and  Fiori  deci( 
to  roast  me  with  his  sarcasico 
wit.  A  sample: 

Ed:  I  think  you  shoii 
take  a  lesson  from  your  cl  n' 
pro,  Pete. 

Me:  Well,  I've  taken  a  fi 

Ed:    Yeah,  right, 
laughs.)  Is  he  certified  by 
PGA?  (Laiighter  all  arounU 

If  you  liad  asked  me  at  t 
point  whether  I  was  haviir; 
fun,  I  might  have  said  no.  I 
as  the  day  wears  on,  I  mak'  g 
few  decent  shots,  I  sinkii 
long  putt  for  par  on  the  1( 
hole,  and  I  even  manage 
smile.  By  the  time  I  squ  u 
off  the  last  green,  finally  cl  t, 
ing  in  on  my  goal  of  wa 
clothes  and  cold  beer,  the  cfs! 
has  taken  on  a  new  light. 

RUBBING  ELBOWS.  Pro-a 
must  be  fun — otherwise  th4 
wouldn't  be  so  many.  The  Pi 
Tour,  the  Senior  Tour,  and  i  e 
Ladies    Professional  Gif 
Assn.  put  on  about  120  ev(  (i 
year.  Most  are  one-day 
fairs,  held  the  Wednesday 
fore  the  "real"  tournamcfKI 
begins.  On  top  of  that,  thi 
are  numerous  independek 
pro-ams  during  the  week.  J 
part  of  any  official  tourie 
ment,  they're  organized 
country  clubs  or  other  lo 
groups. 

I  imagine  that  playing  iika 
pro-am  is  a  lot  like  going  f 
one  of  those  baseball  fant£ 
camps.  You  get  a  space  in  1 
pros'  locker  room,  you 
balls  on  the  practice  % 
alongside   the  bigg< 
names  in  the  game,  ^lut 
you  can  rub  elbows  with  Ifci 
pros  in  the  clubhouse  afn 
your  round.  You  also  get  m 
play    a  tournament-reat 
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rse,  complete  with  heavy 
gh  and  superslick  greens. 
)ne  part  of  the  Westches- 

event  I  found  especially 
reshing  was  the  ball-spot- 
5  on  each  hole.  These  vol- 
eers  stand  near  the  fair- 
{  to  keep  an  eye  on  your 

shot.  Despite  my  wicked 
e  that  day,  I  lost  only  one 
; — I  knocked  it  into  a  pond, 
lould  note,  though,  that  on 

very  same  hole,  I  hit  a 
t  that  was  greeted  by  ap- 
ise  from  the  small  gallery 
fans.  A  first  for  me — and 
:e  probably  a  last. 
:kers.  When 

pro-am  match 
:onnected  to  a 
-fledged  pro- 
jional  tourna- 
it,  the  pros 
e  no  choice 

to  play.  Some, 
ikly,  hate  pro- 
day.  They 
lid  rather  get 
feel  for  the 
rse  by  them- 
TQS,  not  by 
?ging  around 
unch  of  hack- 
But  most  are 
least  friendly 
ut  it.  Says  Barbara  Pad- 
i,  Manny  Manny's  director 
special  events;  "The  pros 
erstand  the  importance  of 
porate  America  to  golf." 

independent  events,  the 
>  are  attracted  by  guaran- 

of  $2,000  or  so  in  appear- 
5  money. 

Tio  can  play  in  a  pro-am? 
entially  anybody  who  is 
ing  to  part  with  the  entry 
A  common  price  range  is 

00  to  $2,000,  and  for  multi- 
events  the  fee  goes  as 

1  as  $7,500.  It's  not  cheap, 
a  good  portion  of  the 

ley  goes  to  charity.  Last 
''s  Manny  Hanny  event 
ed  nearly  $2  million  for 
I  hospitals.  One  stipulation 
lat  you  must  have  a  U.  S. 
"  Assn.  handicap,  and  it 
be  no  higher  than  21.  Pro- 
organizers  actually  call 
1  entrant's  home  course  to 

I  fy  that  his  or  her  handi- 

I  is  correct. 

!  ut  before  you  rush  to  sign 
I  or  the  next  big  pro-am,  be 
!  re  that  corporations  have 
rved  most  of  the  spots 
:  in  advance.  They  dole 


RAINDROPS  KEEP  FALLIN':  DOWNPOUR  AT  WESTCHESTER 


AS  AT&rS  ALLEN  AND  IBM'S  AKERS  WALK,  FINCH  LINES  UP  A  SHOT 


TEAMWORK:  FIORI  (RIGHT)  SUPPLIED  POINTERS— AND  WISECRACKS 


them  out  as  favors  to  custom- 
ers or  key  employees.  It's 
usually  much  easier  to 
squeeze  into  an  independent 
pro-am. 

Whichever  way  you 
go,  you'll  find  the  com- 
petition part  of  a  pro- 
am  is  almost  always 
the  same:  Each  team 
consists  of  four  ama- 
teurs and  one 
pro.  My  group  ^ 
included  John 


iNAL  BUSINESS 


Simone  of  Manny  Hanny, 
Larre  Barrett  of  CBS,  and  Jap- 
anese advertising  executive 
Shigenari  Hironobu.  The  ama- 
teurs all  have  handicaps, 
which  entitle  them  to  a 
"free"  stroke  on  certain 
holes,  and  the  match  is 
"best  ball."  That  is,  on 
each  hole  your  team  re- 
cords only  one  score — the 
lowest  that 

  any  of  the  five 

^X)LF^  players  made. 


.SHOP. 


At  the  end  of  the  day,  the 
group  with  the  lowest  team 
score  wins. 

WATCH  THE  BIRDIE.  Naturally, 
the  pro  is  going  to  have  the 
low  score  most  of  the  time. 
But  that's  where  the  handi- 
caps come  in:  On  one  hole 
Fiori  and  I  both  made  3.  But 
thanks  to  my  handicap,  mine 
counted  as  a  2 — and  that's 
what  our  team  recorded. 
(Fiori's  comment:  "Pete,  you 
linally  came  through  for  us!") 
The  best-ball  format  keeps 
the  round  moving  pretty 
quickly.  If  someone  else  in 
the  group  is  put- 
ting for  a  4  and 
I'm  putting  for  a 
6,  there's  no  way 
I  can  have  the 
better  score.  So 
I'm  expected  to 
pick  my  ball  up 
and  withdraw 
from  the  hole.  If 
you  play  the  way 
I  did,  you  pick  up 
the  ball  a  lot.  So  I 
don't  have  any 
idea  what  my 
score  would  have 
been.  But  that's 
fine  with  me. 
Suffice  it  to  say  that  my 
team  did  not  have  the  lowest 
score.  If  we  had,  we  amateurs 
would  have  taken  home  a 
crystal  vase.  And  for  his  ef- 
forts, Fiori  would  have  pock- 
eted $1,000  in  cash.  (Now  I 
know  why  he  didn't  like  my 
game  so  much.)  But  even  the 
losers  don't  go  home  empty- 
handed.  Corporate  sponsors, 
eager  to  get  as  much  visibility 
as  they  can,  shower  partici- 
pants with  all  types  of  free- 
bies:  tote  bags,  golf  umbrel- 
las, sweaters,  cigars,  and, 
fittingly,  aspirin. 

In  spite  of  the  weather  and 
my  own  foibles,  the  Westches- 
ter event  was  quite  enjoyable. 
I  met  some  pleasant  people.  I 
got  to  play  a  beautiful,  chal- 
lenging course.  I  even  got 
some  useful  golf  advice  from 
Fiori,  whom  I  came  to  view  as 
likeable  despite  his  incessant 
wisecracking.  Another  sam- 
ple: "Pete,  have  you  ever 
thought  about  playing  in  one 
of  those  tennis  pro-ams?"  The 
truth  hurts,  but  I've  got  to 
give  him  credit  for  telling  it 
like  it  is.  Peter  Finch 
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Smart  Money 

UTILITY  STOCKS  CAN  DEIIVER 
A  NASTY  SHOCK 


Utility  stocks  have  long 
been  regarded  as  ha- 
vens in  times  of  market  un- 
certainty— regulated  compa- 
nies with  predictable 
earnings  and  steady  divi- 
dends. But  if  you  still  think 
the  group  is  all  but  risk-free, 
you  may  be  in  for  a  shock.  In 
recent  years,  electric  utilities 
have  been  busy  diversifying 
into  nonregulated  ventures 
ranging  from  orange  groves 
to  basketball  teams. 

Yet  in  many  cases,  say  an- 
alysts, diversification  hasn't 
boosted  a  utility's  bottom 
line  much.  And  for  some, 
such  as  Pinnacle  West  Capi- 
tal, a  Phoenix-based  holding 
company  that  ow^ns  Arizona 
Public  Service,  losses  have 
been  large  enough  to  cut 
into  dividends  and  lower  the 
stock  price  (BW — Jan.  30). 


In  some  cases, 
diversification  has 
cut  dividends 


Pinnacle  rushed  into  such 
far-flung  businesses  as  ura- 
nium mining,  construction, 
and  the  Phoenix  Suns  bas- 
ketball team.  But  its  worst 
move  was  its  $426  million  ac- 
quisition of  Merabank,  a  sav- 
ings and  loan  that  began  los- 
ing money  soon  after  it  was 
purchased  in  1986.  The  utility 
has  since  sliced  its  dividend 
40%,  and  the  stock  has  gone 
from  as  high  as  32  in  1987  to 
about  12  now. 

CLOSE  TO  HOME.  Most  utili- 
ties have  diversified  more 
slowly  than  Pinnacle  and 
have  put  less  of  their  capital 
at  risk.  Still,  you're  better 
off  sticking  with  a  conven- 
tional utility,  such  as  Union 
Electric  or  Louisville  Gas  & 
Electric,  says  analyst  Barry 
Abramson  at  Prudential- 
Bache.  Among  the  lightly  di- 


versified utilities,  Abramson 
likes  Public  Service  Enter- 
prise Group  and  Consolidat- 
ed Edison. 

Utilities  started  branching 
out  when  demand  fell  short 
of  expectations  in  the  early 
1980s.  With  power  plant  ex- 
pansion programs  halted, 
many  utilities  found  them- 
selves flush  with  cash — and 
ventured  into  businesses 
where  there  would  be  no  cap 
on  earnings. 

Those  that  diversified 
most  successfully  usually 
stuck  close  to  home.  Such 
natural  extensions  of  the 
business  include  local  natu- 
ral-resources development, 
real  estate,  and  cogeneration 
plants  that  use  waste  energy 
to  produce  electricity. 
SLOWER  PACE.  One  of  the 
more  successful  diversified 
utilities  is  SCE  Corp.  in  Rose 
mead,  Calif.,  says  analyst 
Edward  Tirello  at  Shearson 
Lehman  Hutton.  Through 
cautious  expansion  into  co- 
generation  and  financial  ser- 
vices such  as  equipment  leas- 
ing, Tirello  says  SCE  has 
averaged  a  19%  return  on  eq- 
uity in  the  past  seven 
years — against  the  indus- 
try's 13%  ROE. 

Other  diversified  utilities 
that  analysts  like  include  Po- 
tomac Electric  Power,  Do- 
minion Resources,  Baltimore 
Gas  &  Electric,  and  Pacifi- 
Corp,  which  runs  profitable 
coal  and  telecommunications 
companies. 

Diversification  is  apt  to 
continue,  albeit  at  a  slower 
pace.  No  one  expects  future 
programs  to  be  as  large  and 
as  aggressive  as,  for  exam- 
ple, Pinnacle's  was.  And  with 
electrical  demand  and  con- 
struction budgets  expected 
to  rise  over  the  next  few 
years,  the  industry  may  pro- 
vide its  own  cure  for  impru- 
dent diversification  efforts — 
simply  by  having  less  cash 
on  hand.      Suzanne  Woolley 


Travel 


CLEARING  A  PATH 

FOR  DISABLED  TRAVELERS 


Anyone  who  is  disabled, 
or  has  family  members 
who  are,  knows  how 
difficult  travel  can  be.  It's  no 
wonder  some  companies  are 
specializing  in  travel  for  the 
physically  handicapped,  who 
number  roughly  37  million 
Americans.  With  personal  in- 
spections and  experience,  the 
companies  can  steer  clients 
clear  of  physical  barriers  and 
bad  attitudes. 

Family  and  friends  are  wel- 
come on  tours,  which  are  usu- 
ally first-rate.  Prices  are  gen- 
erally higher  than  conven- 
tional tours  because  of  the 
need  for  spacious  rooms  and 
extra  escorts. 

One  of  the  best  for  wheel- 
chair travelers,  Flying  Wheels 
Travel  (507  451-5005)  in  Owa- 
tonna,  Minn.,  offers  a  variety 
of  tours — from  Caribbean 
cruises  on  ships  with  roll-in 
showers  for  about  $2,000  to  a 
more  adventurous  trip  to  view 
the  pyramids  in  Egypt  for 
about  $1,400,  plus  air  fare. 
Medically  trained  escorts  ac- 
company each  tour. 

Whole  Person  Tours  (201 
858-3400)  in  Bayonne,  N.J., 
uses  only  motorcoaches  with 
lifts.  Unable  to  take  groups 
down  the  steps  to  the  Crown 
Jewels  in  London,  President 
Robert  Zywicki,  himself  in  a 
wheelchair,  schedules  a  ses- 
sion to  try  on  official  replicas. 


"If  we  can't  do  one  thing,  v 
substitute  another,"  he  sa> 
Zywicki  also  publishes  a  ma- 
azine  that  lists  wheelchair-a 
cessible  vacations. 

With  30  years'  experienc 
Evergreen  Travel  Service  (2i 
776-1184)  in  Lynwood,  Wasl 
doesn't  let  much  stand  in  i 
way.  It  has  carried  clients  i 
the  Great  Wall  of  China  ai 
built  a  ramp  so  wheelch; 
travelers  could  ride  an  e 
phant  in  India. 
GREATER  ACCESS.  Kidney  < 
alysis  patients  might  want 
take  a  tour  through  Uniqi 
Reservations  (800  544-7604) 
Indian  Rocks  Beach,  Fla.  TK 
firm  sets  up  its  own  clin. 
with  nephrologist  and  nurst. 
on  cruises  to  the  Orier 
South  America,  and  Europe 

Nature  lovers  also  ha" 
some  options.  All  Outdod 
(503  923-9264)  in  Redmoi 
Ore.,  conducts  rigorous,  i- 
frills  outings  in  the  Cascad 
for  disabled  people.  Five  da 
of  white-water  rafting,  hon 
back  riding,  and  hiking  cos- 
about  $400. 

Others  may  want  to  j 
"heli-hiking"  with  Tau- 
Tours  (203  226-6911)  in  We; 
port,  Conn.  For  about  $1,4(, 
groups  stay  in  deluxe  lodgs 
in  the  Canadian  Rockies  an 
helicopter  into  the  wildeme; 
to  explore  or  just  take  in  t  • 
view.  Mary  Pit:' 
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M  END  TO  THE 
UST  TALK 
I  BANK  APS? 

Shopping  for  a  bank  ac- 
count should  be  easy. 
But  interest  rates  ad- 
rtised  for  certificates  of  de- 
sit,  money  market  accounts, 
plain-vanilla  savings  ac- 
aiits  don't  always  add  up. 
thout  know^ing  more — such 
interest  compounding 
!thods,  minimum  balance 
juirements,  and  penalties 
•  early  withdrawal — deposi- 
■s  may  end  up  with  less 
in  they  bargained  for. 
[f  some  lawmakers  have 
!ir  way,  such  confusion  will 
d  soon.  Truth-in-savings 
;islation  is  pending  in  the 


House  and  the  Senate.  While 
the  two  versions  of  the  bill 
differ  somewhat,  both  would 
mandate  more  uniform  disclo- 
sure of  bank  deposit  rates, 
minimum  balance  require- 
ments, fees,  and  penalties. 

RATE  RUNAROUND.  The  bills 

would  require  banks  to  dis- 
close in  their  ads  the  annual 
percentage  rate — the  one  that 


reflects  compounding.  Law- 
makers also  are  asking  for  ex- 
planations of  the  formulas 
banks  use  to  determine  inter- 
est payments.  Those  calcula- 
tions can  yield  differing  re- 
sults for  otherwise  identical 
accounts.  Two  accounts,  both 
offering  10%  simple  interest 
and  quarterly  compounding, 
could  result  in  different  inter- 


est payments,  depending  on 
the  balance  to  which  the  inter- 
est is  applied. 

Under  the  so-called  low  bal- 
ance method,  interest  is  paid 
only  on  the  lowest  amount  of 
money  that  was  in  the  ac- 
count during  the  interest  peri- 
od. Even  though  you  have 
.$4,000  in  an  account  at  some 
point  during  the  quarter,  if 
your  withdrawals  drdin  it  to 
$1,000  even  for  a  day,  you 
would  get  interest  on  only 
that  $1,000.  However,  if  the 
bank  pays  you  interest  ac- 
cording to  the  number  of  days 
any  given  amount  of  money  is 
in  the  account,  and  the  pat- 
tern of  deposits  and  with- 
drawals is  the  same,  your  in- 
terest for  the  quarter  could 
amount  to  about  three  times 
as  much. 

With  truth-in-savings  legis- 
lation, when  a  bank  plays  a 
numbers  game,  at  least  you'll 
know  it.  Catherine  Yang 


Outdoors 

OW  TO  KEEP 
HOSE  TICKS 
rBAY 


Except  among  lumber- 
jacks, forest  rangers, 
and  other  outdoorsy 
)es,  insect  repellents  have 
/er  been  a  hot  topic  of  con- 
rsation.  But  tick-borne 
me  disease — reported  in  43 
ites — has  suddenly  made 
g  spray  a  priority  for  just 
rat  anyone  who  ventures 
0  the  backyard  this  sum- 
r,  let  alone  the  woods. 
The  active  ingredient  in 
'St  repellents  is  N,  N-dieth- 
meta-toluamide,  or  "deet." 
wards  off  mosquitoes, 
as,  ticks,  chiggers,  and  bit- 
;  flies  by  operating  on  the 
alth  principle:  It  emits  a 
3or  that  keeps  insects  from 
ising  your  presence. 


The  only  effective  repellent 
that  can  be  used  on  both  skin 
and  clothing,  deet  is  available 
in  solutions  ranging  from  15% 
to  100%.  But  it  can  be  toxic, 
warns  Dr.  Albert  Rosen,  a  pe- 
diatrician in  Fair  Lawn,  N.  J.: 
"It's  a  dangerous  drug  and 
should  be  used  sparingly." 
Rosen  recommends  strengths 
of  25%  to  40%,  which  can  last 
for  up  to  six  hours;  100%  deet 
lasts  up  to  10  hours,  but,  he 
says,  is  "overkill."  Be  espe- 
cially careful  with  young  chil- 
dren, whose  sensitive  skin  will 
absorb  more  of  the  repellent. 


Worth  Noting 


riME= MONEY.  Keep  track 
client  billings  with  North- 
1  Telecom's  new  Meridian 
rstar  Hourglass  telephone 
item  (800  NOR-STAR).  An 


LCD  display  on  the  phone 
shows  the  name  of  the  client 
and  the  amount  of  time  the 
call  took.  It's  $1,175. 
■  USED  PRICES.  The  Auto 
Priceline,  operated  by  the 
National  Automobile  Data 
Service  in  San  Francisco, 


The  three  best-known 
brands  are  Cutter,  Off!,  and 
Muskol.  They  offer  deet  in  lo- 
tions, pump  sprays,  aerosols, 
and  roll-ons.  Aerosols,  which 
provide  a  maximum  of  40% 
deet,  are  popular.  When  ap- 
plying deet  to  your  face  and 
neck,  first  spray  the  repellent 
into  the  palm  of  your  hand, 
and  then  wipe  it  on. 
DEET  DAMAGE.  Deet-based 
products  can  damage  synthet- 
ic fibers,  painted  surfaces, 
and  plastics,  so  avoid  getting 
any  on  plastic  watches  or  eye- 
glasses. And  since  deet  is 


gives  used-car  price  ranges 
over  the  phone  (900  999- 
CARS).  Punch  in  your  state, 
car  model,  make,  and  year, 
and  they'll  give  you  a  high- 
and  a  low-price  range.  Cost: 
$1.75  for  the  first  minute, 
75$  a  minute  thereafter. 


highly  flammable,  keep  it 
away  from  fire  or  lighted 
cigarettes. 

More  controversial  than 
deet  is  a  tick  defense  that 
uses  permethrin,  a  highly  tox- 
ic pesticide  approved  by  the 
Environmental  Protection 
Agency  for  use  on  lawns.  It 
repels  and  kills  ticks  and  is 
the  main  ingredient  in  Per- 
manone  Tick  Repellent,  a 
spray  for  clothing,  not  skin. 
Permethrin  is  classified  as  a 
possible  carcinogen,  says  the 
EPA,  which  hasn't  finished  as- 
sessing the  product's  risks. 
"We're  concerned  that  it 
could  be  transferred  through 
clothing  onto  skin,"  says  an 
EPA  spokesman.  Nonetheless, 
29  states,  spurred  by  concern 
over  Lyme  disease,  have  spe- 
cial permits  from  the  EPA  that 
allow  use  of  the  spray  on 
clothing.  S.  W. 
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nvestment  Figures  of  the  Wee 


MMENTARY 

■  dollar,  which  has  been  surg- 
for  months,  finally  took  a  hit. 
jmbled  2.3%  in  just  a  week,  a 
move  in  the  currency  markets, 
stock  and  bond  markets 
ed  bock,  too,  but  damage  was 
Jerate.  Long-term  interest  rates 
Iged  up  again  after  weeks  of 
ng,  and  the  Dow  industrials 
pped  nearly  40  points.  The 
ader  market,  however,  suffered 
than  the  Dow.  Largely  be- 
se  of  the  dollar's  drop,  U.  S. 
lers  of  foreign  stocks  saw 
>e  holdings  rise  3.2%. 


STOCKS 

June  Dec. 


June     June  15-21 


52-week  change 
+  16.3% 


1  -week  change 
-1.0% 


BONDS 

June  Dec. 


June 


Shearson  Lehman 
Treasury  Index 


52-week  change 
+5.4% 


THE  DOLLAR 

June  15-21  June       Dec.  June 
  1380       110  I 


June  15-21 


1350  100 


1-week  change 
-1.7% 


1260  70 


J.  P.  Morgan 
Index 


52-week  change 
-1-7.4% 


1-week  change 
-2.3% 


ifM  l1  II  1  ■il  i  lil  1  fclL^^^^^^MII^^^^^^^W 

%  change 


i.  STOCKS 

Latest 

Week 

52-week 

FUNDAMENTALS 

latest 

Week  ago 

Year  ago 

fl  JONES  INDUSTRIALS 

2464.9 

-1.5 

14.5 

90-DAY  TREASURY  BILL  YIELD 

8.4% 

8.4% 

6.7% 

COMPANIES  (Russell  1000) 

170.0 

-1.0 

16.5 

30-YEAR  TREASURY  BOND  YIELD 

8.3% 

8.2% 

8.9% 

ML  COMPANIES  (Russell  2000) 

170.3 

-1.2 

14.5 

S&P  500  DIVIDEND  YIELD 

3.5% 

3.4% 

3.7% 

COMPANIES  (RusseP  3000) 

182.5 

-1.0 

16.3 

S&P  500  PRICE/EARNINGS  RATIO 

12.5 

12.7 

14.7 

%  change  (local  currency) 

TECHNICAL  INDICATORS 

Latest 

Week  ago 

Reading 

lEiGN  STOCKS 

latest 

Week 

S2-week 

S&P  500  26-week  moving  average 

299.6 

297.9 

Positive 

IDON  (FINANCIAL  TIMES  100) 

2172.2 

1.8 

15.6 

Stocks  above  26-week  moving  average 

67.7% 

69.5% 

Neutral 

;Y0  (NIKKEI  INDEX) 

33,345.3 

-0.2 

19.7 

Speculative  sentiment:  Put/call  ratio 

0.25 

0.21 

Neutral 

lONTO  (TSE  COMPOSITE) 

3730.5 

1.4 

8.3 

Insider  sentiment:  Vickers  sell/buy  ratio 

2.00 

1.84 

Neutral 

NDUSTRY  GROUPS 

 \       ■   7^ 

BRIDGE  INFORMATION 

SYSTEMS  INC. 

la-WEEK  LEADERS 

% 

4-week 

change 

52-week 

Strongest  stcKk  in  group 

% 

4-week 

change 

52-week 

Price 

UBLISHING 

1 1.9 

30.4 

HARCOURT  BRACE  JOVANOVICH 

42.3 

40.5 

13% 

lOTELS  AND  MOTELS 

11,8 

53.0 

HILTON  HOTELS 

20.4 

107.3 

983/4 

lOMEBUILDING 

10.9 

57.8 

KAUFMAN  &  BROAD 

26.8 

69.0 

173/4 

ROADCASTING 

9.2 

51.6 

LIN  BROADCASTING 

29.8 

95.5 

125% 

iRUG  CHAINS 

9.2 

17.0 

WALGREEN 

10.6 

29.0 

441/2 

IIR-WEEK  LAGGARDS 

% 

4-week 

change 

52-week 

Weakest  stcKk  in  group 

% 

4-week 

change 

52-week 

Price 

EISURE  TIME 

-10.2 

2.4 

HANDLEMAN 

-20.1 

35.3 

28% 

APER  CONTAINERS 

-6.3 

2.3 

STONE  CONTAINER 

-11.5 

-17.5 

26 

lEALTH  CARE  SERVICES 

-6.0 

-13.7 

BEVERLY  ENTERPRISES 

-9.9 

42.2 

8 

OMMERCIAL  SERVICES 

-5.6 

5.3 

NATIONAL  EDUCATION 

-32.3 

-45.5 

15% 

>FTER  MARKET  AUTO  PARTS 

-5.3 

-6.5 

SPX 

-29.9 

-17.6 

283/4 

VTUAL  FUNDS 


MORNINGSTAR  INC. 


liDEStS 

-week  total  return 

% 

LAGGARDS 
four-week  total  return 

% 

'HIUDELPHIA 

3REYFUS  CAPITAL  VALUE 

•ATON  VANCE  TOTAL  RETURN 

6.8 
6.1 
5.8 

JOHN  HANCOCK  WORLD  PACIFIC  BASIN 
FINANCIAL  STRATEGIC  PACIFIC  BASIN 
TYNDALL-NEWPORT  GLOBAL  GROWTH 

-11.0 
-9.6 
-7.6 

week  total  return 

% 

52-week  total  return 

% 

(AUFMANN 

FIDELITY  SELECT  BROADCAST  &  MEDIA 
DELAWARE  GROUP  TREND 

56.5 
48.7 
44.7 

STRATEGIC  GOLD/MINERALS 

SLH  PRECIOUS  METALS  AND  MINERALS 

FINANCIAL  STRATEGIC  GOLD 

-25.3 
-22.6 
-22.3 

HHH  S&P  500 

4-week  total  returr 


ELATIVE  PORTFOLIOS 


lar  amounts 
resent  the  present 
ue  of  $10,000 
ested  one  year 
)  in  each  portfolio 

:entages  indicate 
-doy  total  returns 


U.  S.  stocks 
$12,142 

-0.67% 


Foreign  stocks 
$11,994 

-1-3.23% 


Treasury  bonds 
$11,827 

-0.77% 


nil 


Money  market  fund 
$10,691 

+  0.16% 


DATA  RESOURCES  INC. 


Gold 

$8,142 

+  2.20% 


lata  on  this  page  are  as  of  market  close  Wednesday,  June  21 
stry  groups  include  S&P  500  companies  only,-  performance  and  ; 


1989,  unless  otherwise  indicated, 
lore  prices  are  as  of  market  close 


June  20.  Mutual  fund  returns  are  as  of  June  16.  Relative  portfolios  ore  valued  as  of  June  20.  A  more 
detailed  explanation  of  this  page  is  available  on  request. 
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ONWARD  THE  REVOLUTION 
IN  BOARDROOMS 


In  the  past  decade,  America's  chief  executives  have  been 
pressed  to  perform  by  foreign  competition,  takeover 
threats,  and  demanding  institutional  shareholders.  Now, 
finally,  their  own  boards  are  exhibiting  signs  of  independent 
thinking  and  holding  them  up  to  stricter  standards.  That 
may  be  a  threat  to  some.  To  many  more,  it  should  be  a 
welcome  challenge — a  constructive  one  from  the  inside,  rath- 
er than  the  outside. 

Yet  boards  are  still  not  strong  enough  or  tough  enough. 
While  there's  no  perfect  board  structure  or  mode  of  opera- 
tion, American  corporations  would  do  well  to  consider  many 
of  the  ideas  now  being  advanced  to  make  directors  more 
independent  of  the  chief  executive  (page  66). 

Clearly,  outside  directors  should  form  the  majority  of  the 
board  because  an  internal  majority  is  vulnerable  to  pressure 
from  the  CEO.  A  committee  of  outsiders  should  identify  new 
directors.  Most  important,  they  should  find  ones  who  have 
relevant  experience  and  the  time  to  devote  to  board  duties. 
Outsiders  should  have  a  regular  forum  for  meeting  indepen- 
dently— to  review  a  CEO's  performance  and  how  he  runs  the 
board  and  to  confer  on  whether  they  are  getting  the  proper 
information.  If  need  be,  they  should  propose  splitting  the  job 
of  chairman  and  CEO. 

Shareholders — particularly  institutional  investors — have  a 
role  in  encouraging  better  boards,  too.  After  all,  they  own 
most  of  Corporate  America,  and  they  could  use  that  clout  to 
get  better  performance.  When  they  vote  on  directors  each 
year,  they  should  reject  those  candidates  who  sit  on  too 
many  boards  or  who  have  been  found  wanting  in  their 
regular  jobs.  They  can  also  complain  directly  to  directors — 
who  are  their  representatives — when  CEOs  don't  seem  to 
listen  to  their  concerns. 

Most  CEOS  got  where  they  are  because  they  have  competi- 
tive personalities  that  can  rise  to  challenges.  They  need  not 
fear  independent-minded  outside  directors.  More  vigilance 
from  the  board  could  go  a  long  way  toward  making  Ameri- 
can corporations  more  competitive,  too. 


HOUSING:  HELP  THE  POOR, 
NOT  THE  MIDDLE  CLASS 


The  cynicism  and  greed  surrounding  the  burgeoning 
Housing  &  Urban  Development  Dept.  scandal  is  ap- 
palling. The  manipulation  of  federal  housing  programs 
to  line  the  pockets  of  developers  and  consultants  raises 
anew  a  fundamental  question:  What  role  should  Washington 
take  in  addressing  the  nation's  daunting  housing  problems'? 

State  and  local  governments  and  the  private  sector  simply 
don't  have  ample  enough  resources.  Even  the  estimated 
4,000  local  nonprofit  community  organizations,  a  dedicated 
vanguard  grappling  with  homelessness  and  poverty,  are 
only  chipping  away  at  the  problem.  After  all,  more  than  60% 


of  households  below  the  federal  poverty  level  spend 
than  half  their  incomes  on  rent  and  utilities. 

There  is  a  move  in  Congress  for  the  first  time  in  over) 
decade  to  address  the  nation's  housing  problems.  But  Cq 
gress  is  considering  combining  a  good  idea  with  a  bad  idJ 
and  it  doesn't  take  the  good  idea  far  enough.  It  is  looking! 
combining  needed  programs  for  housing  the  poor  with 
needed  federal  subsidies  for  the  middle-class  homebuyl 
Yet  the  basic  housing  problem  is,  quite  simply,  poverty,  (i 
universal  entitlement  to  housing  assistance  through  a  vouc- 
er  system  should  be  the  foundation  of  a  federal  commitmet 
to  end  the  low-income  housing  crisis. 

First-time  homebuyers  are  much  better  off  than  low-- 
come  renters.  It's  a  mistake  to  help  them  meet  high  dow- 
payments  and  inflated  home  prices  in  major  urban  marke  . 
After  all,  in  this  era  of  debilitating  budget  deficits,  fedeil 
money  is  limited.  Further  tax  subsidies  to  the  home-ownii; 
class,  already  getting  a  break  to  the  tune  of  $35  billioni 
year  in  mortgage-interest  deductions,  can  only  build  futu 
home  price  inflation  into  the  market.  The  federal  gover- 
ment  would  be  wiser  to  use  its  resources  to  combat  poverl. 


HOW  TO  KEEP  BONN 
IN  NATO'S  TENT 


West  Germans'  enthusiasm  for  East-West  deter 
stirs  unease  among  their  nato  allies.  Althouj 
West  Germany  is  NATO's  European  linchpin,  i 
under  scrutiny  for  signs  of  wavering  in  its  commitment 
the  West.  One  reason:  Bonn's  resistance  to  modernizii 
NATO  short-range  nuclear  missiles.  It's  understandable,  sin 
such  missiles  would  mostly  explode  on  German  soil. 

Even  deeper  misgivings  are  awakened  by  Germans'  year 
ing  for  reunification  of  their  divided  country,  an  issue  th 
Chancellor  Helmut  Kohl  raised  with  Soviet  leader  MikhaU 
Gorbachev  in  Bonn.  Many  Western  observers  fear  that  We 
Germany  might  accept  neutral  status  as  the  price  for  reun 
ing  with  East  Germany.  This  anxiety  reflects  another  co 
cern:  A  united  Germany  would  become  an  even  more  don 
nant  economic  power  on  the  Continent  than  it  is  today. 

In  fact,  there's  no  reason  to  think  that  Moscow,  worrii 
about  losing  its  own  grip  on  Eastern  Europe,  would 
willing  to  let  East  Germany  secede  from  the  Soviet-led  Wj 
saw  Pact  and  join  a  neutralized  Germany.  But  the  way  f 
Bonn's  allies  to  make  sure  that  it  stays  closely  tied  to  t 
West  is  not  to  keep  harping  on  its  supposed  fickleness- 
complaint  that  is  bound  to  stir  an  angry  backlash  amor 
West  Germans — but  to  make  sure  that  its  ties  with  the  We 
serve  German  interests  as  well  as  those  of  its  allies.  To  ( 
that  requires  following  through  with  plans  to  achieve  i 
integrated  and  dynamic  European  Community.  And  it  r 
quires  pushing  ahead  with  steps  to  expand  East-West  c 
tente,  such  as  the  proposed  cutbacks  in  conventional  foro 
in  Europe.  Reducing  the  threat  of  war  and  lowering  barriei 
to  the  movement  of  goods,  people,  and  ideas  will  ease  tl 
divisions  between  East  and  West — including  the  two  Ge 
manies.  Although  the  road  to  German  reunification  may  Ij 
long  and  slow,  such  steps  can  help  pave  the  way. 
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rhe  Payoff  From  Worker  Participation 


When  workers 
are  included  in 
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quality  can  improve 
and  productivity 
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why  won't  labor 
and  management 
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Are  you  looking 
for  a  good  cor 
or  would  you  settle 
for  a  great  one? 


Whoever  said  ignorance  is  bliss  never  drove  a  Saab. 

Ignorance  is  the  enemy  of  everything  Saab 
stands  for.  It's  the  ally  of  our  competition.  And  the 
bane  of  our  existence. 

Knowledge,  on  the  other  hand,  is  power.  So  we'd 
like  to  share  some  with  you  here. 

First,  you  should  know  that  no  other  cars  in  the 
world  offer  Saab's  combination  of  performance, 
handling,  utility,  safety,  and  value. 

The  car  you're  driving  now  may  have  some  of  the 
features  pioneered  by  Saab:  front-wheel  drive,  turbo- 
charging,  aerodynamic  styling,  roll-cage  construction 
with  crumple  zones,  astonishing  roominess, 
heated  front  seats,  human-engineered  ergonomics. 


The  list  goes  on  and  on. 

But  a  Saab  is  much  more  than  a  list.  You  should 
know  that  absolutely  nothing  else  drives  like  a 
Saab.  And  you  should  know  this  before  you  buy  the 
wrong  car. 

But  of  course,  if  you  never  drive  a  Saab  you'll 
never  know. 

Car  and  Driver  drove  a  Saab.  And  found  out 
something  you  can  find  out  for  yourself  at  your  loca 
Saab  dealer. 

Driving  a  Saab  is  "Bliss  on  wheels'.' 


The  most  intelligent  cars  ever  built. 


Saabs  are  intelligently  priced  from  $16,995  to  $32,095.  MSRR  not  including  taxes,  license,  freight,  dealer  charges  or  options. 
Prices  subject  to  change.  ©  1989  Saab-Scania  of  America,  Inc. 
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PRODUCTION 

Change  from  last  week;  -0.2% 
Change  from  last  yeor:  3.2% 
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The  production  index  decreased  for  the  week  ended  June  17.  On  a  seasonally 
adjusted  basis,  output  for  outos,  trucks,  electric  power,  and  lumber  declined.  Drops  in 
coal  production  and  rail-freight  traffic  were  probably  the  result  of  strikes  at  some 
coal  mines.  Paper,  lumber,  paperboard,  and  steel  production  all  posted  increases. 
Before  colculotion  of  the  four-week  moving  overage,  the  index  fell  to  173.7,  from 
175.7  the  previous  week. 

BW  production  index  copynght  1989  by  McGrow-Hill  Inc. 


LEADING 

Change  from  last  week:  0.3% 
Change  from  last  year:  6.4% 
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The  leodin9  index  edged  up  for  the  week  ended  June  17  as  the  index  resumed! 
climbing  in  June  offer  some  weakness  in  May.  For  the  latest  week,  lower  bond  yields 
and  faster  growth  rotes  for  materials  prices,  real  estate  loans,  and  M2  slightly  offset 
lower  stock  prices  and  a  small  rise  in  the  number  of  business  failures.  Prior  to 
colculotion  of  the  four-week  moving  overage,  the  index  increased  sharply,  to  213.6 
from  211.4  the  week  before. 

Leading  index  copyright  1989  by  Center  for  International  Business  C>cle  Research 


PRODUCTION  INDICATORS 

latest 
week 

Week  ° 
ogo 

i Change 
year  ago 

STEEL  (6/24)  thous.  of  net  tons 

1,881 

1,924# 

3.2 

AUTOS  (6/24)  units 

138,869 

142,566r# 

-13.2 

TRUCKS  (6/24)  units 

81,499 

88,508r# 

-0.3 

ELEQRIC  POWER  (6/24)  millions  of  kilowatt-hours 

58,148 

54,477  # 

-5.3 

CRUDE-OIL  REFINING  (6/24)  thous.  of  bbl./day 

13,994 

13,790r# 

2.9 

COAL  (6/17)  thous.  of  net  tons 

1 8,237  # 

19,482 

2.5 

PAPERBOARD  (6/17)  thous.  of  tons 

766.7  # 

753.7r 

2.6 

PAPER  (6/ 17)  thous.  of  tons 

738.0  # 

720.0r 

1.5 

LUMBER  (6/17)  millions  of  ft. 

506.8  # 

501.4 

5.4 

RAIL  FREIGHT  (6/17)  billions  of  ton-miles 

18.9# 

19.6 

-1.6 

Sources:  American  Iron  &  Steel  Inst.,  Ward's  Automotive  Reports,  Edison  Electric  Inst.,  Amer- 
icon  Petroleum  Inst.,  Energy  Dept.,  American  Paper  Inst.,  WWPA',  SFPA^,  Association  of 
American  Railroads. 

FOREIGN  EXCHANGE 

latest 
week 

Week 
ago 

Year 
ago 

JAPANESE  YEN  (6/28) 

143 

144 

134 

GERMAN  MARK  (6/28) 

1.96 

1.98 

1.82 

BRITISH  POUND  (6/28) 

1.56 

1.55 

1.70 

FRENCH  FRANC  (6/28) 

6.66 

6.68 

6.14 

CANADIAN  DOLLAR  (6/28) 

1.20 

1.20 

1.22 

SWISS  FRANC  (6/28) 

1.69 

1.71 

1.51 

MEXICAN  PESO  (6/28)^ 

2,501 

2,493 

2,300 

Sources:  Major  New  York  bonks.  Currencies  expressed 
British  pound  expressed  in  dollars. 

n  units  per  L 

.  S.  dollar,  except  for 

PRICES 

latest 
week 

Week  ' 
ago 

%i  Change 
year  ago 

GOLD  (6/28)  $/troy  oz. 

373.750 

365.900 

-13.8 

STEEL  SCRAP  (6/27)  #  l  heavy,  $/ton 

114.50 

114.50 

3.6 

FOODSTUFFS  (6/26)  index,  1967=  100 

226.0 

224.8 

-1 1.2 

COPPER  (6/24)  e/ib. 

1 18.8 

1 15.8 

3.2 

ALUMINUM  (6/24)  g/ib. 

88.8 

87.5 

-34.2 

WHEAT  (6/24)  #2  hard,  $/bu. 

4.35 

4.45 

9.8 

COTTON  (6/24)  strict  low  middling  1  - 1  / 1 6  in.,  i//\b. 

64.67 

64.65 

1.3 

Sources:  London  Wed.  final  setting,  Chicago  mkt..  Commodity  Research  Bureau,  Metals 
Week,  Kansas  City  mkt.,  Memphis  mkt. 


LEADING  INDICATORS 

latest 
week 

Week 
ago 

%Chan 
year  ai 

STOCK  PRICES  (6/23)  S&P  500 

322.78 

323.08 

18 

CORPORATE  BOND  YIELD,  Aaa  (6/23) 

9.09% 

9.02  % 

-7 

INDUSTRIAL  MATERIALS  PRICES  (6/23) 

105.0 

104.7 

3 

BUSINESS  FAILURES  (6/16) 

235 

231 

1 

REAL  ESTATE  LOANS  (6/14)  billions 

$328.8 

$327.  Ir 

14 

MONEY  SUPPLY,  M2  (6/12)  billions 

$3,083.4 

$3,079.8r 

INITIAL  CUIMS,  UNEMPLOYMENT  (6/10)  thoos. 

326 

309r 

9 

Sources:  Standard  &  Poor's,  Moody's,  Journal  of  Commerce  (index:  1980=100),  Dun 
Bradstreet  (failures  of  large  companies),  Federal  Reserve  Board,  Labor  Dept.  CIBCR  seoso 
ally  adjusts  data  on  business  failures  and  real  estate  loans. 

MONTHLY  ECONOMIC  INDICATORS 

latest 
month 

Month 
ago 

%  Chan' 
year  a< 

12  LEADING  INDICATORS  COMPOSITE  (May)  ind 

ex  143.8 

145.5r 

1 

PERSONAL  INCOME  (May)  annual  rate,  billions 

$4,389.7 

$4,376.7r 

9 

ORDERS  FOR  DURABLE  GOODS:  MFG.  (May)  billions  $1 24.0 

$129.4r 

7 

BUDGET  SURPLUS  OR  DEFICIT  (-)  (May)  millions 

-$25,466 

$40,571  r 

-12 

Sources:  Commerce  Dept.,  Treasury  Dept. 

MONETARY  INDICATORS 

latest 
week 

Week 
ago 

%  Chan 
year  oi 

MONEY  SUPPLY,  Ml  (6/12) 

$769.5 

$776.  Ir 

-0 

BANKS'  BUSINESS  LOANS  (6/14) 

316.4 

317.2r 

4 

FREE  RESERVES  (6/14) 

412r 

657r 

89 

NONFINANCIAL  COMMERCIAL  PAPER  (6/14) 

123.5 

125.6 

30 

Sources:  Federol  Reserve  Board  [in  billions,  except  for  free  reserves 
a  two-week  period  in  millions). 

,  which  ore  expressed  i 

MONEY  MARKET  RATES 

latest 
week 

Week 
ago 

Year 
ago 

FEDERAL  FUNDS  (6/27) 

9.55% 

9.41% 

7.63' 

PRIME  (6/28) 

11.00 

11.00 

9.00 

COMMERCIAL  PAPER  3-MONTH  (6/28) 

9.09 

9.14 

7.55 

CERTIFICATES  OF  DEPOSIT  3-MONTH  (6/28) 

9.20 

9.30 

7.58 

EURODOLUR  3-MONTH  (6/21) 

9.30 

9.18 

7.61 

Sources:  Federal  Reserve  Board,  First  Boston 


#  Row  data  in  the  production  indicators  ore  seasonally  adjusted  in  computing  the  BW  index  (chort);  other  components  (estimated  and  not  listed)  include  machinery  and  defense  equipme: 
1  —  Western  Wood  Products  Assn.         2  =  Southern  Forest  Products  Assn.         3  =  Free  market  value         NA  =  Not  available         r  ~  revised         NM  =  Not  meaningful 
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HMi  Ncs :  nnri  W  s  tof  cotpoiuTi  ms> 

(Traniaitted  Jm.  23  -  Fel.  li,  im> 

tniOIT,  lei.  14—  Ceiwral  Kotors  Corporition  (IffSE:  01)  earned  ...<^ 
m  YOB,  Ju.  24  -  Ekoii  Coppor.tion  (IIYSt:  mi  toiii  repoMed 
lEIinOM,  nick..  Fell,  lb  -  Ford  Hotiir  Co.  (NYSE:  F)  net  i«coi>e 
tmm,  H.l.,  J».  IB  —  im  Corpontion  (HYSE:  lltl)  todi^i  ...> 
KFU  YOM,  J«.,  24  -  Noli  I  CorfOrition  (NYSE:  IWi)  tndaj  .... 
FdlRFIELI,  Con.,  Jan.  11  —  Ceneral  Electric';  (NYSE:  CE)  preli«lnar<|, 
UHIIE  PimiB,  N.Y..  Jan.  25  -  Texjcn  (nc.  (NYSE:  TX)  announced 
NEU  YOU,  J».  2b  -  (iriT  (NYSE;  T)  todav  reported  ...» 
UIUIIinirON,  Del.,  Jan.  26  —  The  Du  Pont  Co.  (NYSE:  DD)  reported  ...» 
NEU  YOI«,  Fek.  2  -  Lee  B.  lacocca.  Chatman  of  Chrwler  Corporation  ... 
SDN  FMNCISCO,  Jan.  24  —  Chevron  Corporation  (NYSE:  CM)  today  ...» 
NtU  YOll,  Jan.  25  —  Pkilijp  (lorris  Coaipaniet  Inc.  (NYSE:  ftO) 
HOUSTON,  Jan.  25  -  Shell  Oil  Conpans's  net  incoK  was  .... 
CMCHtO.  Jan.  23  —  ftnoco  Corporation  (NYSE:  «N)  today  reported 
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DON'T  RELEASE  ANOTHER 
QUARTERLY  REPORT 
UNTIL  YOU  READ  OURS. 


Last  quarter,  85%  of  the  Fortune  500® 
companies  relied  on  PR  Newswire  to  release 
their  business  and  financial  news. 

Whenever  companies  make  the  news, 
PR  Newswire  delivers  the  full-text  story.  That's 
why  PRN  was  used  by  all  sides  of  every  major 
LBO,  acquisition  or  proxy  contest  in  the  past  year. 

Today,  we  have  17  local  bureaus  to  be  closer 
and  more  responsive  to  our  member-clients. 
Our  satellite  network  covers  a  record  1,500 
media  points  —  newspapers,  wire  services,  radio 
and  TV  stations  and  trade  publications  —  on 
behalf  of  15,000  newsmakers. 

Thousands  of  investment  professionals  — 
brokers,  analysts,  portfolio  managers  and 


institutional  investors  from  New  York  to  London 
to  Tokyo  —  also  receive  this  vital  news  via 
PRN's  Investors  Research  Wire.  And  now, 
PR  Newswire  releases  are  available  worldwide 
in  minutes  on  the  new  Corporate  Release  Wire 
of  Dow  Jones  News/Retrieval®  and  on  the 
terminals  of  Bloomberg  Financial  Markets™ 

Next  quarter,  don't  miss  using  the  world's 
largest  news  release  wire.  Call  PR  Newswire 
today:  800-832-5522,  Ext.  2;  in  New  York, 
212-832-9400,  Ext.  2.  Or  contact  your  local 
PR  Newswire  bureau. 

And  rely  on  us  to  get  your  next  quarterly 
report  to  all  the  right  people. 


Atlanta  •  Boston  •  Charlotte  •  Clevelan(j  •  Denver  •  Detroit  •  Los  Angeles 
Miami  •  New  York  •  Philacdelphia  •  Pittsburgh  •  Raleigh  •  San  Diego 
San  Francisco  •  San  Jose  •  Seattle  •  Washington,  DC 


For  Immediate  Release. 


Dow  Jones  News/Retrieval  is  a  registere(J  service  mark  of  Dow  Jones  &  Company,  Inc 

Fortune  ancJ  Fortune  500  are  registered  tra(jemarks  of  Time,  Inc.  Bloomberg  Financial  Markets  is  a  trademark  of  Bloomberg  L.  P. 
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gong-dbng  HOTEL  LOTTE  WORLD  Chamshil 
New  Wing) 


Hotel  Lotte  Reaches  New  Heights  m  Luxury 


Hotel  Lotte's  major  expansion  at  two 
locations  makes  the  total  of  2,017  rooms  and 
suites  for  a  bigger  and  more  luxurious  choice. 

With  the  New  Wing  and  Hotel  Lotte  World  in  Chamshil, 
Hotel  Lotte  now  ranks  among  the  world's  10  largest 
hotels. 

Together,  Hotel  Lotte  offers  you  a  choice  of  170 
luxurious  suites,  500  deluxe  rooms  and  1,400  superior 
rooms  —.for  the  very  ultimate  in  luxury  and  comfort. 

Hotel  Lotte:  Everything  and  more  you  would  expect  of 
one  of  the  greatest  hotels  in  the  world. 

Member  In  Seoul.  Korea    ^  UfrtRRfDHbTfls' 

m  m 


HCra  LOTTE 

SfOtll  KOREA 


HOTEL  LOTTE  WORLD 

C  HAMSHIl  SEOUl  KOREA 


I  2,017  Superb  Rooms 

Main.Bldg  1,019  Rooms 
New  Wing  465  Rooms 
Chamshil       533  Rooins 

I  22  Meeting  &  Convention  Rooms 

Mam  Bidg  16  (4.000  Persons) 
Chamshil      6  (2,4  50  Persons) 

36  Restaurants  &  Bars 

Mam  Bidg  20 
New  Wing  5 
Chamshil     1  1 

Parking  for  6,860  Cars 

Mam  Bidg  & 

New  Wing   1 ,860  Cars 

Chamshil     5,000  Cars 

Major  FaciUties 

Sauna,  Pool,  Duty  Free  Shop, 
Executive  Floor,  VIP  Lounge, 
VIP  Elevator  (New  Wing) 


Overseas  Offices:  New  York:  (201)  944-1117  Toll  Free  800-22  LOTTE,  L.A.:  (213)  540-7010  Toll  Free  800-24  LOTTE,  Tokyo  (03)  281  6636  Osaka  (06)  263  1071/  2 

Hotel  Lotte:  1,  Sogong-dong,  Chung-ku,  Seoul,  Ko\ea  C  PO  Box  3500  Seoul,  Tel  (02)  771-10,  Telex  LOTTEHO  K23533/4/5,  Fax  (02)  752-3758,  Cable  HOTELOTTE 

Hotel  Lotte  World:  40-1,  Chamshil-dong  Songpa-ku,  Seoul  Korea  Kangdong  PO  Box  220  Seoul  Tel  (02)  419  7000,  Telex  LOTTEHW  K33728,  K33756,  Fax  (02)  417-3655/6 
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WHAT  WE  LOOK  FOR  IN  A 
FLIGHT  ATTENDANT. 

At  Alaska  Airlines,  we  have  a  few        With  standards  like  these,  it's  not  Next  trip  up  or  down  the  west  coast, 

basic  requirements  for  our  flight  surprising  that  we  accept  a  mere  call  your  travel  agent  or  Alaska  Airlines, 

attendants:  Intelligence.  Compassion,  handful  of  those  who  apply.  Which  And  fly  with  a  crew  that  has  some 

Warmth.  A  sense  of  humor  Grace  may  be  why  frequent  flyers  consis-  personality  Several,  in  fact, 

under  pressure.  Loyalty  Eagerness.  tently  rate  Alaska  Airlines'  cabin  crews  -  -       -           -  . 

Common  sense.  Uncommon  kindness,  as  "excellent"  in  on-board  surveys.  AldSKd  _^^AiniHOS 


The  end  d  the 
terror  message 


Each  one  of  these  PC  screens  is 
saying  something  different.  But 
they're  all  telling  you  the  same 
thing. 

You  and  your  data  are  in  a 
whole  lot  of  trouble. 

Perhaps  someone  hit  the 
wrong  key  and  deleted  your 
data  by  accident. 

Perhaps  it's  simply  lost  some- 
where on  your  disk. 

Or  perhaps  the  disk  is  cor- 
rupted and  everything  is  lost. 

Perhaps  you 


should  get  the 
new  Norton 
Utilities! 

Because  only 
the  Norton  Util- 
ities can  take 
the  terror  out  of 
all  these  error 
messages. 

If  someone 
has  accidentally 


EINMTON 
UnUTKS 


HNnON 


The  standard  Edition 
gities  you  UnErase.  File 
Find  and  a  range  of  features, 
functiims  and  enhancements 
at  an  even  more 
reasonable  price. 


deleted  your  data,  fear  not. 
Our  legendary  UnErase''  can 
resurrect  it  with  a  few  simple 
keystrokes. 

If  you've  misplaced  it— which, 
when  you're  dealing  with  a  hard 
disk,  is  terrifyingly  easy  to  do— 
our  File  Find  will  come  to  the 
rescue. 

And  what  if  worse  comes  to 
worst  and  your  whole  disk  goes 
down? 

Cheer  up. 


C)  Onml  Fiiluw  error 


0  ftbort,  Itetr*!,  Ignore,  Fiil? 


The  extraordinary  new 
Norton  Disk  Doctor'  will  deter- 
mine the  exact  nature  of  the 
problem,  report  it  and,  in  most 
cases,  fix  it  for  you. 

All  by  itself. 

In  fact,  if  the  Doctor  can't  cure 
your  corrupted  floppy  or  hard 
disk,  then  Buster,  you've  got  one 
corrupt  disk. 

In  which  case,  you'll  need  to 
refer  to  The  Norton  Trouble- 


shooter,  a  158-page  guide  to  find- 
ing and  fixing  most  anything  that 
could  go  wrong. 

Don't  worry  you  don't  have  to  gc 
to  the  library  or  the  bookstore  to 
refer  to  it,  because  it's  included  in 
the  Advanced  Edition. 

Along  with  24  more  organiza- 
tional and  disk  management  utili- 
ties we  don't  have  space  to  mentior 

PC  Magazine  calls  the  Norton 
Utilities  "indispensable'.' 

You'll  want  to  call  your  local 
software  dealer.  Or  call  us  at 
1-800-365-1010. 

Then  you'll  have  nothing  to  feai 
but  fear  itself. 


^NORTON 


BNHOM 


COMPUTING 


Designed  for  the  IBM"  PS/2'  and  PC  families  and  100%  compatibles.  ©  1989  Peter  Norton  Computing,  Inc.  All  rights  reserved. 
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PRICE  CAPS  ON  PHONE-RATES: 

A  GOOD  FIRST  STEP  

Alan  S.  Blinder's  perceptive  commen- 
tary on  the  new  FCC  price-cap  plan 
for  American  Telephone  &  Telegraph 
Co.  ("Don't  laugh:  This  plan  for  regulat- 
ing AT&T  actually  sounds  good,"  Eco- 
nomic Viewpoint,  June  12)  affirmed  the 
argument  that  moving  away  from  "cum- 
bersome and  adversarial"  rate-of-return 
proceedings  can  better  mimic  the  com- 
petitive marketplace  and  lead  to  lower 
prices.  A  similar  plan,  minus  the  flexibili- 
ty to  rebalance  specific  price  disparities, 
was  tried  by  regulators  of  Michigan  Bell 
for  three  years  in  the  early  1980s. 

The  trial  succeeded  in  holding  rate 
changes  below  what  they  would  have 
been  under  a  make-whole  rate-of-return 
regime  and  significantly  improved  com- 
pany productivity.  In  a  recent  order, 
however,  a  new  Michigan  commission  re- 
fused the  company's  request  to  renew 
the  concept,  opting  instead  to  fall  back 
on  "arbitrary  accounting  procedures" 
cited  by  Professor  Blinder.  Let's  hope 
the  FCC's  action  will  lead  state  regula- 
tors to  loosen  the  fetters  on  local  carri- 
ers so  that  the  benefits  of  improved  effi- 
ciency and  innovation  can  flow  to 
consumers  in  the  entire  telecommunica- 
tions market. 

Howard  K.  Face 
Detroit 

Alan  Blinder's  otherwise  excellent 
column  on  the  FCC's  replacement  of 
rate-of-return  regulation  of  AT&T  with 
price  caps  ignores  the  major  rationale 
for  easing  AT&T's  regulatory  burden: 
The  long-distance  industry  in  which 
AT&T  participates  is  now  vigorously  com- 
petitive. In  recent  years,  our  competitors 
have  multiplied.  Together,  those  compet- 
itors now  have  more  network  capacity 
than  AT&T  does,  and  AT&T's  market 
share  has  plummeted,  especially  in  the 
most  profitable  segments  of  the  mar- 
ket— which  our  rivals  target.  It  simply 
makes  no  sense — and  is  harmful  to  con- 
sumers— to  apply  monopoly-type  regula- 
tion to  a  competitive  industry. 

Even  without  rate-of-return  limits, 
AT&T  is  still  subject  to  substantial  regu- 
lation. As  Blinder  notes,  it  is  the  only 


long-distance  carrier  so  burdened.  The 
corporation  regards  such  asymmetric 
regulation  as  an  anachronism  that's 
harmful  to  the  competitiveness  of  the 
entire  U.  S.  economy — to  which  telecom- 
munications is  becoming  increasingly  vi- 
tal. Because  of  the  threat  of  regulatory 
delay,  some  customers  hesitate  to  use 
AT&T,  and  our  rivals  often  use  the  regu- 
latory process  to  delay  AT&T's  introduc- 
tion of  new  services.  While  price  caps 
are  an  improvement  over  rate-of-return 
limits,  they  are  merely  a  first  step  to- 
ward the  more  streamlined  regulation 
that  is  needed. 

Lawrence  Garfinkel 
Vice-President,  Government  Affairs 
American  Telephone  &  Telegraph  Co. 

Basking  Ridge,  N.J. 

PATENT  LAW  IS  NOT 

THE  PROVINCE  OF  NERDS  

Patent  lawyers  are  not  in  need  of 
revenge  ("Revenge  of  the  nerds: 
Patent  lawyers  grab  the  spotlight,"  Le- 
gal Affairs,  May  22).  Nerds  are  nebbish- 
es — ineffectual  people.  But  our  stock-in- 
trade  is  excitement,  imagination,  and 
innovation — the  stuff  that  really  makes 
America  great.  Superconductors  and 
cold  fusion  have  captured  the  imagina- 
tion of  even  the  technologically  illiterate. 
From  a  patent  lawyer's  point  of  view, 
defining  and  protecting  rights  to  such 
priceless,  fascinating  concepts  is  far 
more  interesting  than  grinding  away  in 
dingy  courtrooms  defending  the  rights 
of  criminals. 

Gregory  J.  Maier 
Obion,  Spivak,  McClelland, 
Maier  &  Neustadt 
Arlington,  Va. 

WHY  ACTIVISM 

IS  BACK  IN  VOGUE  

■ want  to  expand  on  the  observations 
made  in  "Fighting  Back:  The  resur- 
gence of  social  activism"  (Top  of  the 
News,  May  22).  An  attitude  is  develop- 
ing that  is  beginning  to  affect  both  the 
corporate  and  public  sectors.  It  is  fueled 
by  disgust  with: 

■  Corporate  stock  speculators  who  dis- 
rupt individual  lives,  organizations,  and 
communities  by  causing  repeated  "re- 
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iNTfflSLIFE 
NOTHING  IS  CERTAIN  EXCEPT 
DEATH  AND  TAXES." 


"IN  THIS  UFE  NOTHING 
IS  CERTAIN  EXCEPT  DEATH,  TAXES 

AND  THAT  PEOPLE 
WILL  OPEN  THEIR  MAILGRAM:' 


In  the  days  of  Benjamin  Franklin,  mail  was  among  the  greatest  uncertainties.  And  no  one,  not  even  Franklin, 

dreamed  of  overnight  mail  that  could  reach  thousands  of  people  at  the  same  time.  Today,  of  course,  that's 
accomplished  by  Western  Union  Mailgram".  What's  more,  the  Western  Union  Mailgram  you  send  will  be  opened 
and  read  93%  of  the  time.  And  you  can't  ask  for  more  certainty  than  that.  Not  in  this  life. 
For  more  mformation  call  1-800-373-6245,  DEPT.  550. 


Benjamin  Franklin 
(1789) 


Western  Union 
(1989) 


WESTERN 
UNION 


'19^9  Western  Union  Corporation 


Speed.  Impaet.  Response. 
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tructurings,"  shutdowns,  and  economic 
istability — all  to  make  a  quick  buck. 
Corporate  cultures  that  impose  a  val- 
e  system  that  erodes  and  destroys  fam- 
y  and  personal  relations  by  imposing  an 
11-consuming  demand  for  allegiance 
.e.,  time  and  energy). 
Public  officials  who  have  allowed  so- 
al  problems  such  as  drugs  and  home- 
ssness  to  grow  to  dangerous  levels  be- 
luse  of  lack  of  funding  and  manpower. 
Social  activism  through  consumer  pro- 
mts, ciiizen-oriented  pacs,  and  grass- 
)ots  political  participation  is  likely  to 
crease.  For  true  believers,  it  will  mean 
loosing  careers  that  channel  their  time, 
dents,  and  energies  into  social  services, 
)t-for-profit  organizations,  and  public- 
!ctor  activities. 

Suzanne  J.  Mendoza 
Glendale  Heights,  111. 

ONT  SELL 

xnu  n  SHORT  

5am  Zell,  the  perpetual  dealmaking 
machine"  (People,  June  26)  leaves 
ime  incorrect  impressions  about  the 
due  of  Santa  Fe  Pacific  Corp.  stock. 
It's  true  that  the  shares  currently 
ade  at  about  23  and  that  the  precrash 
gh  was  64,  which  was  reached  primari- 
on  the  basis  of  takeover  rumors.  How- 
'er,  your  article  overlooks  the  fact  that 
1  Jan.  26,  1988,  we  declared  a  special 
vidend  as  part  of  a  major  restructur- 
g  program.  Through  that  special  divi- 
ind,  we  paid  out  about  $4.8  billion  to 
ir  shareholders.  This  dividend  was  val- 
id at  over  $30  a  share,  including  $25  in 
sh  and  $5  principal  amount  of  deben- 
res,  which  trade  at  a  premium  and  pay 
terest  of  16%  annually.  We  and  nearly 
eryone  else  expected  the  special  divi- 
'nd  to  have  a  negative  impact  on  the 
:r-share  price. 

The  most  meaningful  figure  as  far  as 
ir  stock  performance  is  concerned  is 
at  since  early  1987,  when  rumors 
lOut  a  takeover  began,  our  compound- 
annual  return  has  been  more  than 
%,  including  dividends,  interest  on  the 
bentures,  and  today's  market  price. 

Robert  D.  Krebs 
President  and  CEO 
Santa  Fe  Pacific  Corp. 

Chicago 

)  AMERICANS 

EALLY  LOVE  INFLATION?  

read  with  amusement  the  comment 
about  inflation  in  "The  Fed  seems  to 
wrestling  inflation  into  submission" 
usiness  Outlook,  June  5).  By  stating 
at  "inflation  ...  is  not  growing  into  the 
liar  patch  that  the  financial  markets 
d  feared,"  you  pick  up  on  the  brilliant 


FIDELITY  AGGRESSIVE  TAX-FREE  PORTFOLIO 


Fidelity's  Highest 
Tax-Free  Yields 


Aggressive  Tax-Free  is  designed  to  seek 
the  highest  federally  tax-free  yields*  among 
lower-rated,  more  volatile  long-term  munici- 
pal bonds.  At  the  33%  maxinuini  federal 
income  tax  rate,  you'd  have  to  earn  1 1.54%  on 
a  taxable  investment  to  equal  the  ijicome  from 
a  federally  tax-free  investment  yielding  7.73%, 
as  the  chart  shows.  The  fund's  share  price, 
yield  and  return  will  vary,  and  yon  may  have  a 
gain  or  loss  when  you  sell  your  shares. 


7.73% 

Average  Net 
Yield  .^0  days 
ended  6/S/89 

11.54% 

Tax  Equivalent 
Yield  50  days 
ended  6/S/89 

9.95% 

One  Year 
Total  Return 

5/51/88-5/51/89 

12.23% 

Life  of  Fund 
Average  Annual 
Return 

9/15/8S-5/51/89 

Total  returns  include  cliangf  in  share  price  and  reinvestment  (if  dividends  Average  Annual  Keturiis  are  aver- 
aged figures  and  not  yeai  -b\-year  resulis^  Historical  performance  figures  do  not  refiect  the  fund's  1% 
deferred  sales  charge  (applicable  only  on  shares  held  less  than  6  months),  which  would  reduce  performance 
The  adviser  paid  some  of  the 
fund  s  expenses  during  these 
periods,  which  increased  total 
return.  *A  portion  of  the  fund  s 
income  may  be  subject  to  the 
alternative  minimum  t;L\. 


Fidelity  Aggressive  Tax-Free  Portfolio. 

For  more  complete  information,  including  management  fees  and 
expenses,  call  or  write  for  a  free  prospectus.  Please  read  it  care- 
fidh  before  \ou  invest  or  send  money.  Fidelity  Distributors  Corpo- 
ration (Ceneral  Distribution  ,Vgent).  P.O.  Bo\  (i(i(l6(l-i,  Dallas,  TX 

Call  toll  free  H  hours  llnKSUnentS  " 

,1-800-544-6666   code:  BW/FAT/071089 


GET  YOUR  INVESTMENT  MESSAGE 
HEARD  LOUD  AND  CLEAR  WITH 
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THREE  FINANCIAL  REPORT  ISSUES.., 
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Issue  Date:  10/16 
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THE  HAYES  SMARTMODEM  1200,  ■■  Perfect  for  the  home  oihce  or  THE  HAYES  SMARTMODEM  2400."' Higher  speeds  for  business.  Plu: 

when  you  have  to  bring  the  office  home  the  ability  to  go  from  PC  to  any  synchronous  or  asynchronous  Host 


THE  HAYES  V  SERIES  SMARTMODEM  2400."  With  data  compres- 
sion delivers  4800  bps  and  beyond  with  error-control  over  dial-up 
hnes.  PC-to-PC  or  PC-to-Host. 


THE  HAYES  V  SERIES  SMARTMODEM  9600.'^  Throughput  of  19.20i 
bps  with  error-control.  PC-to-PC.  PC-to-Host.  Or  PC-to-LAN.  Overdialk 

up  lines.  >:  IQSQ  Hayes  Microcomputer  Products  ln([ 


NO  ONE  MODEM  IS  RIGHT  FOR  EVERYBODY 

UNLESS  IT'S  A  HA3fES. 

At  Hayes  we  make  a  number  of  different  modems.  Stand-alone  and  internal.  No  one  is  right  for  everyone,  but 
one  is  right  for  you. 

Whether  your  communication  needs  are  PC-to-PC.  PC-to-Host.  or  PC -to -Network,  we  have  the  modem  that 
will  best  address  the  specific  tasks  you  need  completed. 

And  we  have  the  perfect  companion  software,  because  we  design 
it  ourselves.  Our  Smartcom  family  of  software  offers  a  full  range  of 
capabilities  that  will  satisfy  the  communication  needs  of  both  the 
power  user  and  the  novice. 

We've  also  created  peripheral  and  enhancement  products 
designed  to  expand  your  system  and  improve  its  overall  performance.  ^Hf 

The  sum  of  these  products  is  a  company  that  provides  users  total  solutions  to  all  their  communication  prob- 
lems. Using  ordinary  dial-up  phone  lines. 

So  while  it's  not  true  that  one  modem  is  right  for  everybody  it  may  very  well  be  true  that  one  modem 
maker  is. 


Sknartmodem  9600 

QDHayes- 


For  your  nearest  Hayes  dealer  call  800-635-1225.  Hayes  Microcomputer  Products.  Inc..  PO.  Box  105203.  Atlanta,  GA  30348 


Hayes. 


'88  strategy  report,  The  Briar  Patch 
ffect,  by  Mike  Aronstein  of  Comstock 
irtners.  Aronstein  states  that  society's 
ar  of  inflation  is  analogous  to  Br'er 
ibbit's  fear  of  the  briar  patch  when  he 
ids  himself  in  the  clutches  of  Br'er 
)x  and  Br'er  Bear. 

The  fact  that  inflation  is  probably  the 
ly  financial  escape  for  many  in  our 
er-leveraged,  over  cost-of-living-ad- 
3ted  society  makes  taming  inflation 
at  much  more  unlikely  any  time  soon. 

Douglas  A.  Behnfield 
Vice-President 
jrrill  Lynch,  Pierce,  Fenner  &  Smith 

Inc. 
Denver 

kINTING  THE  WRONG  PICTURE 

•  OZONE  DEPLETION  

rhe  illustration  for  the  article  "Just 
when  the  ozone  war  looked  winna- 
I . . .  "  (Science  &  Technology,  June 
which  shows  an  aerosol  can,  contra- 
ts  the  factual  discussion  of  chlorofluo- 
'.arbons  (CFCs)  and  the  ozone-depletion 
)blem.  It  is  disconcerting  that  the 
irt's  heading  "Cutting  down  on  ozone- 
;ing  chlorine,"  powerfully  suggests 
it  aerosols  still  contain  CFCs. 

Evelyne  R.  McFeaters 
Associate  Director 
Chemical  Specialties  Manufacturers 

Assn. 
Washington 

TO  IS  SETTING  THE  AGENDA 

R  ARMS  CONTROL  

rour  editorial  on  Mikhail  Gorba- 
chev's conventional  reductions  pro- 
;al  ("Why  let  Gorbachev  hog  the  ini- 
tive?"  Editorials,  May  29)  is 
.leading.  On  Mar.  6,  James  Baker  and 
er  NATO  ministers  launched  a  very 
tginative  and  detailed  Western  plan 
reducing  conventional  arms  in  Eu- 
e.  The  East  is  still  short  of  matching 
even  as  they  eye  headlines  like  this 
'.  The  significance  of  Gorbachev's  six 
ventional  force  numbers  published  in 
scow  is  that  on  the  three  categories 
armaments  that  the  West  has  identi- 
I  as  a  priority  for  reduction,  his  num- 
s  are  the  same  as  ours  for  two,  and 
her  for  one.  NATO  is,  in  fact,  shaping 
arms  control  process. 

Ambassador  Stephen  J.  Ledogar 
5.  Representative  to  the  Conventional 
Forces  in  Europe  Negotiations 
Vienna 


ers  to  the  Editor  should  be  sent  to  Readers 
Drt,  Business  Week,  1221  Avenue  of  the  Amen- 

New  York.  N  Y.  10020.  Fax:  (212)  512-6875, 
x;  12-7960,  Intl.  4998204.  All  letters  must  in- 
j  an  address  and  daytime  and  evening  tele- 
le  numbers.  We  reserve  the  nght  to  edit  letters 

larity  and  space. 


FIDELITY  CAPITAL  APPRECIATION  FUND 


Compare 
Performance! 


Cap 

65%-i 
357o4 

n  -L 

Ital  Appreci 

Cumul 

62.48% 

ation  Fund 

ative  Return' 
Life  ot  Fund 
to  3131189 

28.14% 

Avg.  Annual  Returns* 
1  yr  21.90%  Life  of  Fund  22.96% 

Fidelity  Capital  Appreciation  Fund  re- 
turned 62.48%  since  it  began  on  11/26/86  — 
over  twice  the  S&P  500  for  the  same  period! 
The  fund  aggressively  seeks  growth  by  invest- 
ing primarily  in  common  stocks  iii  many 
industries.  Share  price  and  return  will  vary, 
and  you  may  have  a  gain  or  loss  when  shares 
are  sold.  But  compare  our  record  to  the  S&P 
500.  And  consider  Capital  Appreciation  Fund! 


Fidelity  Capital  Appreciation  Fund.  Fur  more  cunipiele 

iiif(irniatii)n  iiiduumi;  nuiia.^t'iiienl  Iit;.  ami  i.'\|H'nses  please  call  or  write  for  a  free 
prospecliis.  Read  il  carefiilK  hefore  voii  invest  or  send  nionev.  Fidelity  Distributors 
Corporation  (Ceneral  Distribiiliun  Agent).  PC  Box  OdOdll.-;,  i)all;Ls.  TX  "S2(i6-0603. 


Call  today: 

1-800-544-6666 


Fidelity 
Investments ' 

CODE:  BW/CAF/071089 


*  Fund  total  returns  are  historical  and  include  change  in  share  price.  rein\e.stnient  of  dividends  and  capital  gains,  and  the 
ettecl  of  its  2%  sales  charge  and  1  "u  redemption  fee.  Figures  for  the  S&  P  SOO  (a  registered  trademark  of  Standard  & 
Poors  Corporation)  an  unmaiiaged  inde,\  of  common  stock  prices,  include  reinvestment  of  dividends. 


YOURri<4M€ISIMPORWfiT 
_jrOLOTSOfP€OPL€L^ 


To  the  hundreds  of  carefully  screened 
companies  who  want  you  to  be  aware 
of  their  product  or  service  through  di- 
rect mail  marketing. 

The  creative  direct  marketing  cam- 
paigns of  these  companies  are  legiti- 
mate and  important,  and  each  of 
them  abides  by  the  rule  that  mailing 
information  to  you  places  you  under 
no  obligation  whatsoever. 


Most  of  our  subscribers  welcome 
their  various  efforts. 

However,  there  are  subscribers  who, 
for  whatever  reason,  do  not  want 
their  names  included  in  any  direct 
mail  campaign. 

If  that  is  the  case  with  you,  we  will 
respect  your  wishes  because- 


YOU^R^  ^SP^CWLLY  IMPORT^MT  TOUS. 


Thank  you  for  your  consideration. 
I'd  rather  not  have  my  name  on 
outside  mailing  lists. 

Busines^^ek 

1221  Avenue  of  the  Americas 
New  York,  N.Y.  10020 

Return  to  Business  Week 
in  separate  envelope. 


Name. 


Address . 


City. 


.  State . 


.Zip. 


(or  place  your  cover  label  here) 
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FROM  BEIRUT  TO  JERUSALEM 

By  Thomas  L.  Friedman 

Farrar  Straus  Giroux  •  525  pp  •  $22.95 


IS  ISRAEL  FATED  TO 
BECOME  ANOTHER  LEBANON? 


Toward  the  end  of  From  Beirut  to 
Jerusalem,  Tom  Friedman  tells 
about  a  small  dinner  party  he  at- 
tended in  the  summer  of  1988  in  Herzlia, 
a  leafy  seaside  suburb  of  Tel  Aviv.  He 
was  seated  next  to  a  senior  Labor  Party 
Cabinet  member,  and  the  discussion 
drifted  to  such  subjects  as  the  U.  S.,  the 
economy,  and  the  Arabs.  Friedman 
asked  his  neighbor  what  kind  of  moral 
challenge  the  intifada — the  current  up- 
rising of  West  Bank  and  Gaza  Strip  Pal- 
estinian Arabs — posed  for  the  Israeli 
army.  The  man  said:  "If  you  ask  me,  the 
sooner  the  Palestinians  return  to  terror- 
ism, the  better  it  will  be  for  us." 

How  times  have  changed.  Until  the 
Six  Day  War  and  Camp  David  talks,  ev- 
ery Israeli's  worst  fear  was  of  vengeful 
Arab  armies  crashing  across  the  long 
desert  borders  of  their  small,  embattled 
nation.  These  days,  many  Israeli  citizens 
have  a  new  nightmare.  They  see 
their  country  turning  into  one 
where  communities  are  locked  in 
uncontrollable  combat — not  just 
between  Arabs  and  Jews,  but  be- 
tween Jews  and  Jews.  A  country, 
in  fact,  very  much  like  Lebanon. 

Although  Lebanon  and  Israel 
are  vastly  different,  they  have 
some  disturbing  things  in  com- 
mon. Politicians  in  both  countries 
seem  incapable  of  facing  certain 
critical  realities.  The  root  of  Leba- 
non's agony  was  the  perpetuation 
of  the  myth  of  a  Maronite  Chris- 
tian majority.  That  myth  skewed 
the  Lebanese  political  system  for 
decades  after  independence,  until 
the  country  blew  up  in  civil  war 
in  1975.  Fourteen  years  later,  lit- 
tle has  been  resolved. 

Israel  is  equally  adept  at  ignor- 
ing hard  truths,  contends  Fried- 
man in  this  forceful  account  of 
his  six-year  Mideast  assignment 
for  The  New  York  Times.  In 
1967,  Israel  conquered  the  West 
Bank,  the  Gaza  Strip,  and  East 
Jerusalem,  controlling  almost  2 
million  Palestinians.  More  than  20 
years  later,  Israel  has  not  found  a 
way  to  accommodate  them.  And 
with  the  Jews  torn  apart  over  the 
issue  as  never  before,  accommo- 
dation seems  increasingly  distant. 
The  intractability  and  terrorism 


of  the  Palestine  Liberation  Organization 
under  Yasser  Arafat  haven't  helped.  But 
according  to  Friedman,  Jerusalem  has 
not  worked  very  hard  to  find  a  workable 
solution,  either.  Instead,  it  has  reacted 
to  events.  "Israeli  leaders  are  always 
waiting  for  the  phone  call  from  the  Ar- 
abs; few  of  them  know  how  to  dial  them- 
selves," he  remarks. 

If  the  Israelis  called,  what  would  they 
say?  Jerusalem,  like  Beirut,  still  is  bit- 
terly divided  on  crucial  questions:  What 
kind  of  boundaries  should  Israel  have? 
What  kind  of  power-sharing?  What  reli- 
gious and  moral  values?  Says  Friedman: 
"Both  the  Lebanese  people  and  the  Is- 
raeli people  have  failed  to  resolve  their 
differences  on  these  fundamental  ques- 
tions and  have  become  politically  para- 
lyzed as  a  result."  In  Lebanon,  the  paral- 
ysis is  called  anarchy.  In  Israel,  it's 
called  a  coalition  government. 


Friedman  excels  at  observing  not  on 
the  major  players  but  also  the  little  pe 
pie  buffeted  by  the  traumas  in  Lebanc 
and  Israel:  from  a  tragic  Menachem  B 
gin  to  a  Tel  Aviv  bartender;  from  Ar 
fat,  "the  Teflon  Guerrilla,"  to  a  Palesti 
ian  used-car  dealer.  But  the  book  ah 
tells  the  story  of  Friedman's  journey- 
that  of  an  American  Jew  who  goes  fro 
an  exuberant,  even  fanatical  support  i 
Israel  at  his  Minnesota  high  school 
the  late  1960s  to  a  more  mature  appre( 
ation  of  the  Mideast's  deep-seated  pm 
lems.  Friedman  brings  his  personal  ba 
gage  out  into  the  open.  His  coverage 
the  Sabra  and  Shatila  massacres  in  198 
when  the  occupying  Israeli  Army  look( 
the  other  way  as  its  I^ebanese  Christis 
allies  shot  unarmed  Palestinians,  didr 
just  win  him  a  Pulitzer  prize.  It  also, 
tells  us,  shattered  his  last  illusions  abo 
the  Jewish  state. 

But  if  Friedman  is  tough  on  Israel, 
is  scathing  about  Arafat  and  the  PL 
Aging  Palestinian  guerrillas  lived  a  fa 
tasy  in  their  golden  exile  in  Beirut,  wi 
its  hot  nightlife,  intellectual  fermer 
and  fawning  Western  correspondent 
Writes  Friedman:  "It  made  it  easy  f 
the  PLO  to  continue  avoiding  the  conc( 
sions  for  peace,  which  might  ha\ 
brought  about  a  negotiated  settleme 
with  Israel,  and  to  continue  pi 
tending  that  it  was  preparing  f 
war  with  Israel,  when  in  fact 
was  doing  no  such  thing." 

That  situation  came  to 
abrupt  end  in  1982,  when  the  1 
raeli  army  under  Defense  Min 
ter  Ariel  Sharon  forced  the  PI 
leadership  to  flee  Lebanon  for  T 
nisia.  But  this  hardly  solved  Isr 
el's  problems.  Even  as  it  h; 
brought  new  waves  of  violenc 
the  intifada  has  put  pressure 
the  chastened  PLO  to  pursue  a  di 
lomatic  solution.  And  negotiatir 
a  settlement  may  be  Israel 
toughest  battle  yet. 

As  Friedman  describes  Bein 
the  blood-drenched  city  seen 
more  a  state  of  mind  than  a  phy 
ical  location.  His  title  suggests  J 
rusalem  still  is  some  distan( 
from  that  terrible  place.  But  lil 
the  constant  carnage  in  Lebano 
the  shooting  of  Arab  teenage 
and  the  knifing  of  elderly  Jews 
Israel  have  become  a  way  of  lif 
Unless  the  Israelis  and  Palesti 
ians  end  their  feud  and  focus 
the  future,  says  Friedman,  goir 
from  Beirut  to  Jerusalem  will  1 
no  journey  at  all. 

BY  JOHN  ROSSAr 
Rome  Correspondent  Rossant,  wi 
did  graduate  work  in  Egypt,  cove 
Israel  and  the  Arab  world. 
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There  are  17 


in  tih.e  Caribbean. 


3ut  there's  only  one  Beefeater. 


Little  Leaf  Cay  CayoLobos  Tortugas  Island    Calvigny  Island        Greater  Monkey  Caye 

Morat  Island  Isla  del  Faro  Pelleu  Island        Roto  Cay  Meeks  Patch  Cays 

Barbareta  Island  Cayo  Palominos  Buck  Island        Little  Monkey  Caye    Isla  de  Pedro  Gonzalez 

White  Island  Cabbage  Cay  Island  availability  subject  to  prior  sale  and  rising  tides. 


11     ^--r  ^ 


BEWR 


LONDON  DISTILLED 

DRY  GIN 


The  world's  most  imported  gin. 

47%  Ale.  by  Vol.  100%  Gram  Neutral  Spirits.  Imported  by  The  Buckingham  Wile  Company  Lake  Success,  N.Y.  &  1989. 


You  left  a  teapot  in  a  taxi.  We  replaced  it. 

You  wrecked  your  rented  car.  We  covered  it.  You  niLttied  your  flight.  We  change 


Underwritten  by  The  Ins  Co  of  No  America,  a  CIGNA  Co  The  American  Express"  Purchase  Protection"^"  Plan  covers  most  worldwide  Card  purchase*c 
Undekwritten  by  Nat  Union  Ins.  Co.  .  Pitts.  .  PA.  Certain  exotic,  expensive  and  antique  cars  are  not  covered,  nor  are  trucks,  certain  vans  and  other 


always  wanted  the  perfect  travelitig  companion.  Now  you  \>e  got  it* 


THE      AMERICAN      EXPRESS"    GOLD  CARD 


IDITIONS  AND  EXCLUSIONS  APPLY:  $2,500  LIMIT  PER  ITEM  ON  JEWELRY,  WATCHES  AND  FURS,  CAR  RENTAL  INSURANCE  SUBJECT  TO  POLICY  TERMS  AND  CONDITIONS 
E  NGN  RENTAL  CARS  THIS  IS  EXCESS  COVERAGE  THAT  REIMBURSES  FOR  ELIGIBLE  LOSSES  NOT  COVERED  BY  OTHER  SOURCES  OF  INSURANCE  OR  REIMBURSEMENT. 


Economic  Viewpoint 


TWO  CHEERS  FOR 
BUSH'S  PLAN  TO 
CLEAN  UP  THE 
CLEAN  AIR  ACT 


BY  ALAN  S  BLINDER 


The  President  has  rightly 
opted  for  market  incentives — 
the  cheapest  and  most 
efficient  way  to  hit  clean-air 
goals.  But,  in  some  areas, 
Bush  is  relying  on  the 
clunky  old  approach: 
Telling  companies  and  cities 
what  to  do 


ALAN     BLINDER  IS  THE  GORDON  S  RENTSCHLER 
MEMORIAL  PROFESSOR 
OF  ECONOMICS  AT  PRINCETON  AND 
THE  AUTHOR  OF  HARD  HEADS.  SOFT  HEARTS 


We  economists  who  write  about 
public  policy  often  wonder 
why  we  bother.  But  now  and 
then  an  obvious  truth  wins  out  in  a  poli- 
cy debate,  giving  us  fresh  hope.  Presi- 
dent Bush's  recent  proposals  for  amend- 
ing the  Clean  Air  Act  are  a  case  in  point. 
The  President's  recommendations  em- 
body a  principle  long  cherished  by  econo- 
mists: that  the  nation  can  and  should  use 
market  incentives  to  clean  up  its  air  and 
water.  Almost  two  years  ago  in  this 
space,  I  advocated  the  use  of  marketable 
emissions  permits  as  an  economically 
and  politically  attractive  way  to  clean  up 
the  environment.  The  idea  hardly  origi- 
nated with  me;  economists  have  been 
promoting  it,  mostly  to  deaf  political 
ears,  for  decades. 

The  main  virtue  of  a  market-oriented 
approach  is  its  low  cost.  Because  compa- 
nies differ  in  their  ability  to  reduce  emis- 
sions, it  is  vital  to  assign  the  task  to  the 
ones  best  able  to  carry  it  out.  Govern- 
ment agencies  find  this  devilishly  hard. 
But  the  market  system  caters  to  individ- 
ual differences  easily  and  effortlessly. 

One  study  found  that  it  cost  a  paper- 
products  factory  $4  a  year  to  reduce  par- 
ticulate emissions  by  a  ton,  while  the 
same  reduction  cost  a  brewery  in  the 
same  city  $600.  A  law  requiring  equal 
one-ton  reductions  by  each  company 
would  therefore  have  cost  society  $604 
per  year.  If,  instead,  emissions  permits 
were  sold  for,  say,  $100  per  ton,  the 
brewery  would  buy  permits  rather  than 
reduce  emissions.  But  the  factory  would 
find  it  cheaper  to  cut  pollution  than  to 
buy  permits.  The  cleanup  job  would 
therefore  be  assigned  to  the  factory,  and 
the  social  cost  of  a  two-ton  pollution 
abatement  would  drop  to  $8. 

Dramatic  cost  savings  are  not  the  only 
virtue  of  market-based  approaches.  Price 
incentives  also  tend  to  be  less  bureau- 
cratic and  adversarial  than  traditional 
command-and-control  techniques.  In  ad- 
dition, the  government  can  raise  revenue 
by  selling  emissions  permits. 
FREEBIES.  The  Bush  plan  falls  some  dis- 
tance short  of  the  ideal.  For  example,  it 
raises  no  revenue  because  it  gives  pollu- 
tion rights  away  rather  than  selling 
them — which  seems  a  shame.  But  it  cer- 
tainly takes  several  meaningful  steps  in 
the  right  direction. 

While  tightening  standards  on  emis- 
sions of  sulfur  dioxide  and  nitrogen  ox- 
ides, the  pollutants  primarily  responsible 
for  acid  rain,  the  Administration  would 
cushion  the  blow  by  giving  107  power 
plants  in  18  states  the  freedom  to  decide 
how  to  comply.  They  can  install  scrub- 
bers, burn  cleaner  coal,  adopt  new  tech- 
nologies, or  simply  produce  less  electric- 
ity— in  whatever  combination  they 
wish — so  long  as  they  meet  the  perfor- 


mance standards.  In  addition,  a  compari 
that  emits  less  than  the  federal  standar 
at  one  plant  would  be  allowed  to  excet 
the  standard  at  another  plant  or  to  trac 
its  "pollution  credits"  to  other  compani( 
in  the  same  state. 

This  rather  limited  trading  system 
to  expand  when  the  second,  stricti 
phase  goes  into  effect  in  1995.  Lari 
regional  markets  are  envisioned  in  w1h< 
pollution  permits  are  traded  like  secui 
ties.  Rights  to  pollute  will  be  bought  I 
companies  that  most  value  them.  En\ 
ronmental  groups  could  even  buy  sou 
of  the  rights  and  not  use  them,  therel; 
reducing  overall  emissions. 
CAR  TRADING.  Regrettably,  the  Admini 
tration's  proposals  to  improve  the  qua 
ty  of  urban  air  are  less  market-oriente 
The  centerpiece  is  a  controversial  pro\ 
sion  that  would  eventually  require  au 
makers  to  build  a  million  cars  per  ye; 
that  burn  clean  fuels  (such  as  ethaiu 
methanol,  and  natural  gas)  and  sell  the 
in  the  nine  most  polluted  urban  area 
This  is  a  clear  throwback  to  comman 
and-control.  But,  even  here,  cities  cou 
opt  out  of  the  alternative  fuels  progra 
by  finding  better  ways  to  reduce  ozm 
and  carbon  dioxide.  In  addition,  the  Pre 
ident  has  directed  the  Environment 
Protection  Agency  to  institute  a  tradii 
system  so  that  carmakers  that  do  n 
sell  enough  clean-fuel  cars  can  comp 
with  the  law  by  buying  certificates  frd 
those  that  sell  more  than  their  quota. 

Only  in  the  case  of  industrial  ern 
sions  of  particulate  matter  has  the  ,\ 
ministration  eschewed  market-based  a 
proaches  entirely  and  stuck  with  the  n 
method  of  mandating  use  of  the  "ma; 
mum  available  control  technology."  li 
an  unfortunate  inconsistency  in  tl 
President's  plan  that  should  be  repaire 

Congress  will  no  doubt  tinker  with  tl 
Administration's  proposals — as  is  i 
duty.  For  example,  it  v/ill  debate  whet 
er  the  permissible  levels  of  pollution  a 
too  high  or  too  low.  As  an  economist, 
take  no  position  on  this  issue.  Unfori 
nately,  scientists  know  too  little  alxi 
the  harm  done  by  many  pollutants,  ai 
economists  know  too  little  about  t 
money  value  of  better  health  and  grc; 
er  longevity.  And,  if  you  can  quanti 
only  the  costs  of  pollution  abatemei. 
not  the  benefits,  it  is  hard  to  estima; 
the  "optimal"  level  of  pollution. 

But  economists  can  answer  an  easi' 
question:  What  is  the  least  costly  way 
achieve  any  given  level  of  air  qualit 
The  answer  is:  by  using  market  inct- 
fives.  So,  whether  Congress  tightens  • 
loosens  the  standards,  it  is  vital  that  t  • 
market-oriented  aspects  of  the  Bush  \n- 
posal  be  retained  or  even  strengthens 
If  not,  the  nation  may  find  itself  pricl 
out  of  the  market  for  clean  air.  <i 
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"How  did  I  find  out 
about  ttie  number  one 
selling 286  laptop? 
My  competition  was 
killing  me  with  it" 


0  ij 


ZENITH  INNOVATES  AG Alir 


Today's  leading  286  battery-powered  portable*  gives  you  the  edge 
you  need  to  be  number  one  on  the  road. 

Turning  miles  into  dollars.That's  business  as  usual  with  SupersPort  286™  Another 
Zenith  Data  Systems  innovation  to  let  you  work  the  way  you  want... u;Aere you  want. 

With  the  lightweight  SupersPort  286,  hard-driving  AT  desktop  performance  is 
yours.  Anywhere  your  business  takes  you.To  crunch  the  numbers.  And  the  competition. 

And  we  mean  crunch.  SupersPort  286  is  loaded  with  unrelenting  speed  and  power 
to  tackle  huge  spreadsheets,  files  and  databases.  It  even  lets  you  extend  your  productivity 
through  Zenith's  Intelligent  Power  Management  System^  which  puts  power  usage  inyour 

control.  For  more  than  four  hours 
of  non-stop  battery  life. 

SupersPort  286  also 
features  a  dazzling  backlit 
Supertwist  LCD  screen  for 
superior  readability  It  also 
has  one  of  the  widest  viewing 
angles  of  any  portable,  and  can 
be  used  in  virtually  all  lighting 
conditions. 

So  put  Zenith  Data  Systems' 
SupersPort  286  in  the  driver's 
seat.  And  start  letting  your  com- 
petition know  who's  number 
one  on  the  road. 

For  the  name  of  your 
nearest  Zenith  Data  Systems 
authorized  dealer,  call 

1-800-842-9000,  ext.  1. 
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% 

m 


Graphics  simulate  Microsoft'  Windows,  a  productof  Microsoft  Corporation.  Microsoft®  Windows  is  included 
with  all  hard  disk  models  of  Zenith  Data  Systems' advanced  desktop  systems. 
=^Source:  Dataquest 
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THE  QUALITY  GOES  IN  BEFORE  THE  NAME  GOES  ON  ® 
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Audi  Announces  ANo-Mone> 
Completely  Warranted,  Emin 


Once  again,  Audi  takes  an  alternate  route.  By  offering 
an  attractive  alternative  to  long-term  leasing.  The  Audi 
3-YearTest  Drive. 

QU 1-800-AUDI-3YR. 

Learn  about  the  lease  that's  long  on  rewards  and 
short  on  responsibilities.  Because  there's  no  down 
payment*  No  scheduled  maintenance  costs.  And 
no  worries. 

Instead,  Audi  covers  all  routine  maintenance 
expenses  (including  fluids,  parts  and  labor)  for  the  life 
of  the  lease.  In  addition,  unlike  most  longer  leases, 


Audi's  bumper-to-bumper  coverage  doesn't  run  out 
before  your  contract  does— thanks  to  the  full-term 
3-year  or  50,000  mile  warranty.  Your  lease  even  includ 
24-Hour  Roadside  Assistance. 

Best  of  all,  our  three-year  rates  compare  favorab 
with  traditional  60-month  term  leases  (or  purchases 
Perhaps  more  than  favorably  when  one  considers  thi 
value  of  the  complete  coverage.  For  instance,  the  Auc 
80  shown  below  is  a  mere: 

$398  Per  Month. 

And  since  the  Audi  3-YearTest  Drive  is  available 


TheAudi'Ihree 


)own,  No-Charge  Maintenance, 
ntly  Affordable,  Short^rm  Lease. 


all  13  Audi  models,  you  need  only  choose  your 
'orite  Sedan  or  Wagon.  Choose  your  favorite  color, 
id  choose  your  favorite  road.  Then,  get  ready  for  the 
ique  exhilaration  of  an  all-wheel  Quattro  drive  or 
vanced  front-wheel  drive  luxury  automobile. 

As  one  financial  authority  recently  advised:  "If 
u  buy  a  new  car  as  frequently  as  every  four  years, 
u  should  now  consider  leasing."  The  Audi  3 -Year 
it  Drive  is  an  exceptional  way  to  start.  Just  see  your 
di  dealer.  Or  call  the  number  above.  But  do  it  soon. 
:ause  while  the  test  drive  lasts  three  years,  the  offer 
imited. 


*Offered  by  VW  Credit,  Inc  through  participating  dealers  Lease  based  on 
MSRP  including  destination  charge  Dealer  contributions  to  this  offer  may  affect 
final  negotiated  transaction  Thirty-six  month  closed-end  lease.  No  down  pay- 
ment, no  purchase  option  First  month's  lease  payment  of  $398  plus  refundable 
security  deposit  equal  to  one  month's  payment  required  at  lease  inception.  Tax, 
license,  dealer  prep.,  options  extra,  10*  per  mile  over  50,000  miles  Lessee  is 
responsible  for  excessive  wear  and  use  Total  of  monthly  payments  for  Audi  80 
shown:  $14,328  00 

Ask  your  dealer  for  details  of  Audi's  limited  bumper-to-bumper  warranty. 
No-charge  scheduled  maintenance  runs  three  years  or  50,000 
miles,  whichever  comes  lirst  Roadside  Assistance  is  provided 
by  the  United  States  Auto  Club,  Motoring  Division,  Inc 

Another  Advantage  Of 
The  Alternate  Route. 
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conomic  Trends 


BYGENEKORETZ 


DON'T  COUNT  ON 

A  SECOND-HALF  SURGE 

IN  CAPITAL  SPENDING 


Suddenly,  there  are  disquieting 
signs  that  the  big  second-half  pick- 
up in  capital  spending  projected  by 
the  government's  latest  survey  may  not 
be  realized.  One  omen  is  the  $400  million 
drop  in  imports  of  capital  equipment  in 
April.  More  worrisome  is  the  news  that 
orders  for  nondefense  capital  goods 
plunged  8.3%  in  May.  Although  a  big 
drop  in  aircraft  orders  deepened  the  de- 
cline, less  volatile  machinery  and  electri- 
cal equipment  orders  still  fell  3.4%'  and 
4.5%',  respectively.  Economists  at  Merrill 
Lynch  Capital  Markets,  who  see  a  mild 
recession  ahead,  note  that  "capital  goods 
orders  and  shipments  are  actually  run- 
ning below  the  pace  they  set  during  the 
final  year  of  the  past  three  expansions." 


INTEREST  RATES  COULD 
TAKE  THE  DOLLAR 
ON  A  RIDE  DOWNHILL 


For  months,  currency  traders  have 
been  mesmerized  by  the  dollar's 
amazing  strength  as  it  extended 
and  intensified  the  upward  move  that 
began  more  than  a  year  ago.  Mesmer- 
ized, that  is,  until  late  June,  when  the 
dollar  suddenly  disengaged  itself  from 
strengthening  U.  S.  financial  markets 
and  plunged  8.6%'  against  the  yen  and 
5%  against  the  mark  in  a  single  week. 

Some  economists  believe  that  the 
greenback's  decline  was  simply  a  tempo- 
rary technical  correction  and  that  its 
buoyancy  will  return.  Others  argue  that 
the  dollar's  current  strength  threatens 
to  worsen  inflation  overseas  and  retard 
progress  in  correcting  trade  and  pay- 
ments imbalances — developments  that 
central  bankers  are  determined  to  avoid. 

Economist  Christopher  Probyn  of  DRi/ 
McGraw-Hill  contends  that  fundamental 
economic  factors  such  as  inflation 
trends,  purchasing  power  differentials, 
and  even  trade  flows  affect  exchange 
rates  only  indirectly  and  over  the  long 
term  (as  they  inspire  changes  in  nations' 
macroeconomic  policies).  "Unfortunate- 
ly," he  says,  "the  theory  that  purchasing 
power  parity  (PPP)  or  the  relative  buying 
power  of  currencies  determines  ex- 
change rates  has  proved  almost  com- 
pletely inadequate  in  explaining  the  dol- 
lar's behavior  in  the  1980s."  On  a  PPP 
basis,  for  example,  the  dollar  became 
significantly  overvalued  by  early  1983, 


but  continued  to  rise  for  two  more 
years.  Moreover,  while  some  experts  be- 
lieve the  dollar  is  still  undervalued,  Pro- 
byn's  own  calculations  suggest  that  it  is 
near  its  appropriate  long-run  level. 

"An  analysis  of  the  dollar's  move- 
ments in  the  1980s,"  says  Probyn,  "indi- 
cates that  it  is  interest-rate  differentials 
that  are  largely  responsible  for  short- 
and  medium-term  movements  in  ex- 
change rates.  That's  because  interna- 
tional financial  markets  adjust  more  rap- 
idly than  goods  markets  and  are  focused 
on  short-term  profits." 

The  generally  widening  gap  between 
high  U.  S.  rates  and  lower  foreign  rates 
from  1980  through  early  1985,  for  exam- 
ple, helps  explain  the  dollar's  prolonged 
ascent  in  that  period.  Similarly,  when 
rate  spreads  narrowed  after  the  Federal 


IS  THE  STRONG  DOLIAR 
HERE  TO  STAY? 


JAN. '88 
A  MARKS  PER  DOIWR 
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JUNE  '89 
YEN  PER  DOUAR  A 


DATA;  ffOERAL  RESERVE  BOARD 


Reserve  Board  eased  in  late  1984,  the 
dollar  plummeted — only  to  stabilize 
when  the  Fed  tightened  in  early  1987 
and  then  start  down  again  when  rates 
were  lowered  after  the  October  crash. 

The  dollar's  latest  strengthening  trend 
began  when  the  Fed  turned  restrictive  in 
April  of  last  year,  says  Probyn.  And 
when  interest-rate  spreads  widened 
sharply  in  favor  of  the  U.  S.,  foreign 
investors  rushed  to  buy  dollar  securities, 
causing  the  dollar  to  rise  even  more 
(thus  enhancing  their  own  returns). 

Now,  however,  the  process  is  starting 
to  reverse  itself.  In  the  wake  of  the 
Fed's  modest  easing  and  some  rate  hikes 
overseas,  interest-rate  spreads  have 
started  to  narrow — causing  the  dollar  to 
waver  and  speculators  to  back  off,  at 
least  temporarily.  Sometime  within  the 
next  few  months,  predicts  Probyn,  the 
Fed  is  likely  to  ease  further  to  shore  up 
the  sluggish  economy,  while  foreign 
monetary  authorities  tighten  again.  "At 
that  point,"  he  says,  "dollar  weakness 
will  return  in  earnest." 


THE  RISE  IN  BIRTHS 
IS  ONLY  AN  ECHO 
OF  THE  BABY  BOOM 


In  the  12  months  that  ended  in  Febru 
ary,  some  3.9  million  infants  wer 
born,  the  most  since  1964.  Mean 
while,  the  latest  report  on  the  U.  S.  fei 
tility  rate — the  projected  average  nure 
ber  of  children  per  woman  based  o: 
current  fertility  exhibited  by  women  o 
different  ages — indicates  that  it  has  no\ 
risen  to  1.9  from  its  1976  low  of  1.7. 

Does  all  of  this  imply  the  first  stii 
rings  of  a  new  baby  boom  that  conl 
produce  an  even  larger  number  of  wori 
ers  to  support  the  original  baby  boomer 
when  they  hit  their  retirement  years 
Not  at  all,  says  demographer  Carl  Hau 
of  the  Population  Reference  Bureai 
who  attributes  the  rise  in  births  to  th 
large  number  of  baby  boom  women  no\ 
in  their  reproductive  years.  Indeed,  th 
latest  fertility  rate  is  still  a  far  cry  fror 
the  3.7  postwar  record  chalked  up  b 
American  women  in  the  mid-1950s. 

"The  fertility  rate  hit  a  low  in  the  mk 
1970s,"  explains  Haub,  "because  at  thz 
time,  it  reflected  the  reduced  fertilit  | 
both  of  younger  women  and  of  olde 
women  who  were  born  in  the  1940s  an 
had  already  had  their  children."  The  la 
est  fertility  rate  is  more  realistic  b( 
cause  it  reflects  the  higher  fertility  ( 
those  now  in  their  30s  who  put  off  ha^ 
ing  kids  when  they  were  younger.  Bi  - 
women  overall  are  still  having  fewe  | 
children  than  the  population  replacemer  j 


level  of  2.1  per  woman,  "and  there's  n 


sign  yet  that  that  is  changing." 


U.S.  POPULATION 
MAY  SWELL  MOST 
AT  THE  BOTTOM  RUNGS 


Government  statistics  on  recei 
births  reveal  other  intriguin 
trends  that  point  to  a  rising  po] 
ulation  of  the  economically  disadvai 
taged.  Close  to  25%-  of  all  children  bor 
in  the  U.  S.  today  are  born  out  of  wei 
lock  (compared  with  just  1%  in  Japar 
While  such  births  now  account  for  moijiai 
than  half  of  black  infants  and  a  quart^j 
of  Hispanic  infants,  the  rate  for  whittjsj 
has  also  risen  to  15%^ — double  the  ra|, 
for  all  Americans  in  the  mid-1960s.  Ai' 
cording  to  a  recent  article  in  Americw^- 
Deynographics,  black,  Hispanic,  aw-. 
Asian  kids  under  18  will  make  up  31%>  €[: 
the  total  youth  population  next  year  ark; 
38%  by  the  year  2010. 
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:ONSUMERS  ARE  STILL  TIGHTFISTED— 
\HD  THE  ECONOMY  IS  FEELING  THE  SQUEEZE 


rhe  Federal  Reserve  Board's  dose  of  higher  interest 
rates  has  broken  the  feverish  pace  of  economic 
growth.  That's  good  news  for  the  inflation  outlook, 
at  higher  rates  can  often  have  bad  side  effects.  The 
id  seems  to  be  walking  the  economy  along  a  precari- 
isly  thin  line  between  slowdown  and  recession. 
The  latest  data  show  that  sluggish  growth  in  the  first 
larter  continued  into  the  spring.  And  there  may  be 
irther  slowing  yet  to  come:  The  government's  index  of 
ading  indicators,  those  that  turn  up  or  down  ahead  of 
e  economy,  tumbled  1.2%-  in  May  as  9  of  the  11  indica- 
rs  fell  (chart).  Except  for  a  1.8%  drop  in  November, 
•87,  caused  mainly  by  the  October,  1987,  plunge  in 
ock  prices,  the  decline  was  the  largest  in  4V2  years. 

The  economy  looks  increas- 
ingly listless,  mainly  because 
consumers  were  as  reluctant  to 
shop  in  the  second  quarter  as 
they  were  in  the  first.  Even 
though  their  incomes  are  still 
growing,  consumers  are  saving 
more  and  spending  less — partic- 
ularly for  cars. 

Despite  Detroit's  buyer  incen- 
tives, June  auto  sales  receded  to 
their  anemic  pre-incentive  levels 


EADING  INDICATORS 
TAKE  A  TUMBLE 
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the  first  quarter.  Weak  car  sales  and  the  downturn  in 
(Using  provide  a  classic  formula  for  a  soft  economy: 
)th  sectors  have  far-reaching  impacts. 
The  tremors  may  be  hitting  the  manufacturing  sector 
Lrder  than  most  analysts  thought.  New  orders  placed 

durable-goods  manufacturers  plunged  in  May,  with  a 
g  decline  in  new  demand  for  capital  goods.  The  health 

the  factory  sector,  fueled  by  exports  and  capital 
•ending,  is  critical  to  continued  expansion  at  a  time 
hen  consumer  spending  is  slowing  down. 

SPENDING  So  far  this  year,  consumer  demand  has 
FOR  GOODS  slowed  sharply  from  its  1988  pace.  In 
lOOKS  May,   consumer  spending  increased  a 

WEAK . . .  modest  0.3%,  to  an  annual  rate  of  $3,438.9 
llion.  But  prices  advanced  at  twice  that  pace,  so  infla- 
)n-adjusted  spending  actually  fell  by  0.3%.  As  a  result, 
al  spending  in  the  second  quarter  probably  won't  grow 
uch  faster  than  the  1.3%  annual  rate  of  increase  in  the 
•st  quarter.  That's  about  one-third  the  3.77^  growth 
te  posted  for  all  of  1988. 

The  slowdown  is  concentrated  in  the  goods  sector. 
3al  spending  on  durable  goods  fell  1.6%  in  May.  A  4.5%- 
op  in  new-car  sales  accounted  for  much  of  that,  but 


home-related  products,  such  as  furniture,  appliances,  and 
consumer  electronics,  also  posted  declines. 

In  the  first  five  months  of  1989,  durable-goods  pur- 
chases dropped  at  an  annual  rate  of  6.37^.  By  contrast, 
they  rose  at  an  annual  rate  of  11.1%  in  the  previous  five 
months.  Weak  car  sales  in  June  will  likely  hold  down 
durable-goods  spending  for  that  month  as  well.  In  the 
first  20  days  of  June,  domestically  made  new  cars  sold  at 
an  annual  rate  of  just  7  million,  down  a  bit  from  the  7.2 
million  sales  pace  in  May. 

Sales  of  other  hardgoods  are  hurting,  too.  Higher 
interest  rates  are  cutting  into  sales  of  recreational  vehi- 
cles and  jewelry.  And  worries  about  the  future  are  caus- 
ing consumers  to  forgo  buying  such  luxury  items  as 
pleasure  aircraft  and  boats. 


...  BUT 
SERVICES 
REMAIN 
STRONG 


Even  purchases  of  nondurable  goods, 
which  usually  are  not  financed  or  post- 
poned, are  slumping.  After  adjusting  for 
inflation,  softgoods  sales  fell  0.8%  in 
May,  following  a  1.1%  decline  in  April.  The  weakness  is 
apparent  in  many  consumer  staples,  including  food,  gas- 
oline, and  clothing.  Not  surprisingly,  prices  on  these 
same  items  are  increasing  rapidly.  Resistance  to  those 
markups  may  be  leading  consumers  to  shun  softgoods 
purchases  when  they  can. 

The  weakness  in  goods  purchases  has  helped  to  slow 
import  growth  so  far  this  year.  It  also  has  loosened  up 
production  capacity  in  some  industries,  relieving  price 
pressures.  But  sluggish  demand  will  heighten  the  risks 
of  a  slowdown  in  the  manufacturing  sector. 

That  clearly  isn't  a  problem 
on  the  service  side  of  the  econo- 
my. Consumer  purchases  of  ser- 
vices, about  half  of  all  consum- 
er spending,  remain  robust, 
even  as  goods  spending  has 
slipped  (chart).  Outlays  for  ser- 
vices increased  0.6%  in  May,  af- 
ter price  changes.  So  far  this 
year,  real  service  spending  has 
grown  at  an  annual  rate  of 
4.8%^ — a  faster  pace  than  the 


THE  BIG  SHIFT  IN 
CONSUMER  DEMAND 
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3.97c  clip  for  the  entire  year  of  1988. 

The  gains  in  service  spending  have  been  broad.  Educa- 
tion, medical  care,  and  personal-service  purchases  have 
all  increased  at  healthy  rates  this  year.  But  with  consum- 
er demand  so  strong,  inflation  in  the  service  sector  will 
remain  a  problem. 

A  slowdown  in  income  growth  would  probably  cut  into 
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demand  for  services — but  right  now,  that  isn't  happen- 
ing. Personal  income  rose  0.3%  in  May,  to  an  annual  rate 
of  $4,389.7  billion.  That's  a  modest  gain,  but  income  is 
still  a  hefty  9.27"  above  its  year-ago  level. 

Earnings  after  taxes  and  price  changes  also  are  doing 
well.  In  May,  real  disposable  income  advanced  by  an 
even  stronger  0.8%,  partly  reflecting  a  rebound  from  the 
record-high  tax  payments  in  April.  But  even  so,  real 
aftertax  pay  has  risen  at  a  3.1%  annual  rate  so  far  this 
year,  about  the  same  as  the  3.2%-  gain  for  all  of  1988. 

Slower  job  growth  in  May  and  a  shorter  workweek  did 
hold  down  wage  and  salary  growth.  Those  earnings  rose 
0.2%',  with  manufacturing  salaries  unchanged  for  the 
month.  Still,  a  1.2%  jump  in  interest  income  offset  some 
of  the  slack  in  wages  and  salaries. 

With  incomes  growing  but  spending  stagnating,  per- 
sonal savings  have  risen  steadily.  Savings  as  a  percent- 
age of  disposable  income  in  1989  are  on  track  to  average 
more  than  5%^ — the  highest  annual  rate  since  1984. 

The  shift  toward  more  savings  will  benefit  the  econo- 
my in  two  ways.  A  larger  pool  of  funds  for  investment 
generally  leads  to  lower  interest  rates.  That  could  induce 
more  capital  spending  here  at  home.  Declining  interest 
rates  would  also  lower  the  exchange  rate  of  the  U.  S. 
dollar.  That  would  help  keep  exports  rising. 

FACTORIES     Indeed,  domestic  capital  spending  and  ex- 
ARE  STILL      ports  have  been  the  two  big  forces  keep- 
HUMMING     ing  the  industrial  sector  relatively  healthy 
fOR  MOW    while  the  consumer  sector  slowed.  Now, 
the  critical  thing  to  watch  for  is  the  extent  to  which  that 
slowdown  hits  U.  S.  industry,  especially  manufacturing. 

The  latest  word  from  the  durable-goods  sector  isn't 
welcome  news.  New  orders  for  durable  goods  fell  4.2% 
in  May,  to  $124  billion,  the  steepest  decline  in  10  months. 
More  than  half  of  the  drop  was  in  orders  for  aircraft, 
which  carry  big  price  tags  and,  thus,  are  volatile.  But 
demand  was  sluggish  in  other  industries,  too.  Excluding 


transportation  equipment,  new  orders  fell  2.1%  in  May 
with  electrical  and  nonelectrical  machinery  and  primary 
metals  all  posting  big  declines. 

Nondefense  capital-goods  orders — an  indicator  of  fu 
ture  equipment  spending — dropped  8.3%  in  May.  Again 
much  of  the  May  decline  was  in  the  booming  aircraf; 
industry,  where  orders  are  likely  to  rebound.  But  capital 
goods  orders  have  gone  nowhere  since  last  December 
This  may  be  a  sign  that  businesses  both  here  and  abroa 
are  scaling  back  their  capital-spending  plans. 

In  particular,  the  National 
Machine  Tool  Builders'  Assn. 
reported  a  sharp  drop  in  May 
orders  for  machine  tools,  also  a 
leading  indicator  of  equipment 
spending.  Industry  orders  have 
been  declining  since  last  fall, 
but  the  May  drop  was  especially 
worrisome  because  export  or- 
ders fell  sharply,  a  sign  that  the 
stronger  dollar  may  be  hurting 
foreign  demand. 

For  now,  hardgoods  producers  have  enough  work  or 
their  books  to  keep  factories  humming  through  the  nexi 
quarter.  So  far  this  year,  new  orders  are  5.6%  abov( 
their  1988  average.  And  unfilled  orders  for  durabk 
goods  remain  high. 

But  signs  of  weakening  are  cropping  up.  In  May 
unfilled  bookings  increased  a  slim  0.1%-,  to  $467.6  billioi 
(chart).  That  was  the  smallest  gain  in  a  year,  and  all  of  i' 
was  concentrated  in  the  transportation  sector.  Excluding 
that  industry,  unfilled  orders  fell  0.6%-. 

As  this  backlog  gets  filled,  manufacturers  will  increas 
ingly  look  for  consumers  to  start  spending  again.  With 
out  renewed  consumer  demand,  production  schedules 
will  be  cut,  and  job  growth  will  languish.  That  wouk 
make  the  line  between  slowdown  and  recession  thinnei 
than  ever. 


THE  WEEK  AHEAD 


gain  in  May.  The  projected  June  increas(  I 
indicates  that  businesses  created  an  av| 
erage  of  just  179,000  new  jobs  per  mont} 
in  the  second  quarter,  down  from  th( 
253,000  pace  of  the  first  quarter.  Slow*  i 
job  creation  would  confirm  the  continue 
downward  shift  in  the  economy.  Econ  ^ 
mists  are  also  looking  for  little  change  n 
June's  unemployment  rate  from  the  5.2 
posted  in  May. 

INSTALLMENT  CREDIT  

Friday,  July  7 

Installment  credit  probably  grew  b;. 
about  $3.5  billion  in  May.  That's  siii: 
gested  by  the  May  gain  in  new-car  sal< 
and  increases  in  other  retail  sales  and  n 
personal  bank  loans.  In  April,  consume i 
debt  rose  by  $2.7  billion. 


NAPM  SURVEY 


Monday,  July  3 

The  National  Association  of  Purchasing 
Management  will  probably  report  little 
change  in  its  June  index  of  business  ac- 
tivity from  May's  level  of  49.7%.  But  this 
means  that  for  two  consecutive  months, 
the  NAPM  index  would  fall  below  the  50% 
mark  that  indicates  the  industrial  sector 
i.'<  slipping  into  recession.  The  NAPM  sur- 
veys its  members  for  the  latest  readings 
on  jobs,  production,  inventories,  prices, 
delivery  times,  and  orders. 

CONSTRUCTION  SPENDING  

Monday.  July  3,  10  a.m. 
Spending  on  building  projects  most  like- 
ly fell  by  about  0.5%  in  May.  That's  sug- 


gested by  the  drop  in  housing  starts  and 
the  downward  trend  in  new  building  con- 
tracts so  far  this  year.  In  April,  con- 
struction activity  rose  by  a  slim  0.1%,  led 
by  a  shaq)  gain  in  public  works. 

CAR  SALES  

Wednesday,  July  5,  4:15  p.m. 
New  domestically  made  cars  probably 
sold  at  an  annual  rate  of  7  million  in 
June,  as  car  sales  remain  a  drag  on  over- 
all consumer  spending.  In  May,  new  cars 
sold  at  a  7.2  million  annual  rate. 

EMPLOYMENT  

Friday,  July  7,  8:30  a.  m. 
Most  economists  expect  that  nonfarm 
payrolls  increased  by  about  230,000  new 
jobs  in  June,  following  a  small  101,000 
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rHEYALSO 
nTREAMLINED  THEIR 
X)MMUNiafflOilS 
NETWORK. 


Ford  demanded  a  communications  network  as  sleek  and 
purposeful  as  their  designs.  What's  more,  it  had  to  measure  up  to 
Ford  s  total  commitment  to  quality. 

One  system  met  these  needs  perfectly:  Northern  Tfelecom's 
Meridian  Digital  Ccntrcx  from  Michigan  Bell.  Capable  of  2.5  million 
calls  a  month,  Ford's  network  links  21  locations  ranging  from  data 
centers  to  factory  floor's  to  their  World  Headquarters.  Fbr  Fbrd,  it 
adds  up  to  both  higher  quality  and  more  reliable  service  at  less  cost. 

You  can  have  similar  results,  no 
matter  what  size  your  network.  Call  us  at     ■  ^  4i 
1-800-543-9806.  And  get  things  rolling.         I  W 


nurfhcni 
fclccum 


e 
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ADVANTAGE, 
IDRENZO 


HIS  CHAPTER  1 1  STRATEGY  APPEARS  TO  BE  PREVAILING  OVER  EASTERN'S  UNIONS 


At  ease  in  his  Houston  office,  Tex- 
as Air  Chairman  Frank  Lorenzo 
reflects  on  the  war  that  still 
rages  back  in  a  New  York  bankruptcy 
court.  His  enemy:  the  unions  of  Texas 
Air  Corp.'s  Eastern  Air  Lines  Inc.  unit. 
Lorenzo's  is  a  weary  smile,  but  it's  a 
smile  nonetheless.  For  more  and  more, 
he  seems  to  be  winning.  "Three  months 
ago,  there  was  a  lot  of  talk  about  using 


Eastern  as  a  symbol  of  union  power,"  he 
says.  "It  was  the  last  place  they  should 
have  made  Custer's  last  stand." 

Now,  even  the  pilots  and  machinists 
fear  Lorenzo  is  closing  in.  In  the  heady 
early  days  of  the  strike,  Bankruptcy 
Judge  Burton  R.  Lifland  gave  labor 
hope  by  pronouncing  his  intention  of 
getting  Eastern  back  in  the  air  fast.  But 


then  former  Baseball  Commissioner  Pt 
ter  V.  Ueberroth's  bid  to  buy  Easteri 
fell  apart.  And  ever  since,  despite  a  n 
tanic  effort,  labor  has  failed  to  pry  tin 
airline  away  from  Lorenzo  (tablet 
Worse  for  the  unions,  Lorenzo's  plan  li 
shrink  Eastern  to  an  airline  two- thin! 
its  old  size  is  winning  approval  from  ; 
key  grouj) — Eastern's  creditors. 
Where  did  the  unions'  momentum  go 


EASTERN'S  TURBULENT 
 BANKRUPTCY  

FEB.  2  After  almost  a  year  of  talks  between  Eastern 
and  its  machinists,  mediators  declare  a  30-day 
countdown  to  a  strike  or  settlement 

MAR.  4  Machinists,  backed  by  the  pilots'  union,  go 
on  strike.  The  airline  is  almost  totally  grounded 

MAR.  9  Eastern  files  for  Chapter  1 1  in  New  York 


APR.  6  Former  Baseball  Commissioner  Peter  Ue- 
berroth agrees  to  buy  Eastern  for  $464  million 

APR.  1 2  The  Ueberroth  deal  falls  through  when 
Texas  Air  Chairman  Frank  A.  Lorenzo  refuses  to 


submit  to  a  union  demand  that  a  trustee  run  the  air- 
line until  Ueberroth's  purchase  is  completed 

LATE  APRIL  Various  groups,  including  the  Pritzkers 
and  Joseph  Ritchie,  a  Chicago  commodities  trader, 
express  interest  in  buying  Eastern 

JUNE  5  Court -appointed  examiner  David  Shapiro 

concludes  that  the  union-backed  Ritchie 
bid  for  Eastern  is  untenable 

JULY  2  Eastern's  target  date 
\  for  restoring  partial  service 

with  226  flights 

DATA:  EASTERN  AIR  LINES  INC., 
COURT  DOCUMENTS 
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fiey  lost  much  of  it  the  moment  Lor- 
izo  fled  with  Eastern  to  the  protection 
■  Chapter  11.  There,  the  tedious  me- 
lanics  of  bankruptcy  law  are  designed 
:plicitly  to  give  management,  not  work- 
's or  other  constituents,  first  crack  at 
lorganizing  the  company  so  it  can  pay 
'f  its  debts.  If  the  company  seems  ca- 
ible  of  producing  cash  for  creditors  un- 
;r  a  reasonable  plan  of  action,  the 
lurt  almost  inevitably  sides  with  man- 
cement.  "There  comes  a  point  in  a 
mkruptcy  when  the  pieces  come  to- 
ither,  the  train  starts  to  leave  the  sta- 
)n,  and  you're  on  board  or  you're  not," 
lys  a  creditor's  attorney.  "And  if 
)u're  in  the  way,  they'll  run  you  over." 
Frank  Lorenzo  already  has  flown  one 
rline,  Texas  Air's  Continental  unit,  suc- 
issfully  through  bankruptcy,  and  he's 
1  expert  crisis  manager.  His  favorite 
ctic?  Never-give-an-inch-stubbornness. 

turning  point,  the  unions  believe, 
.me  when  Lorenzo  showed  complete 
)stinacy  in  refusmg  to  accept  a  trustee 

run  Eastern  until  Ueberroth  closed 
s  proposed  deal.  That,  they  say,  suc- 
eded  in  intimidating  Judge  Lifland  and 
avid  Shapiro,  the  examiner  appointed 
'  the  court  to  guide  negotiations.  Li- 
md  declined  to  be  interviewed.  Shapiro 
d  not  return  calls. 

iMOVABLE  OBJECT.  Now,  union  sources 
y,  Lifland  and  Shapiro  are  aiming  to 
1  the  Eastern  reorganization  plan  by 
ying  to  force  the  striking  Eastern  pi- 
ts back  to  work.  The  airline  asked 
fland  on  June  21  to  let  it  terminate  its 
ntract  with  the  pilots  and  cancel  vaca- 
>ns,  suspend  pension  benefits  for  18 
onths,  and  impose  temporary  pay  cuts 
r  one  year.  It's  unclear  whether 
fland  will  grant  Eastern's  request.  But 
istern's  move  has  brought  the  pilots 
to  negotiations  under  Shapiro's  super- 
5ion.  Eastern  pilots'  union  leader  Jack 
ivis  still  calls  the  situation  "a  stand- 
f,"  since  so  few  pilots  have  crossed 
e  picket  line  since  the  strike.  But,  he 
ncedes,  "the  deck,  in  terms  of  the 
.nkruptcy  court  process,  is  stacked 
;ainst  us." 

To  Lorenzo,  Lifland  and  Shapiro  have 
Tiply  recognized  that  his  plans  are  bet- 
r  than  the  unions'  buyout  proposals, 
'he  unions  figured  they  could  force  us 
t  and  take  control,"  he  says.  "But 
ey  didn't  come  up  with  viable  plans." 
le  only  union  buyout  scheme  that 
Dod  a  chance  was  the  deal  backed  by 
seph  Ritchie,  a  Chicago  commodities 
ider.  Joel  Zweibel,  the  attorney  for 
istern's  creditors,  says  they  found  Rit- 
ie's  plan  "interesting  and  construc- 
'e."  But  it  faces  an  immovable  ob- 
:t — Lorenzo,  who  won't  sell.  Says 
/eibel,  "A  third  party  that  wants  East- 
n  has  to  have  Texas  Air's  consent,  or 
will  have  a  bitter  confrontation." 
The  unions  still  have  options.  Ritchie, 


EASTERN  STRIKERS  SIT 
AND  WATCH  THEIR  HOPES  FADE 


MECHANIC  PERRY  PINSKE  IS  WORKING  IN  HIS  FATHER'S  CARPENTRY  SHOP 


On  a  recent  Sunday,  the  machin- 
ists' union  hall  across  from  the 
Miami  headquarters  of  Eastern 
Air  Lines  Inc.  was  packed,  as  members 
picked  up  weekly  strike  checks  of  $100 
and  bags  of  donated  groceries.  Holding 
his  twin  17-month-old  daughters,  East- 
ern machinist  Kerry  McQuistian  spoke 
of  friends  who  had  left  Miami  to  hunt 
for  jobs  at  such  places  as  Boeing  Co. 
So  many  have  gone,  says  McQuistian, 
that  "when  we  go  back  to  work — if  we 
go  back — they're  not  going  to  have  to 
lay  any  of  us  off." 

The  idea  that  they  may  never  go 
back  to  Eastern  is  creeping  into  the 
conversations  of  more  and  more  strik- 
ers these  days.  Says  one  machinist, 
with  21  years  of  experience:  "You  can't 
go  on  with  friendship  and  love.  You 
have  to  eat."  Many  Eastern  pilots,  who 
receive  $600  a  week  in  strike  benefits, 
are  applying  to  other  airlines,  even 
though  in  new  jobs  they  lose  their  se- 
niority. Flight  attendants,  who  have  no 
strike  fund,  are  waiting  tables,  tending 
bars,  and  sounding  out  other  carriers 
for  work. 

FADING  HOPES.  Even  those  who  do  find 
jobs  that  utilize  their  skills  have  trou- 
ble maintaining  their  living  standards. 
In  a  service-oriented  economy  such  as 
south  Florida's,  it  would  be  tough  for 
many  of  Eastern's  machinists  to  find 
full-time  jobs  that  come  close  to  match- 
ing their  former  wages.  Prospective 
employers  usually  want  them  to  resign 
from  Eastern,  a  move  many  are  unwill- 
ing to  make  just  yet.  Faced  with  get- 
ting a  job  at  less  than  half  the  $18  an 


hour  he  once  made,  McQuistian  opted 
to  stay  at  home  to  care  for  his  three 
children  while  his  wife,  a  registered 
nurse,  went  back  to  work  full-time. 

Perry  Pinske,  29,  an  Eastern  machin- 
ist since  1978,  works  in  his  father's 
carpentry  shop  while  waiting  out  the 
strike.  His  father,  an  Eastern  mainte- 
nance supervisor  for  25  years,  was  laid 
off  last  year.  Like  many,  the  younger 
Pinske  feels  his  days  were  numbered 
at  Eastern,  with  or  without  the  strike, 
because  of  Frank  Lorenzo's  moves  to 
shrink  the  carrier. 

Although  hopes  are  fading  that  a 
buyer  will  appear,  many  strikers  pub- 
licly swear  they  will  never  again  work 
for  Lorenzo.  "I  never  deluded  myself 
into  thinking  we  would  own  the  air- 
line," says  Bob  Smith,  a  four-year 
Eastern  pilot.  "But  I  felt  it  had  to  be 
brought  to  the  attention  of  the  Ameri- 
can public  that  raiders  can't  use  em- 
ployees to  finance  their  deals." 

Privately,  many  strikers  say  some 
union  members  could  have  a  change  of 
heart  in  mid-July.  That's  when  Eastern 
submits  its  reorganization  plan.  If  it's 
approved,  and  the  bankruptcy  court 
leaves  the  airline  in  Lorenzo's  hands, 
"You're  going  to  see  a  lot  of  people 
cross  that  picket  line,"  says  one  ma- 
chinist, who  vows  he  won't  go  back. 

Few  of  the  rank  and  file  criticize  the 
decision  to  strike.  But  for  many,  as  the 
strike  wears  on,  the  union  slogan  "one 
day  longer"  is  proving  to  be  one  day 
too  long. 

By  Gail  DeGeorge  and  Antonio  Fins  in 
Miami 
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who  has  won  some  remarkable  conces- 
sions from  the  unions,  continues  to  put 
together  proposals  to  tempt  Lorenzo.  La- 
bor also  clings  to  a  slender  hope  of  gov- 
ernment intervention.  A  House  subcom- 
mittee will  hold  hearings  on  the  national 
implications  of  Lorenzo's  plan.  And 
there  remains  some  chance  that  the 
court  may  yet  conclude  that  Texas  Air 
unfairly  extracted  assets  from  Eastern 
and  appoint  a  trustee  to  run  the  bank- 
rupt airline. 

But  the  momentum  that's  building  be- 
hind Lorenzo  seems  to  have  diverted  the 
court's  attention  from  the  question  of 
whether  to  appoint  a  trustee.  Much  of 
that  momentum  stems  from  the  slow 
but  steady  steps  Eastern  has  taken  to 
reorganize.  By  July  2,  Eastern  says  it 
will  offer  226  daily  flights,  up  from  79 
now,  and  by  August  it  plans  to  schedule 
391  flights.  Eastern  claims  it  can  rebuild 
operations  without  pilots  crossing  the 
picket  lines,  the  fruit  of  a  massive  hiring 
and  training  effort.  More  than  500  pilots 
are  currently  in  training,  and  140  have 
already  completed  the  program. 

By  December,  Eastern's  plan  calls  for 
operating  157  aircraft  with  1,700  pilots 
and  800  daily  flights  serving  77  cities, 
with  Atlanta  as  the  major  hub,  down 
from  1,000  flights  before  the  strike. 
Eastern  says  it  will  sell  enough  assets  to 
raise  $1.8  billion,  with  creditors  getting 
$914  million  of  the  proceeds.  Of  the  bal- 
ance, Lorenzo  will  use  $700  million  to 
pay  for  the  operations  and  marketing 
he'll  need  to  kick-start  the  airline. 
PILOT  SHORTAGE.  How  did  Lorenzo  win 
over  the  creditors?  His  plan  seems  the 
least  risky.  Those  who  had  been  pushing 
for  liquidation  have  been  mollified  by 
assurances  of  eventual  full  repayment. 
And  Eastern  is  working  to  bolster  unse- 
cured bondholders'  positions  by  scraping 
together  $244  million  in  collateral  to 
back  the  Eastern  paper  they  hold. 

That  should  be  enough  to  get  Eastern 
out  of  bankruptcy.  And  while  running  a 
profitable  operation  will  be  tough,  given 
the  scarcity  of  pilots  and  intense  rivalry 
from  Delta,  American,  and  Braniff,  Wall 
Street  seems  unperturbed  by  such  dan- 
gers. Says  Raymond  E.  Neidl,  an  airhne 
bond  analyst  with  Dillon,  Read  &  Co.: 
"If  the  plan  fails,  the  creditors  can  al- 
ways ask  for  full  liquidation." 

As  the  court,  creditors,  and  manage- 
ment craft  Eastern's  future,  the  only 
certainty  is  that  a  shrunken  airline 
means  far  fewer  jobs  for  the  30,000  em- 
ployees who  worked  for  Eastern  pre- 
strike  (page  25).  Observes  one  striking 
machinist:  "We're  stuck  in  the  middle — 
pawns  in  a  chess  game."  To  labor's  dis- 
may, it's  still  Lorenzo's  move. 
By  Gail  DeGeorge  in  Miami  and  Seth  Payne 
in  Washington,  with  Mark  Ivey  in  Houston 


'  Commentary/by  Vicky  Cahan 

TO  STOP  SPILLS,  PUNISHMENT 
MUST  COST  MORE  THAN  PREVENTIOH 


First  came  the  Big  Spill.  But  no 
sooner  had  Americans  gotten 
over  their  dismay  at  the  Exxon 
Valdez  oil  disaster  of  March  than  a 
series  of  similar  mishaps  fouled  other 
waterways.  During  the  last  weekend  in 
June,  a  barge  collision  in  the  Galveston 
Bay  ship  channel  and  separate  oil  tank- 
er accidents  off  Delaware  and  Rhode 
Island  sent  waves  of  oil  flooding  into 
U.  S.  waters.  With  mop-up  operations 
under  way,  the  accidents  raise  an  eco- 
nomic issue  with  major  implications  for 


OFF  RHODE  ISLAND:  YOU  CAN  PUT  A  PRICE  TAG  ON  A 
STRIPED  BASS— BUT  WHAT  ABOUT  AN  ENTIRE  ECOSYSTEM? 


the  oil  industry:  How  do  you  measure 
the  damage  from  spills? 

Adding  up  the  cleanup  costs  will  be 
relatively  easy.  Just  count  the  hours 
worked  and  equipment  rented.  But  it's 
far  more  difficult  to  figure  out  the  val- 
ue of  lost  beach  vacations,  a  flock  of 
Canada  geese,  and  the  threatened  habi- 
tats of  egrets. 

Under  the  1980  Superfund  law,  the 
Interior  Dept.  must  do  just  that — and 
bill  the  polluters.  The  agency  is  operat- 
ing in  largely  uncharted  waters,  how- 
ever. It  issued  rules  in  1986  and  1987 
and  immediately  came  under  legal  chal- 
lenge. Environmentalists  and  10  states 
filed  suit,  claiming  that  the  "natural 
resource  damage  assessment"  rules 
would  vastly  understate  the  amounts 
companies  should  fork  over.  The  U.  S. 
Court  of  Appeals  in  Washington  heard 
the  case  in  February,  and  a  decision 
could  come  at  any  time. 

Interior's  critics  have  a  point.  They 
complain  that  the  rules  give  undue 
weight  to  market  and  human-use  fac- 
tors— for  example,  the  value  of  fishing 
licenses — and  play  down  such  larger 
questions  as  the  harm  done  to  an  en- 
tire ecosystem.  "A  seal  is  worth  a  lot 


more  than  the  coat  on  your  back,  but 
the  Interior  Dept.  values  it  as  a  pelt 
alone,"  says  Robert  W.  Adler,  senior 
attorney  for  the  Natural  Resources 
Defense  Council. 

COOKBOOK.  A  computer  model  that  the 
agency  uses  to  assess  smaller  spills 
illustrates  the  issue:  It  simply  puts 
price  tags  on  various  fish  and  birds. 
Agency  number  crunchers  in  1986 
pegged  the  North  Atlantic  striped  bass 
at  $2.26  a  pound  and  Washington  State 
salmon  at  $1.81  a  pound.  Some  Canada 
geese  are  worth  $35.74 
each.  Birds  that  people  just 
watch  or  photograph  come 
in  at  about  $7.88  a  carcass. 
The  money  goes  for  site 
restoration  or  acquisition. 

Interior  insists  it  won't 
use  the  cookbook  computer 
model  for  spills  such  as  the 
Exxon  Valdez,  the  worst  in 
U.  S.  history,  but  evaluate 
the  specific  damage  done  to 
the  environment.  An  inter- 
agency group  is  at  work 
now.  "We'll  be*  determining 
how  much  the  resources  up  there  have 
been  diminished,"  says  an  aide  to  Inte- 
rior Secretary  Manuel  Lujan  Jr. 

But  some  members  of  Congress  are 
worried  that  Exxon  may  get  off  easy. 
They  want  the  Justice  Dept.  to  take 
the  company  to  court,  where  a  jury 
could  place  a  higher  value  on  wildlife 
and  ecosystems.  "It's  not  a  question  of 
simply  seeking  vengeance,"  says  Rep- 
resentative Robert  G.  Torricelli  (D- 
N.  J.).  "If  the  government  is  prepared 
to  protect  these  habitats,  then  every  oil 
company  executive  would  see  the  value 
of  investing  in  technology  and  training 
to  prevent  this  kind  of  damage." 

Oil-spill  damage  payments  will  be  a  | 
deterrent  only  if  Interior  has  a  broad  ^ 
vision  of  the  liability.  Industry  will  vig- 
orously oppose  such  an  approach. 
American  Petroleum  Institute  attorney  j 
Catherine  M.  Eschelman  criticizes  such 
damage-assessment  techniques  as  | 
"much  too  speculative  and  untested." 

But  the  same  was  said  about  cost- 
benefit  analyses  for  work-safety  regu-  | 
lations.  They're  now  commonplace.  If  j 
Interior  is  serious  about  stopping  \ 
spills,  tallying  all  the  costs  of  the  dam- 
age would  be  a  good  place  to  start. 
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IE  SUPREME  COURT  I 


i  RIGHT  TURN, 

nn  NO  FREE  RIDE  FOR  BUSINESS 


'he  court's  conservatism  isn't  necessarily  in  corporations'  interest 


Representative  Ron  Marlenee,  a 
conservative  Republican  from 
eastern  Montana's  flatlands, 
links  the  U.  S.  Supreme  Court  has  gone 
ildly  astray.  Along  with  most  of  his 
mservative  colleagues,  he's  particular- 
upset  that  the  justices  overturned 
ate  laws  against  flag-burning.  Such  a 
;action  from  the  right  is  hardly  surpris- 
g.  What's  unexpected  is  that  the  court 
IS  come  under  fire  from  a  group  that 
gured  to  benefit  mightily  from  a  new 
)nservative  majority — business. 
As  promised  when  Reagan  appointee 
nthony  M.  Kennedy  estab- 
;hed  the  new  n.ajority,  the 
)urt  is  reading  the  Constitu- 
on  very  narrowly.  But  the 
ght-of-center  justices  are 
so  reluctant  to  overturn 
;ate  laws  or  narrow  those 
lat  Congress  meant  to  be 
road. 

0  BAIL-OUT.  Those  concerns 
lowed  clearly  in  a  pair  of 
ises  that  business  is  most 
nhappy  about:  The  court's 
!fusal  to  declare  huge  puni- 
ve  damage  awards  uncon- 
.itutional  or  to  scale  back 
le  racketeering  law  that  has 
liled  many  businesses.  Says 
ruce  Fein,  a  conservative  le- 
il  expert:  "The  court  will  no 
nger  bail  out  the  losers  in 
le  legislative  process.  Busi- 
2ss  will  have  to  win  in 
le  legislature  or  pay  the 
msequences." 

In  many  ways,  the  court 
eased  conservatives  during 
le  term,  which  was  sched- 
ed  to  end  on  June  30.  In 
vil  rights,  the  justices  bold- 
closed  a  35-year  era  in 
hich  the  courts  gave  civil- 
ghts  plaintiffs  an  edge.  And 
le  court  was  emphatic  in 
le  law-and-order  depart- 
ent,  upholding  the  right  of 
ates  to  execute  even  teen- 
^ed  and  retarded  criminals. 
Business  groups  expecting 
consistent  laissez-faire  ap- 
■oach  were  disappointed, 
wo  of  the  most  important 
ilings  of  the  term — those 

1  the  issues  of  punitive 
images  and  the  racketeer- 
g  law  (table) — were  strong 


rebukes  to  business.  "What  we're  seeing 
is  a  different  kind  of  conservatism  than 
business  expects,"  says  Stephen  M.  Sha- 
piro, a  Deputy  Solicitor  General  under 
Reagan.  "It's  not  pro-business  and  it's 
not  based  on  free-market  principles." 

A  literal  reading  of  the  Constitution 
figured  prominently  in  the  punitive-dam- 
ages case.  The  court  ruled  7-2  that  the 
Eighth  Amendment,  which  protects  con- 
victed criminals  from  excessive  fines, 
does  not  apply  to  businesses  saddled 
with  multimillion-dollar  punitive-damage 
verdicts  in  civil  suits. 


ASAMPIER 
Of  KEY  SUPREME  COURT  RUIINGS 

PUNITIVE  DAMAGES  In  a  major  setback  for  business,  the  high 
court  ruled  7-2  that  civil  jury-imposed  punitive  damages,  even 
those  far  in  excess  of  actual  damages,  do  not  violate  the  Eighth 
Amendment's  prohibition  against  excessive  fines 

Brouming-Ferris  Industries  vs.  Kelco  Disposal 

RACKETEERING  The  court  turned  aside  business  pleas  to  restrict 
the  1970  Racketeer-Influenced  &  Corrupt  Organizations  Act  only 
to  organized  crime  cases.  Instead,  it  ruled  unanimously  that  Con- 
gress meant  it  to  be  used  in  a  broad  range  of  commercial  fraud 
cases,  including  securities,  insurance,  and  accounting  fraud 
H.J.  Inc.  vs.  Northwestern  Bell  Telephone  Co. 

ANTITRUST  DAMAGES  In  a  major  victory  for  consumer  groups,  the 
court  ruled  unanimously  that  states  may  allow  consumers  to  sue 
manufacturers  for  triple  damages  in  antitrust  cases,  even  if  the 
customer  did  not  purchase  directly  from  the  manufacturer.  Such 
indirect  purchasers  are  allowed  to  sue  in  15  states,  raising  the 
possibility  that  manufacturers  will  have  to  pay  six  times  actual 
damages  to  compensate  wholesale  as  well  as  retail  customers 
California  vs.  ARC  America  Corp. 

AFFIRMATIVE  ACTION  In  a  series  of  cases  that  seemed  to  under- 
mine affirmative  action  programs,  the  court  made  it  tougher  for 
workers  to  use  statistics  to  win  discrimination  cases,  tossed  out 
minority  set-aside  programs,  made  it  easier  for  white  males  to 
bring  reverse  discrimination  suits,  and  disallowed  the  use  of  an 
1861  civil  rights  law  in  racial  hai'assment  cases 
Wards  Cove  vs.  Atonio,  Richmond  vs.  Croson,  Martin  vs.  Wilks, 
and  Patterson  vs.  McLean 


In  practical  terms,  the  decision  means 
that  Browning-Ferris  Industries  Inc. 
must  pay  $6  million  to  Kelco  Disposal 
Inc.,  a  small  Burlington  (Vt.)  trash-haul- 
ing company  that  won  an  antitrust  suit 
against  BFI.  The  high  court  reasoned 
that  even  though  Kelco's  $6  million 
award  was  117  times  larger  than  the 
$51,000  in  actual  damages,  the  absence 
of  any  government  interest  prevented 
the  court  from  interfering  in  the  busi- 
ness-to-business dispute. 
WEAPON  OF  CHOICE.  The  court  again 
took  a  narrow  view  of  its  judicial  role  in 
the  closely  watched  case  involving  the 
1970  Racketeer-Influenced  &  Corrupt 
Organizations  Act.  It  unanimously  ruled 
that  Congress,  while  originally  aiming  at 
organized  crime,  did  not  limit  the  law's 
scope  to  such  cases.  The  court  also  made 
it  easy  to  meet  the  law's  requirement 
that  a  pattern  of  criminal  conduct  be 
shown  to  justify  a  RiCO  suit.  That  means 
that  RICO  will  continue  to  be  the  weapon 
of  choice  in  a  wide  variety  of 
fraud  cases.  Now  that  the 
court  has  issued  its  ruling, 
securities  firms,  banks,  and 
insurance  companies  have 
identified  RICO  revision  as 
their  prime  legislative 
target. 

Despite  the  antibusiness 
tone,  both  rulings  have  silver 
linings.  Five  justices  invited 
business  to  return  to  the  pu- 
nitive-damages issue,  this 
time  to  contest  whether  the 
lack  of  state  guidelines  and 
explicit  instructions  to  juries 
on  how  to  make  the  punish- 
ment fit  the  crime  violates 
the  Constitution's  due-pro- 
cess clause.  And  four  justices 
said  they  think  RICO  is  uncon- 
stitutionally vague.  "The  Jus- 
tice Dept.  must  be  extremely 
nervous,"  says  Andrew  L. 
Frey,  a  former  Justice  offi- 
cial. Among  others,  lawyers 
for  Drexel  Burnham  Lam- 
bert Inc.'s  former  junk-bond 
chief  Michael  R.  Milken,  who 
faces  RICO  charges,  are  likely 
to  press  a  constitutional  chal- 
lenge to  the  law. 

For  the  most  part,  big 
business  cheered  when  Ron- 
ald Reagan  pushed  the  court 
to  the  right.  But  now  it's 
clear  that  judicial  conserva- 
tism won't  deliver  all  the  le- 
gal relief  business  wants. 
The  justices'  distrust  of  judi- 
cial activism  means  they'll 
defer  to  lawmakers — and  up- 
hold laws  that  can  make  life 
a  trial  in  the  executive  suite. 

By  Paula  Dwyer  in 
Washington 
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BUYOUTS  I 


THE  PRIME  BUYOUT 
IS  TOUGH  TO  COMPUTE 


Why  is  \\'hitney  pa\ing  top  dollar  for  the  ailing  computermaker? 


Imagine.  The  company  you're  buying 
faces  roller-coaster  earnings,  bloody 
competition,  an  industrj'wide  slump, 
and  fading  interest  in  its  key  product 
line.  Add  to  that  a  demoralized  work 
force,  edg%'  customers,  and  a  debt-to-eq- 
uit\-  ratio  of  around  3  to  1.  Think  you 
can  turn  this  outfit  around? 

That's  the  challenge  New  York-based 
venture  capital  firm  J.  H.  Whitney  &  Co. 
is  taking  on  with  its  June  23  bid  for 
Prime  Computer  Inc.  Whitney  values  its 
cash-and-paper  offer  at  $21.50  a  share, 
or  $1.35  billion,  although  Wall  Street 
pegs  it  closer  to  $20  a  share. 

WTiitney's  leveraged  buyout  may  be 
rescuing  the  $1.6  billion  minicomputer 
company  from  raider  .\IAI/Basic  Four 
Inc.  But  even  if  its  bruising  nine-month 
battle  with  mai  is  truly  over — MAI  can 
still  make  a  counteroffer — Prime's  fu- 
ture is  uncertain.  Dean  Witter  Reynolds 
Inc.  analyst  Jay  P.  Stevens  calculates 
that  by  taking  on  $1  billion  in  new  acqui- 
sition debt.  Prime  will  wipe  out  its  earn- 
ings for  the  next  couple  of  years.  But 
Whitney  partner  Peter  M.  Castleman 
says  the  company's  cash  flow  will  be 
double  interest  payments.  He  says 
Prime's  acquisition  of  Computervnsion 
Corp.  in  early  1988  and  its  battle  with 
.MAI  distort  the  company's  true  financial 
position. 

Many  outsiders  are  less  sanguine. 
Says  John  Cunningham,  former  presi- 
dent of  Wang  Laboratories  Inc.  and  now 
a  consultant:  "Priced  at  $13  to  $15  a 
share  the  deal  might  have  worked,  but 
at  $20  there  is  tremendous  risk." 
HEALTHY  CLIP.  So  what's  the  attraction? 
Prime's  mature  minicomputer  business 
generates  a  lot  of  cash,  and  its  comput- 
er-aided design  and  manufacturing 
(C.A.D/CAM)  business  is  poised  for  growth, 
says  Russell  E.  Planitzer,  a  Prime  alum- 
nus and  partner  at  Whitney  who  may 
become  Prime's  next  chairman.  Planitzer 
says  he  expects  to  concentrate  primarily 
on  serving  Prime's  existing  minicomput- 
er customers,  while  dropping  efforts  to 
win  new  business.  That  would  allow  sub- 
stantial cuts  in  Prime's  sales  and  mar- 
keting costs,  he  says.  "Flat-to-declining 
business  will  free  up  capital,"  he  adds. 

Those  resources  will  be  targeted  in- 
stead at  Prime's  more  promising  CAD/ 
CA.M  business.  That  operation  accounts 
for  half  of  Prime's  revenues  and  a  some- 


what smaller  share  of  its  profits,  making 
it  the  second-largest  supplier  in  the  in- 
dustry' after  IBM.  Sales  of  the  systems, 
which  are  used  by  design  engineers,  con- 
tinue to  grow  at  a  healthy  10%-to-15% 
annual  clip,  though  competition  is 
shrinking  margins. 

But  along  with  those  sales.  Prime  will 
need  a  lot  of  luck  to  handle  its  new  debt, 


WILL  PRIME'S  CHOPPY  EARNINGS 
SUPPORT  ITS  BIG  DEBT? 
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added  to  -^^tj'J  million  in  long-term  bor- 
rowings already  on  the  books.  First,  it 
has  to  win  back  its  customers,  many  of 
whom  fled  or  delayed  purchases  during 
the  long  bout  with  .MAI.  In  1988,  sales  of 
Prime's  proprietary  minicomputers  fell 
12%,  to  $324  million.  Analyst  Barry  F. 
Willman  at  Sanford  C.  Bernstein  &  Co. 
estimates  that  sales  of  Prime  minicom- 
puters will  fall  an  additional  30%  this 


year.  The  company  attributes  its  $5  mil 
lion  loss  in  the  first  quarter  of  this  yeai 
to  the  drop  in  orders. 

Innovation  and  stable  finances  are  ke\ 
to  winning  back  those  customers.  Whik 
Planitzer  insists  Prime  will  fund  the  re 
search  and  development  required  to  stay 
on  the  leading  edge,  a  slip  in  earnings 
(chart)  could  force  Prime  to  cut  bacl- 
research  to  meet  interest  payments. 

The  growing  trend  toward  hardware 
that  runs  software  based  on  the  Unix 
operating  system  also  spells  trouble  for 
Prime.  Its  effort  to  develop  such  gear 
probably  won't  survive  the  takeover.  "It 
is  too  late  to  spend  a  lot  of  money  or 
Unix  and  make  a  difference,"  says  Plan 
itzer.  Instead,  he  says,  Prime  will  ust 
its  worldwide  sales  and  distribution  or- 
ganization to  sell  Unix  workstation  prod 
ucts  built  by  others.  He  cites  Prime V 
recent  agreement  to  sell  the  Unix 
based  products  of  Sequent  Computer 
Systems  Inc. 

COATTAIL  RIDE.  Prime's  CAD/CAM  busi- 
ness also  faces  a  problematic  future. 
Computervision,  which  Prime  acquired 
for  $435  million,  had  already  moved  ear- 
ly to  bundle  its  software  with  computers 
compatible  with  Sun  Microsystems  Inc. 
products.  That  enabled  it  to  ride  on  the 
coattails  of  Sun's  popularity.  Increasing- 
ly, however,  customers  are  likely  to  go 
straight  to  Sun  and  other  Unix  vendors 
for  their  hardware,  buying  only  the  soft- 
ware from  Prime,  says  Mathew  A.  Sick- 
ing, product  manager  at  McDonnell 
Douglas  Manufacturing  &  Engineering 
Systems  Co.,  a  Prime  competitor. 

Whitney  has  "a  track  record  for  fi- 
nancing LBOs  and  turnarounds  in  the 
computer  industry,"  says  John  A.  Dex- 
heimer  of  Broadview  Associates,  a  con- 
sultant in  mergers  and  acquisitions 
Good  thing.  Turning  around  Prime  isn'i 
a  task  many  others  would  relish. 

By  Leslie  Helm  in  Boston 


TELECOMMUNICATIONS  I 


A  SANCTIONS  SCARE  FINALLY 
MAKES  THE  JAPANESE  JUMP 


Motorola's  cellular  phone  deal  is  a  first  under  the  1988  Trade  Act 


A nasty  dispute  between  Washing- 
ton and  Tokyo  over  access  to  Ja- 
pan's cellular  telephone  market 
may  finally  have  given  U.  S.  trade  nego- 
tiators a  winning  formula:  List  specific 
demands  and  a  wide  variety  of  products 
to  be  hit  with  retaliatory  sanctions.  Set  a 
deadline  for  compliance.  Then  push  for 
an  answer. 
The  pugnacious  strategy  paid  off  on 


June  28,  when  Motorola  Inc.,  the  sole 
complainant  in  a  two-year  battle  to  cracfc 
the  Japanese  cellular  market,  got  just 
what  it  wanted.  The  Japanese  Ministry 
of  Posts  &  Telecommunications  (MPT)  re- 
versed itself  and  offered  Motorola's  Jap- 
anese subsidiary  5  megahertz  worth  of 
Tokyo's  radio  frequency  spectrum  to 
work  with  its  new  10.7-ounce  Micro  TAC 
telephones.  Within  two  years,  Chicago- 
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ised  Motorola  aims  to  build  a  system 
lat  will  provide  its  Japanese  affiliate, 
ippon  Motorola  Ltd.,  with  hundreds  of 
illions  of  dollars  in  revenues  from  cel- 
lar telephones  and  two-way  radios. 
Motorola  was  also  relieved  of  the  bur- 
in of  signing  up  customers  before  even 
)plying  for  licenses,  a  requirement  that 
)ne  of  its  Japanese  competitors  faced, 
addition,  the  MPT  agreed  to  make  its 
cane  licensing  procedures  more  under- 
andable  and  predictable  to  foreigners. 
The  deal,  reached  just  two  weeks  he- 
re the  July  10  deadline  set  for  impos- 
?  sanctions,  is  the  first  significant  pact 
ider  the  1988  Trade  Act.  A  provision  of 
e  law,  Section  1377,  was  drafted  for 
I  6  express  purpose  of  forcing  Japan  to 
e  up  to  its  1986  telecommunications 
reements  with  the  U.  S.  If  the  U.  S. 
•ade  Representative  found  that  Tokyo 
isn't  acting  in  good  faith,  then  the 
ide  rep  could  levy  sanctions. 
:  1ETTY  PLEASED.'  The  MPT  resisted  mak- 
i  5  concessions  during  talks  in  Washing- 
;  n  that  might  have  headed  off  its  desig- 
1  tion  last  April  as  an  unfair  trader.  But 
ce  Japan  was  named  and  sanctions 
;re  proposed,  "there  was  a  lot  of  stir- 
ig  of  the  bureaucratic  pot"  in  Tokyo, 
tes  one  congressional  trade  expert, 
her  alarmed  Japanese  Cabinet  minis- 
)  es  pressured  the  MPT  to  reopen  talks 
.  d  reach  an  agreement  lest  Washing- 
( 1  make  good  its  threat  to  retaliate 
ainst  Japanese  televisions,  computers, 
,  tomobiles,  industrial  robots,  tele- 
I  ones,  photocopiers,  medical  instru- 
I  mts,  and  telecommunications  services. 
Long-term,  Motorola's  win  could  bene- 
other  suppliers.  Numerous  other  U.  S. 
mpanies,  including  General  Electric 
.     and  American  Telephone  &  Tele- 
:  aph  Co.,  have  been  searching  for  easi- 
access  to  the  Japanese  market  for 
mmunications  and  electronics  gear. 
That's  not  to  say  there  still  aren't  ob- 
icles  ahead.  Motorola  is  being  given 
■  ly  2  megahertz  to  start,  with  the  addi- 
:  nal  bandwidth — which  governs  the 
1  mber  of  calls  that  can  be  handled  at 
y  one  time — to  come  once  it  has  the 
stomers  to  justify  the  additional  allo- 
cion.  Motorola  fears  the  MPT  could  still 
ase  problems  by  failing  to  meet  some 
;hnical  requirements  when  it  adds  ca- 
city.  Still,  the  company  is  "pretty 
(ased"  with  the  results  of  the  talks, 
y^s  Albert  R.  Brashear,  vice-president 
•  public  relations. 

3o  are  other  U.  S.  communications 
Tipanies,  which  feared  that  targeting 
panese  telecommunications  services 
tuld  produce  an  escalating  trade  war 
which  the  U.  S.  stood  to  lose  the  most, 
r  now.  White  House  trade  negotiators 
3  jubilant.  There's  nothing  like  a  rous- 
?  game  of  hardball  to  raise  the  spirits. 
By  Paul  Magnusson  in  Washington,  with 
il  Gross  in  Tokyo 


TAKEOVERS  I 


DON  TYSON  WINS  HOLLY  FARMS, 
BUT  HIS  DEBTS  AREN'T  CHICKEN  FEED 


After  paying  top  dollar  to  outbid  ConAgra,  he's  $1.4  billion  in  the  hole 


When  Herman  Tuck  Jr.  needed 
$40,000  to  open  a  barbecue 
restaurant  in  1973,  he  turned 
to  childhood  buddy  Don  Tyson.  The  chief 
executive  of  poultry  giant  Tyson  Foods 
Inc.  made  the  loan,  then  helped  build  the 
business  by  holding  most  of  his  working 
lunches  in  Tuck's  dilapidated  wood- 
frame  diner  in  Springdale,  Ark.  Last 
year,  when  Tuck  thought  about  paving 
the  parking  lot,  Tyson  told  him  to  forget 


it.  Says  Tuck:  "He  pointed  out  I'm  pack- 
ing people  in,  so  why  spend  the  money?" 

Don't  get  the  idea  that  Tyson  is  tight- 
fisted.  On  June  23,  the  poultry  magnate 
agreed  to  pay  $70  a  share,  or  $1.29  bil- 
lion, for  Holly  Farms  Corp.,  ending  an 
ugly  eight-month  fight  with  ConAgra 
Inc.  for  Holly  and  dominance  of  the  $11 
billion  U.  S.  chicken  industry.  Tyson's 
winning  price  was  35%  higher  than  the 
tender  offer  he  launched  last  October 
before   ConAgra,   acting  as  a  white 


knight,  began  a  bidding  war.  Now,  Ty- 
son must  pay  ConAgra  $50  million  to 
renounce  its  option  to  buy  Holly's  poul- 
try division  and  find  a  way  to  service 
$1.4  billion  in  debt.  Cracks  Tyson:  "It 
doesn't  worry  me  except  at  night." 
'FANTASTIC  FIT.'  Tyson  was  willing  to 
pay  top  dollar  because  he  desperately 
needs  Holly's  chickens.  Rapid  growth, 
fueled  by  Tyson's  dominance  of  the  fast- 
food  breaded-chicken  business,  has 
strained  production.  Al- 
though the  company, 
based  in  Springdale,  has 
committed  $100  million 
to  expanding  output, 
the  new  facilities  are 
two  years  away  from 
coming  on  line. 

Holly  has  other  at- 
tractions for  Tyson. 
More  than  55%  of  Ty- 
son's sales  are  to  insti- 
tutions and  restaurants. 
But  Tyson  has  almost 
no  brand  presence  in 
grocery  stores,  while 
Holly  is  the  national 
market  leader,  with  a 
19%  share  of  brand- 
name  fresh  chicken 
sales.  Says  John  McMil- 
lin,  an  industry  analyst 
at  Prudential-Bache  Se- 
curities Inc.:  "This  is  a 
fantastic  fit." 

But  first,  the  com- 
bined company  must 
grapple  with  all  that 
debt.  Its  strong  fi- 
nances should  help.  In 
the  past  five  years,  Ty- 
son's revenues  have 
more  than  doubled,  to 
$1.9  billion  from  $660 
million.  And  profits 
leapt  to  $81  million 
from  $18  million.  The 
companies'  combined  cash  flow  should 
be  about  $320  million  this  year,  but  prob- 
lems could  arise  if  chicken  prices  fall. 
That's  a  possibility:  The  industry  plans 
to  add  10%  more  capacity  in  1990. 

Expansion  has  been  a  Tyson  trade- 
mark. When  Don,  fresh  out  of  college, 
took  control  of  operations  in  1952,  he 
persuaded  his  father,  John,  to  raise  cor- 
nish  game  hens,  a  $120  million  market 
that  the  company  came  to  dominate. 
Friends  say  the  pair  formed  a  near-per- 
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BUYOUTS  I 


THE  PRIME  BUYOUT 
IS  TOUGH  TO  COMPUTE 


Why  is  Whitney  paying  top  dollar  for  the  ailing  computermaker? 


Imagine.  The  company  you're  buying 
faces  roller-coaster  earnings,  bloody 
competition,  an  industrywide  slump, 
and  fading  interest  in  its  key  product 
line.  Add  to  that  a  demoralized  work 
force,  edgy  customers,  and  a  debt-to-eq- 
uity ratio  of  around  3  to  1.  Think  you 
can  turn  this  outfit  around? 

That's  the  challenge  New  York-based 
venture  capital  firm  J.  H.  Whitney  &  Co. 
is  taking  on  with  its  June  23  bid  for 
Prime  Computer  Inc.  Whitney  values  its 
cash-and-paper  offer  at  $21.50  a  share, 
or  $1.35  billion,  although  Wall  Street 
pegs  it  closer  to  $20  a  share. 

Whitney's  leveraged  buyout  may  be 
rescuing  the  $1.6  billion  minicomputer 
company  from  raider  MAl/Basic  Four 
Inc.  But  even  if  its  bruising  nine-month 
battle  with  MAI  is  truly  over — MAI  can 
still  make  a  counteroffer — Prime's  fu- 
ture is  uncertain.  Dean  Witter  Reynolds 
Inc.  analyst  Jay  P.  Stevens  calculates 
that  by  taking  on  $1  billion  in  new  acqui- 
sition debt.  Prime  will  wipe  out  its  earn- 
ings for  the  next  couple  of  years.  But 
Whitney  partner  Peter  M.  Castleman 
says  the  company's  cash  flow  will  be 
double  interest  payments.  He  says 
Prime's  acquisition  of  Computervision 
Corp.  in  early  1988  and  its  battle  with 
MAI  distort  the  company's  true  financial 
position. 

Many  outsiders  are  less  sanguine. 
Says  John  Cunningham,  former  presi- 
dent of  Wang  Laboratories  Inc.  and  now 
a  consultant:  "Priced  at  $13  to  $15  a 
share  the  deal  might  have  worked,  but 
at  $20  there  is  tremendous  risk." 
HEALTHY  CLIP.  So  what's  the  attraction? 
Prime's  mature  minicomputer  business 
generates  a  lot  of  cash,  and  its  comput- 
er-aided design  and  manufacturing 
(CAD/CAM)  business  is  poised  for  growth, 
says  Russell  E.  Planitzer,  a  Prime  alum- 
nus and  partner  at  Whitney  who  may 
become  Prime's  next  chairman.  Planitzer 
says  he  expects  to  concentrate  primarily 
on  serving  Prime's  existing  minicomput- 
er customers,  while  dropping  efforts  to 
win  new  business.  That  would  allow  sub- 
stantial cuts  in  Prime's  sales  and  mar- 
keting costs,  he  says.  "Flat-to-declining 
business  will  free  up  capital,"  he  adds. 

Those  resources  will  be  targeted  in- 
stead at  Prime's  more  promising  cad/ 
CAM  business.  That  operation  accounts 
for  half  of  Prime's  revenues  and  a  some- 


what smaller  share  of  its  profits,  making 
it  the  second-largest  supplier  in  the  in- 
dustry after  IBM.  Sales  of  the  systems, 
which  are  used  by  design  engineers,  con- 
tinue to  grow  at  a  healthy  10%-to-15% 
annual  clip,  though  competition  is 
shrinking  margins. 

But  along  with  those  sales,  Prime  will 
need  a  lot  of  luck  to  handle  its  new  debt, 


WILL  PRIME'S  CHOPPY  EARNINGS 
SUPPORT  ITS  BIG  DEBT? 
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added  to  $560  million  in  long-term  bor- 
rowings already  on  the  books.  First,  it 
has  to  win  back  its  customers,  many  of 
whom  fled  or  delayed  purchases  during 
the  long  bout  with  MAI.  In  1988,  sales  of 
Prime's  proprietary  minicomputers  fell 
127^  to  $324  million.  Analyst  Barry  F. 
Willman  at  Sanford  C.  Bernstein  &  Co. 
estimates  that  sales  of  Prime  minicom- 
puters will  fall  an  additional  30%-  this 


year.  The  company  attributes  its  $5  mil- 
lion loss  in  the  first  quarter  of  this  year 
to  the  drop  in  orders. 

Innovation  and  stable  finances  are  key 
to  winning  back  those  customers.  While 
Planitzer  insists  Prime  will  fund  the  re- 
search and  development  required  to  stay 
on  the  leading  edge,  a  slip  in  earnings, 
(chart)  could  force  Prime  to  cut  back 
research  to  meet  interest  payments. 

The  growing  trend  toward  hardware 
that  runs  software  based  on  the  Unix 
operating  system  also  spells  trouble  for 
Prime.  Its  effort  to  develop  such  gear 
probably  won't  survive  the  takeover.  "It 
is  too  late  to  spend  a  lot  of  money  on 
Unix  and  make  a  difference,"  says  Plan- 
itzer. Instead,  he  says.  Prime  will  use 
its  worldwide  sales  and  distribution  or- 
ganization to  sell  Unix  v/orkstation  prod- 
ucts built  by  others.  He  cites  Prime's 
recent  agreement  to  sell  the  Unix- 
based  products  of  Sequent  Computer 
Systems  Inc. 

COATTAIL  RIDE.  Prime's  CAD/CAM  busi- 
ness also  faces  a  problematic  future. 
Computervision,  which  Prime  acquired 
for  $435  million,  had  already  moved  ear- 
ly to  bundle  its  software  with  computers 
compatible  with  Sun  Microsystems  Inc. 
products.  That  enabled  it  to  ride  on  the 
coattails  of  Sun's  popularity.  Increasing- 
ly, however,  customers  are  likely  to  go 
straight  to  Sun  and  other  Unix  vendors 
for  their  hardware,  buying  only  the  soft- 
ware from  Prime,  says  Mathew  A.  Sick- 
ing, product  manager  at  McDonnell 
Douglas  Manufacturing  &  Engineering 
Systems  Co.,  a  Prime  competitor. 

Whitney  has  "a  track  record  for  fi- 
nancing LBOs  and  turnarounds  in  the 
computer  industry,"  says  John  A.  Dex- 
heimer  of  Broadview  Associates,  a  con- 
sultant in  mergers  and  acquisitions. 
Good  thing.  Turning  around  Prime  isn't 
a  task  many  others  would  relish. 

By  Leslie  Helm  in  Boston 


TELECOMMUNICATIONS  I 


A  SANCTIONS  SCARE  FINALLY 
MAKES  THE  JAPANESE  JUMP 


Motorola's  cellular  phone  deal  is  a  first  under  the  1988  Trade  Act 


A nasty  dispute  between  Washing- 
ton and  Tokyo  over  access  to  Ja- 
pan's cellular  telephone  market 
may  finally  have  given  U.  S.  trade  nego- 
tiators a  winning  formula:  List  specific 
demands  and  a  wide  variety  of  products 
to  be  hit  with  retaliatory  sanctions.  Set  a 
deadline  for  compliance.  Then  push  for 
an  answer. 
The  pugnacious  strategy  paid  off  on 


June  28,  when  Motorola  Inc.,  the  sole 
complainant  in  a  two-year  battle  to  crack 
the  Japanese  cellular  market,  got  just 
what  it  wanted.  The  Japanese  Ministry 
of  Posts  &  Telecommunications  (MPT)  re- 
versed itself  and  offered  Motorola's  Jap- 
anese subsidiary  5  megahertz  worth  of 
Tokyo's  radio  frequency  spectrum  to 
work  with  its  new  10.7-ounce  Micro  TAG 
telephones.  Within  two  years,  Chicago- 
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ased  Motorola  aims  to  build  a  system 
lat  will  provide  its  Japanese  affiliate, 
fippon  Motorola  Ltd.,  with  hundreds  of 
lillions  of  dollars  in  revenues  from  cel- 
ilar  telephones  and  two-way  radios. 

Motorola  was  also  relieved  of  the  bur- 
en  of  signing  up  customers  before  even 
pplying  for  licenses,  a  requirement  that 
one  of  its  Japanese  competitors  faced. 
1  addition,  the  MPT  agreed  to  make  its 
rcane  licensing  procedures  more  under- 
andable  and  predictable  to  foreigners. 

The  deal,  reached  just  two  weeks  be- 
)re  the  July  10  deadline  set  for  impos- 
ig  sanctions,  is  the  first  significant  pact 
nder  the  1988  Trade  Act.  A  provision  of 
le  law.  Section  1377,  was  drafted  for 
le  express  purpose  of  forcing  Japan  to 
ve  up  to  its  1986  telecommunications 
greements  with  the  U.  S.  If  the  U.  S. 
rade  Representative  found  that  Tokyo 
'asn't  acting  in  good  faith,  then  the 
•ade  rep  could  levy  sanctions. 
'RETTY  PLEASED.'  The  MPT  resisted  mak- 
ig  concessions  during  talks  in  Washing- 
)n  that  might  ha/e  headed  off  its  desig- 
ation  last  April  as  an  unfair  trader.  But 
nee  Japan  was  named  and  sanctions 
'ere  proposed,  "there  was  a  lot  of  stir- 
ing  of  the  bureaucratic  pot"  in  Tokyo, 
otes  one  congressional  trade  expert, 
ither  alarmed  Japanese  Cabinet  minis- 
•ies  pressured  the  MPT  to  reopen  talks 
nd  reach  an  agreement  lest  Washing- 
)n  make  good  its  threat  to  retaliate 
gainst  Japanese  televisions,  computers, 
utomobiles,  industrial  robots,  tele- 
hones,  photocopiers,  medical  instru- 
ments, and  telecommunications  services. 

Long-term,  Motorola's  win  could  bene- 
it  other  suppliers.  Numerous  other  U.  S. 
ompanies,  including  General  Electric 
lo.  and  American  Telephone  &  Tele- 
raph  Co.,  have  been  searching  for  easi- 
r  access  to  the  Japanese  market  for 
ommunications  and  electronics  gear. 

That's  not  to  say  there  still  aren't  ob- 
tacles  ahead.  Motorola  is  being  given 
nly  2  megahertz  to  start,  with  the  addi- 
ional  bandwidth — which  governs  the 
umber  of  calls  that  can  be  handled  at 
ny  one  time — to  come  once  it  has  the 
ustomers  to  justify  the  additional  allo- 
ation.  Motorola  fears  the  MPT  could  still 
ause  problems  by  failing  to  meet  some 
echnical  requirements  when  it  adds  ca- 
lacity.  Still,  the  company  is  "pretty 
ileased"  with  the  results  of  the  talks, 
ays  Albert  R.  Brashear,  vice-president 
or  public  relations. 

So  are  other  U.  S.  communications 
ompanies,  which  feared  that  targeting 
apanese  telecommunications  services 
TOuld  produce  an  escalating  trade  war 
n  which  the  U.  S.  stood  to  lose  the  most, 
'"or  now.  White  House  trade  negotiators 
.re  jubilant.  There's  nothing  like  a  rous- 
ng  game  of  hardball  to  raise  the  spirits. 

By  Paul  Magniisson  in  Washington,  with 
\leil  Gross  in  Tokyo 


TAKEOVERS  I 


DON  TYSON  WINS  HOLLY  FARMS, 
BUT  HIS  DEBTS  AREN'T  CHICKEN  FEED 


After  paying  top  dollar  to  outbid  ConAgra,  he's  $1.4  billion  in  the  hole 


When  Herman  Tuck  Jr.  needed 
$40,000  to  open  a  barbecue 
restaurant  in  1973,  he  turned 
to  childhood  buddy  Don  Tyson.  The  chief 
executive  of  poultry  giant  Tyson  Foods 
Inc.  made  the  loan,  then  helped  build  the 
business  by  holding  most  of  his  working 
lunches  in  Tuck's  dilapidated  wood- 
frame  diner  in  Springdale,  Ark.  Last 
year,  when  Tuck  thought  about  paving 
the  parking  lot,  Tyson  told  him  to  forget 


it.  Says  Tuck:  "He  pointed  out  I'm  pack- 
ing people  in,  so  why  spend  the  money?" 

Don't  get  the  idea  that  Tyson  is  tight- 
fisted.  On  June  23,  the  poultry  magnate 
agreed  to  pay  $70  a  share,  or  $1.29  bil- 
lion, for  Holly  Farms  Corp.,  ending  an 
ugly  eight-month  fight  with  ConAgra 
Inc.  for  Holly  and  dominance  of  the  $11 
billion  U.  S.  chicken  industry.  Tyson's 
winning  price  was  35%  higher  than  the 
tender  offer  he  launched  last  October 
before  ConAgra,   acting  as  a  white 


knight,  began  a  bidding  war.  Now,  Ty- 
son must  pay  ConAgra  $50  million  to 
renounce  its  option  to  buy  Holly's  poul- 
try division  and  find  a  way  to  service 
$1.4  billion  in  debt.  Cracks  Tyson:  "It 
doesn't  worry  me  except  at  night." 
'FANTASTIC  FIT.'  Tyson  was  willing  to 
pay  top  dollar  because  he  desperately 
needs  Holly's  chickens.  Rapid  growth, 
fueled  by  Tyson's  dominance  of  the  fast- 
food  breaded-chicken  business,  has 
strained  production.  Al- 
though the  company, 
based  in  Springdale,  has 
committed  $100  million 
to  expanding  output, 
the  new  facilities  are 
two  years  away  from 
coming  on  line. 

Holly  has  other  at- 
tractions for  Tyson. 
More  than  55%  of  Ty- 
son's sales  are  to  insti- 
tutions and  restaurants. 
But  Tyson  has  almost 
no  brand  presence  in 
grocery  stores,  while 
Holly  is  the  national 
market  leader,  with  a 
19%'  share  of  brand- 
name  fresh  chicken 
sales.  Says  John  McMil- 
lin,  an  industry  analyst 
at  Prudential-Bache  Se- 
curities Inc.:  "This  is  a 
fantastic  fit." 

But  first,  the  com- 
bined company  must 
grapple  with  all  that 
debt.  Its  strong  fi- 
nances should  help.  In 
the  past  five  years,  Ty- 
son's revenues  have 
more  than  doubled,  to 
$1.9  billion  from  $660 
million.  And  profits 
leapt  to  $81  million 
from  $18  million.  The 
companies'  combined  cash  flow  should 
be  about  $320  million  this  year,  but  prob- 
lems could  arise  if  chicken  prices  fall. 
That's  a  possibility:  The  industry  plans 
to  add  10%'  more  capacity  in  1990. 

Expansion  has  been  a  Tyson  trade- 
mark. When  Don,  fresh  out  of  college, 
took  control  of  operations  in  1952,  he 
persuaded  his  father,  John,  to  raise  cor- 
nish  game  hens,  a  $120  million  market 
that  the  company  came  to  dominate. 
Friends  say  the  pair  formed  a  near-per- 
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feet  team,  the  younger  Tyson  pushing 
for  change,  the  elder,  who  started  the 
business  in  1936,  preaching  caution.  Says 
Donald  Wray,  senior  vice-president  for 
marketing:  "Don  was  so  enthusiastic,  he 
probably  would  have  bankrupted  the 
company  if  it  hadn't  been  for  his  fa- 
ther." Don  took  over  the  business  in 
1967,  after  his  parents  were  killed  in  a 
car  wreck. 

Success  hasn't  spoiled  Don  Tyson.  He 
still  works  in  short-sleeved  khaki  shirts 
with  "Don"  stitched  over  the  breast 


pocket  and  hangs  out  with  high  school 
buddies  at  Roger  Koetter's  Pool  Hall,  a 
local  watering  hole. 

Tyson's  only  hobby  is  deep-sea  fish- 
ing. He  travels  to  Chile,  Africa,  and  Aus- 
tralia in  search  of  world-record  sword- 
fish  and  marlin,  which  he  releases  once 
he  reels  them  in.  There's  no  business 
analogy  here:  If  you're  on  Tyson's  hook, 
he'll  spare  no  expense  to  haul  you 
aboard.  Just  ask  Holly  Farms. 

By  Kevin  Kelly  in  Dallas,  mth  Dean 
Foust  in  Atlanta 


WALL  STREET  I 


WHAT'S  MUNCHING  AWAY  AT 
GOLDEN  VALLEY'S  SUCCESS 


A  crowded  microwave  popcorn  market  and  an  SEC  investigation 


Once  upon  a  time.  Golden  Valley 
Microwave  Foods  Inc.  was  just 
another  hot  little  growth  compa- 
ny. Its  Act  II  microwave  popcorn  was  a 
blockbuster.  Sales  grew,  profits  rolled 
in,  and  the  stock  kept  popping. 

Today,  life's  more  complicated  at  the 
Edina  (Minn.)  foodmaker.  The  Securities 
&  Exchange  Commission  is  investigating 
charges  that  the  company  cooked  its 
books  to  inflate  earnings  and  that  top 
executives  used  company  money  for  per- 
sonal expenses.  Meantime,  popcorn 
growth  is  skidding,  while  rivals  munch 
at  Golden  Valley's  market  share.  A  pat- 
ent on  technology  used  in  its  popcorn 
bags  is  being  contested  in  court.  And 
Golden  Valley's  much-ballyhooed  micro- 
wave french  fry,  a  product  the  company 
is  counting  on  for  a  surge  of  growth, 


is  at  least  a  year  behind  schedule. 

That's  not  all.  The  company's  stock 
fell  on  news  of  the  SEC  probe.  And  al- 
most 12%  of  the  company's  11.5  million 
shares  have  been  shorted  by  investors 
who  are  betting  heavily  that  Golden  Val- 
ley's stock  is  headed  further  south 
(charts).  Chairman  James  D.  Watkins  on 
June  28  complained  about  rumors  "so 
outrageous  that  they  border  on  being 
libelous,"  and  he  noted  that  the  company 
has  asked  the  SEC  to  investigate  short 
selling  in  the  stock.  Says  Prudential- 
Bache  Securities  Inc.  food  analyst  John 
M.  McMillin:  "It  has  become  ugly." 

Still,  not  everyone  is  down  on  Golden 
Valley.  Bullish  stock  analysts  continue 
to  praise  the  company,  insisting  Golden 
Valley  is  being  unfairly  slammed  by 
short  sellers  and  misunderstood  by  just 


GOLDEN  VALLEY'S 
STOCK  HAS  BEEN  HIT... 


...BY  PRESSURE 
FROM  SHORT  SELLERS 


JAN.  FEB.  MAR.  APR. 
A  MONTHLY  CLOSING  STOCK  PRICE 


about  everyone  else.  "This  is  still  u 
grov^h  company,"  insists  Ronald  R 
Morrow  of  Smith  Barney,  Harris  Upham 
&  Co.  Others  are  more  restrained.  Ra 
chel  M.  Scherer  of  Dain  Bosworth  Inc. 
says  competition  in  microwave  popcorn, 
which  made  up  90%  of  Golden  Valley's 
net  of  $16.8  million  last  year  on  $141 
million  in  sales,  puts  a  lid  on  the  stock. 

Why  such  differences?  Bulls  say  new^ 
manufacturing  equipment  coming  on-j* 
line  this  summer  will  improve  productivi-;j 
ty  and  boost  margins.  They  believe  the| 
company's  $25  million  investment  last! 
year  in  potato  processor  Lamb- Wes ton, li 
a  joint  venture  with  ConAgra  Inc.,  willf 
pay  off  better  than  critics  of  the  deall 
expected.  And  they  put  a  lot  of  hope  inf 
the  high-tech  microwave  fry  the  compa-j 
ny  is  developing,  which  Piper,  Jaffray  &f 
Hopwood  Inc.'s  Stephen  M.  Games  in- 
sists has  a  huge  potential  market. 

Games  believes  that  the  SEC  investiga- 
tion will  turn  out  to  be  a  lot  of  smoke 
One  laid-off  employee,  who  was  already 
interviewed  by  the  SEC,  told  BUSINESS 
WEEK  the  company  boosted  earnings  in' 
last  year's  third  quarter  by  booking  rev 
enue  that  shouldn't  have  been  booked! 
until  the  fourth  quarter.  But  this  ex-i., 
employee,   who  demanded   anonymity ,||| 
said  the  fourth  quarter  was  adjustedj 
and  1988  results  were  posted  truthfully 
PRICE  CUTS.  This  source  also  said  that' 
top  executives  at  Golden  Valley  submit- 
ted bills  for  entertainment  at  their 
homes  and  for  personal  househol 
goods.  "I  don't  remember  whether  dia- 
pers were  included,  but  they  were  hous 
hold  goods  of  that  nature,"  the  ex-em-ji! 
ployee  said,  but  declined  to  say  whetherif:; 
the  company  paid  the  bills.  Golden  Val-f 
ley  responds  that  Price  Waterhouse  re-L; 
views  its  books  quarterly  and  has  consis-ri 
tently  awarded  unqualified  opinions.|i 
Watkins  adds  that  "the  company's  salesti 
are  real  and  there  has  been  no  unautho- 
rized expenditure  or  misappropriation." 

The  SEC  probe  may  turn  out  to  be  the 
least  of  Golden  Valley's  problems.  Twot 
months  ago,  Frito-Lay  Inc.  introduced i 
its  Chester's  microwave  popcorn,  forcings 
price  cuts  of  20%.  Golden  Valley  mayi 
suffer  in  a  war  with  deep-pocketed  Frito-  a 
Lay,  a  unit  of  PepsiCo  Inc. 

'The  company  needs  new  products  to 
^  grow  faster,  but  additions  like  pan-in 
^  cakes  and  waffles  have  done  little  to 
^\    help  the  bottom  line.  The  micro- in 
wave  fry  won't  be  sold  widely  un- 
til 1990  as  the  company  works  t<A| 
get  manufacturing  costs  low 
enough  on  its  high-tech  packag- 
ing to  sell  the  fries  at  69<t  for  a  rs 
four-ounce  box.  If  Golden  Val- 
ley doesn't  succeed,  the  bears 
will  be  fat  and  happy. 
By  Russell  Mitchell  in  Minneapolis 
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CIAL  ISSUES 


RMER  STAFFER  SCHMIDTBERGER  SAYS  RECRUIT  USA  REJECTED  NON-ASIANS  FOR  SOME  JOBS 


WHITE  PEOPLE,  BLACK  PEOPLE' 
lOT  WANTED  HERE? 


ore  Americans  are  charging  their  Japanese  bosses  with  discrimination 


Iecruit  Co.  gained  notoriety  in  the 
U.  S.  as  the  Japanese  conglomer- 
ate whose  influence-peddling  led 
the  downfall  of  the  Takeshita  govern- 
nt.  Now,  it's  in  trouble  in  America. 
■^om  former  employees  have  charged 
it  a  pair  of  Recruit's  stateside  subsid- 
ies, the  employment  agencies  Recruit 
^  and  Interpiace/Transworld  Recruit, 
id  an  elaborate  system  of  racial  and 
:ual  discrimination  in  picking  the  em- 
yees  it  placed  with  Japanese  and  oth- 
clients.  On  June  22,  the  U.  S.  Equal 
iployment  Opportunity  Commission 
n  a  federal  court  order  to  prevent 
eruit's  Japanese  managers  from  de- 
oying  documents  that,  the  agency 
imised  in  court  papers,  "will  demon- 
ate  a  shocking  pattern  of  race,  sex, 
;ional  origin,  and  age  discrimination." 
TFiAORDiNARY.'  At  Interplace,  court 
tuments  suggest  the  discrimination 
!n  took  the  form  of  code  words,  such 
"see  Adam,"  when  a  client  wanted  a 
le  employee,  or  "talk  to  Haruo," 
en  a  Japanese  worker  was  sought. 
J  code  allegedly  appeared  on  job  or- 
■s  to  show  clients'  preferences. 
Ul  this  first  came  to  light  early  in 
y  when  Recruit's  former  staffers  told 
ir  tale  to  the  San  Francisco  Chroni- 
John  Pemberton,  head  of  the  EEOC's 


San  Francisco  office,  read  the  headlines 
and  began  investigating.  "It  is  extraordi- 
nary," says  Pemberton.  "We  just  had  to 
do  something."  After  interviewing  the 
employees,  the  EEOC  filed  formal  em- 
ployment discrimination  charges  against 
the  two  Recruit  units. 

Recruit's  subsidiaries  filed  court  pa- 
pers denying  that  they  failed  to  hire  any- 
one because  of  their  sex  or  national  ori- 
gin. Yet  however  the  case  is  resolved, 
it's  just  one  of  a  growing  number  of 
complaints  by  Americans  charging  their 
Japanese  bosses  with  discrimination. 

In  the  most  significant  case,  female 
secretaries  at  Sumitomo  Corp.  charged 
that  they  had  lost  promotions  to  male 
Japanese  co-workers.  In  1982,  the  U.  S. 
Supreme  Court  rejected  Sumitomo's 
claim  that  a.  treaty  exempted  its  Ameri- 
can subsidiary  from  U.  S.  employment 
laws  and  ordered  a  trial.  In  1987,  Sumi- 


Court  documents  suggest 
that  one  company  used  code 

words:  'See  Adam'  meant  a 
client  sought  a  male  employee 


tomo  settled  for  $2.7  million  and  other 
concessions.  Now,  similar  cases  are 
pending  against  the  U.  S.  offices  of  C. 
Itoh  &  Co.,  a  trading  company,  and  Nik- 
ko  Securities  Co.  The  companies  are 
fighting  the  lawsuits. 

Another  big  case  involved  Honda  of 
America  Mfg.  Inc.,  which  last  year  set- 
tled an  EEOC  investigation  of  racial  and 
sexual  discrimination  at  its  Marysville 
(Ohio)  plant.  The  settlement:  $6  million. 
And  in  March,  former  personnel  manag- 
er Wouter  Blom  brought  discrimination 
charges  in  California  against  ngk  Spark 
Plugs  (USA).  Blom  claims  that  he  was 
hired  to  "Americanize"  the  Japanese 
subsidiary  but  was  in  fact  expected  to  be 
a  front  man  for  a  two-tier  personnel  sys- 
tem that  rewarded  Japanese  executives 
with  higher  salaries  and  perks,  such  as 
discounts  on  Toyotas.  A  lawyer  for  ngk 
Spark  Plugs  denies  the  charges. 

Paul  Schmidtberger,  a  former  Recruit 
USA  researcher  who  turned  over  docu- 
ments to  the  EEOC,  says  that  after  leav- 
ing Recruit  he  confronted  the  company 
with  his  complaints  and  met  with  its  law- 
yers before  going  to  the  EEOC.  He  adds: 
"I  gave  them  a  chance  to  change  them- 
selves, and  they  never  did."  Reci'uit's 
lawyer,  John  R.  Shiner,  says  he  was  "un- 
aware" of  any  efforts  by  Schmidtberger 
to  follow  up  on  the  meetings. 

In  court  papers,  Schmidtberger  de- 
scribes an  incident  with  IBM  Japan  Ltd., 
a  major  client,  which  allegedly  hired  Re- 
cruit USA  to  conduct  a  U.  S.  recruitment 
campaign  for  IBM  positions  in  Japan.  Re- 
cruit's duties  included  prescreening  ap- 
plicants who  responded  to  an  IBM  ad  in  a 
Japanese  magazine.  But  the  non-Asians 
who  applied  were  told  "the  response  to 
the  advertisement  was  overwhelming," 
Schmidtberger  says. 
'SCAPEGOATS'?  The  company  hid  the  real 
reason,  he  claims.  His  evidence?  A 
memo  submitted  to  the  court  that  he 
says  documents  a  meeting  between  IBM 
and  Recruit  officials.  Written  by  Re- 
cruit, it  states:  "Foreigners,  no  good — 
IBM  current  rule  . . .  white  people,  black 
people — NO,  but  second  generation  Jap- 
anese or  others  of  Asian  descent  0.  K." 
IBM  maintains  that  IBM  Japan  never  in- 
structed Recruit  or  any  company  to  con- 
duct a  hiring  program  that  discriminates 
against  any  race.  IBM  further  says  that 
it  has  no  record  of  any  memo. 

Some  corporate  lawyers  claim  the  Jap- 
anese are  no  worse  than  other  foreign 
multinationals.  Says  Ronald  M.  Green,  a 
lawyer  who  represents  foreign  corpora- 
tions with  U.  S.  operations:  "The  Japa- 
nese are  the  scapegoats."  Perhaps.  But 
Recruit  and  other  Japanese  employers 
are  learning  the  hard  way  that  when  in 
the  U.  S.,  they  must  do  business  the 
American  way. 

By  Michele  Galen  and  Leah  J.  Nathans 
in  New  York 
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For  those  who  think  this  is  all  there  is  to  IBM  Service, 
weld  like  to  adjust  your  thinking. 


IBM  has  built  a  solid  reputation  as 
maintenance  experts.  Now  we've 
expanded  our  services  beyond  mainte- 
nance. We  even  include  services  for  your 
non-IBM  equipment. 

We  will  take  care  of  all  your  needs. 
From  hardware  and  software  integration 
to  data  center  design  to  value  added 
network  services. 

For  instance,  we'll  move  your 
data  processing  system  2,000  feet  or 
2,000  miles.  And  we'll  be  with  you  from 
pre-planning  to  post-move  testing.  It's  all 
part  of  IBM  Gistomized  Operational 
Services. 

And  because  no  business  can  afford 
*^'^^||^^^^^  downtime,  IBM  is  there  with  Network 

Support,  too.  We'll  reduce  the  likelihood 
of  downtime,  and  work  quickly  to 
bring  you  back  up 

if  it  does  occur. 


What's  more, 
if  you  have  a  question 
or  problem  with  any  of  your  systems, 
speciahsts  are  available  24  hours  a  day, 
7  days  a  week. 

If  youH  like  further  information,  we 
would  be  happy  to  send  you  some  litera- 
ture. Just  call  1  800  IBM-2468,  ext.  133. 

IBM  Service.  You'll  find  out  it's 
really  much  more  than  you  think. 


SPORTS  BUSINESS  I 


FOR  THE  ORIOLES,  LESS  IS  MORE 
—IT'S  FIRST  PLACE 


A  new  roster  of  low-budget  players  is  filling  seats  and  club  coffers 


y  this  time  last  year,  frustrated 
Baltimore  Orioles  fans  were  al- 
ready crumpling  their  beer  cups 
and  crying  that  familiar  refrain:  "Wait 
'til  next  year."  Their  beloved  Birds, 
three-time  world  champions,  were  wal- 
lowing in  the  cellar  after  beginning  the 
season  with  a  21-game  losing  streak — 
the  longest  opening  swan  dive  in  base- 
ball history. 
Remarkably  enough.  Orioles  fans  had 


late  Edward  Bennett  Williams,  had  giv- 
en newly  installed  President  Lawrence 
Lucchino  and  General  Manager  Roland 
A.  Hemond  the  green  light  to  begin  a 
ruthless  roster  pruning  that  put  the 
team  on  a  sounder  financial  footing  and 
helped  stop  the  Birds'  slide. 

By  Opening  Day,  1989,  18  players,  in- 
cluding aging  superstar  Eddie  Murray, 
had  been  traded  or  released.  The  purge 
trimmed  the  average  salary  on  the  24- 
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to  wait  only  a  year  for  salvation.  A 
gutsy  infusion  of  fresh-faced  kids  and 
cast-off  vets  has  revitalized  the  team, 
and  on  June  28,  the  Birds  had  been 
perched  atop  the  American  League  East 
for  33  days — and  had  a  comfortable  (3V2- 
game  lead.  The  turnaround  vindicates 
the  decision  by  the  team's  new  owner. 
New  York  businessman  and  longtime 
baseball  fan  Eli  S.  Jacobs,  to  buy  the 
hapless  Orioles  late  last  year  for  $70 
million,  the  highest  price  ever  paid  for 
an  entire  baseball  franchise. 
BENCH-CLEARING.  The  publicity-shy,  51- 
year-old  investor  built  his  fortune  with 
cagey  takeovers  of  such  companies  as 
Memorex  International  and  Telex  Corp. 
Purchasing  the  O's  was  equally  shrewd. 
Even  during  the  ghastly  1988  season, 
the  Orioles  were  firmly  in  the  black.  And 
last  year,  the  team's  previous  owner,  the 


man  roster  from  about  $425,000  to 
$234,000,  making  the  Orioles  the  lowest- 
salaried  team  in  the  league.  "They  final- 
ly did  the  right  thing  in  trading  away 
veteran  players  who  didn't  want  to 
play,"  says  former  Orioles  General  Man- 
ager Hank  Peters,  who  now  is  president 
of  the  Cleveland  Indians. 

Even  before  the  new  season  began, 
the  moves  created  a  sense  of  excitement. 
Season  ticket  sales  jumped  by  10%.  The 


The  player  purge  slashed 
the  team's  average  salary 
from  $425,000  to  $234,000, 
the  lowest  in  the  league 


first  day  of  single-ticket  sales  in  January 
set  a  new  one-day  record.  And  as  the 
Orioles'  band  of  no-names  keep  slugging 
to  victory,  the  turnstiles  are  clicking  at 
the  near-record  pace  of  27,922  times  per 
game — or  2.15  million  for  the  season. 
"The  town  really  responded  to  the  dis- 
mantling of  the  team,"  says  Marty  Con- 
way, Oriole  director  of  marketing.  "They 
felt  there  was  some  progress." 

The  financial  box  score  will  look  even 
better  starting  in  1992,  when  a  46,800- 
seat  stadium  is  scheduled  to  open.  The 
lease  for  the  new  facility  will  continue  a 
unique  partnership  in  which  the  team 
shares  its  profits  with  the  state.  With 
the  new  stadium's  70  luxury  suites, 
which  will  sell  for  about  $60,000  a  sea- 
son, and  its  5,000  premium  $20-per-game 
seats,  more  money  will  flow  into  every- 
one's pockets.  The  Maryland  Stadium 
Authority  projects  that  the  lease  will 
bring  the  state  $5  million  a  year.  But  if 
fans  continue  to  flock  to  the  games  at 
this  year's  rate,  says  Authority  Chair- 
man Herbert  J.  Belgrad,  "it  will  surpass 
any  projections  that  we  have." 

New  owner  Jacobs,  who  retained  He- 
mond and  Lucchino,  hoped  to  achieve  a 
winning  season  by  the  time  the  stadium 
was  completed.  But  that  was  not  good 
enough  for  Orioles  Manager  Frank  Rob- 
inson. "We  were  building  for  the  fu- 
ture," he  says.  "But  I  said:  'What's 
wrong  with  trying  to  win  now?'  " 
'OVERACHIEVERS'?  The  result  has  been 
the  biggest  baseball  turnaround  in  de- 
cades— and  a  motley  crew  that  once 
again  provides  thrills  on  the  field.  Catch- 
er Mickey  Tettleton,  released  by  the 
Oakland  Athletics  for  being  too  high- 
strung,  is  walloping  enough  home  runs 
on  his  breakfast  diet  of  Fruit  Loops  to 
make  a  bid  for  the  league  home-run 
crown.  Reliever  Gregg  Olson,  a  fuzzy- 
cheeked  rookie  fresh  from  Auburn  Uni- 
versity, has  a  prodigious  curveball  that 
seems  to  dive  straight  toward  China. 

And  at  almost  every  position,  the  one- 
time Boys  of  Bummer  are  rediscovering! 
the  joys  of  fielding  and  pitching.  "The 
players  are  trying  to  prove  that  they 
belong,"  says  Robinson.  "They  may  be 
trying  a  little  extra."  In  this  day  of  sulk- 
ing superstars,  they  don't  mind  sharing 
playing  time. 

Hustle  and  sacrifice  were  bywords  of 
the  old  Orioles.  But  will  this  glorious 
season's  bright  beginning  last?  The  Indi- 
ans' Peters  is  one  of  many  skeptical 
baseball  men.  "Not  to  take  anything 
away  from  the  players,  but  right  now 
they  are  probably  what  we  call  over- 
achievers,"  he  says.  That  may  be  so.  But 
while  the  remade  Orioles  continue  their 
unlikely  ascent,  Baltimore  fans  have  no. 
reason  to  cry  in  their  beer. 

By  John  Carey  in  Washington 
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JUSTICE  FIRES  A  NEW 
SALVO  AT  NORTHROP 


►  For  Northrop,  maker  of  the 
Stealth  bomber,  the  problems 
just  won't  quit.  While  Con- 
gress presses  for  major  cuts 
in  the  $70  billion  bomber  pro- 
gram, the  Justice  Dept.  has 
broadened  its  April  indictment 
against  the  company.  The 
original  indictment  charged 
Northrop  with  falsifying  test 
results  on  key  components  of 
the  Air  Force's  air-launched 
cruise  missiles  and  with  sup- 
plying 17  defective  units  to 
the  Air  Force.  On  June  27, 
Justice  raised  the  number  of 
defective  units  to  200. 

Assistant  U.  S.  Attorney 
William  Fahey  says  that  the 
ongoing  investigation  into  the 
Air  Force's  cruise  missile 
fleet,  numbering  1,700,  could 
turn  up  even  more  problems. 
Northrop  contends  that  the 
charges  are  "unwarranted" 
and  maintains  that  the  compo- 
nents in  question  have  never 
failed  in  Pentagon  tests. 


USX  GETS  HIT  WITH 
ANTITRUST  DAMAGES 


►  USX  may  have  to  pay  anti- 
trust damages  of  up  to  $1  bil- 
lion. A  federal  jury  found  that 
a  former  USX  unit,  Bessemer 
&  Lake  Erie  RR,  "materially" 
injured  customers  by  conspir- 
ing to  block  construction  of 
alternative  vessels  and  facili- 
ties for  unloading  Great 
Lakes  iron  ore.  USX  plans  to 
appeal  any  damage  award, 
the  size  of  which  a  jury  will 
soon  announce,  usx  recently 
sold  most  of  BLE  to  Black- 
stone  Capital  Partners  but  re- 
tains most  legal  liabilities. 


NIKKOTIAMSUP 
WITH  WELLS  FARGO 


►  San  Francisco's  Wells  Far- 
go, the  nation's  Uth-largest 
bank,  wants  more  Japanese 
clients.  Nikko  Securities,  Ja- 
pan's No.  3  stockbroker,  is  de- 
termined to  build  its  U.  S. 
business.  So  they're  teaming 


up.  On  June  27,  Nikko  agreed 
to  pay  $125  million  for  a  50% 
stake  in  a  new  joint  venture 
that  will  run  Wells  Fargo  In- 
vestment Advisors. 

Wells  Fargo,  a  pioneer  in 
the  use  of  investment  funds 
pegged  to  stock  indexes,  man- 
ages $70  billion  for  U.  S.  cor- 
porations and  governments 
but  has  had  little  success  in 
cracking  the  Japanese  mar- 
ket. And  while  Nikko  is  a 
leader  in  quantitative  invest- 
ment strategies  at  home,  it 
and  other  Japanese  brokers 
have  failed  to  attract  much 
business  in  America. 


KOCH  TO  MERRILL 
LYNCH:  TRAITOR! 


►  To  Merrill  Lynch,  its  plan  to 
move  2,600  back-office  and 
support  staffers  from  Wall 
Street  to  the  New  Jersey  wa- 
terfront is  a  shrewd,  money- 
saving  idea.  But  to  New  York 
Mayor  Edward  Koch,  trailing 
badly  in  a  fight  for  reelection, 
it's  a  betrayal  of  his  city. 
Koch  has  vowed  to  remove 
Merrill  as  the  lead  underwrit- 
er of  the  city's  general  obliga- 
tion bonds,  worth  $10  million 
in  annual  fees  paid  to  Merrill. 

In  its  defense,  the  broker- 
age giant  notes  that  13,000 
employees  will  remain  in  Man- 
hattan. Nevertheless,  the 
move — the  largest  single 
transfer  of  employees  across 
the  Hudson  River — is  a  set- 
back to  Koch,  who  persuaded 
Chase  Manhattan  Bank  last 
year  to  relocate  4,600  workers 


ONLY  EFFERVESCENT  PERSONALITIES  NEED  APPLY 


If  your  job  is  selling  bubbly, 
romance  is  a  very  serious  sub- 
ject. After  all,  says  Frank  De 
Falco,  spokesman  for  Korbel 
Champagne  Cellars,  studies  in- 
dicate that  "many  incidents  of 
champagne  consumption  occur 
during  a  romantic  situation." 

Small  wonder,  then,  that 
Korbel  has  a  Romance,  Wed- 
dings, and  Entertainment 
Dept.,  presided  over  by  a  Di- 
rector of  Romance.  And  the  position  is  open.  The  current 
director,  author-astrologer  Joyce  Jillson,  whose  works  include 
Real  Women  Don't  Pump  Gas:  A  Guide  to  All  That  Is 
Divinely  Feminine,  says  she  has  too  many  outside  projects  toi 
give  the  job  the  attention  it  deserves.  So  Korbel  is  hunting  for 
a  successor.  Along  with  being  of  legal  drinking  age,  the  ideal 
candidate  should  "personify  romance  in  some  highly  visible  or 
glamorous  way."  So  would  Korbel  accept  a  resume  from,  say, 
ultraglamorous  actress  Joan  Collins?  "Sure!"  says  De  Falco.' 
"Nothing  would  please  us  more."  Miss  Collins,  call  your  agent. 


to  downtown  Brooklyn  in- 
stead of  New  Jersey. 


DELTA  AND  AMERICAN 
CANCEL  THEIR  DEAL 


►  Further  evidence  that  the 
Bush  Administration  doesn't 
think  "regulation"  is  a  dirty 
word:  Under  threats  from  the 
Justice  Dept.  to  block  the 
planned  merger  of  the  reser- 
vations systems  of  Delta  and 
American  Airlines,  the  two 
carriers  called  off  the  deal. 
Attorney  General  Richard 
Thornburgh  announced  plans 
to  file  an  antitrust  suit,  charg- 
ing that  the  proposed  combi- 
nation, valued  at  about  $2  bil- 


lion, was  likely  to  hurt  airline: 
competition  and  result  in  in- 
creased fares. 

Together,  the  two  systems 
— to  be  linked  as  a  joint  ven-i 
ture — would  have  controlled 
about  48%  of  the  U.  S.  mar- 
ket, placing  it  far  out  in  front 
of  No.  2  United.  Delta  CEO 
Ron  Allen  said  the  arrange 
ment  would  have  been  "pro- 
competitive."  The  airlines  de 
cided  to  terminate  the  deal 
rather  than  go  through  a 
lengthy,  costly  court  fight. 


A  THRIFT  CHIEF 
GOES  ON  THE  LAM 


►  Tom  Billman,  chairman  of 
the  thrift  whose  collapse 
sparked  the  1985  Maryland 
savings  and  loan  crisis,  has 
fled  to  Europe,  taking  ill-got- 
ten gains  with  him,  according 
to  the  Baltimore  U.  S.  Attor- 
ney. Billman's  Community 
Savings  &  Loan  funded  $1.4 
billion  worth  of  bad  real  es- 
tate investments  by  Equity 
Programs  Investment,  anoth- 
er Billman  company. 

U.  S.  Attorney  Brecken- 
ridge  Willcox  has  issued  a 
warrant  for  Billman's  arrest. 
Willcox  alleges  that  Billman 
is  using  money  misappropri- 
ated from  the  S&L  to  invest  in 
European  banking  deals. 
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rHE  GOP  STOKES  A  NEW  FIRE 
rO  ROAST  DEMOCRATS 


For  15  years,  campaign  finance  has  been  a  dream  issue  for 
Democrats.  Professing  dismay  over  the  steadily  growing 
role  of  political  action  committees,  party  leaders  have 
!gularly  called  for  an  overhaul  of  the  post-Watergate  re- 
>rms — then  blamed  special  interests  and  Republicans  when 
leir  calls  went  unheeded.  All  the  while,  Democratic  incum- 
5nts  have  grown  fat  on  a  diet  of  P.A.C  contributions. 
Sensing  that  Washington's  current  fascination  with  ethics 
IS  created  an  opening,  the  Republicans  are  mounting  a  coun- 
iroffensive.  On  June  29,  President  Bush  was  scheduled  to 
"opose  campaign  finance  revisions  that  would  eliminate  direct 
asiness  and  labor  PAC  contributions  to  candi- 
ites,  while  sharply  increasing  the  amount  that 
dividuals  can  give. 

"We  need  to  Le  the  party  of  reform,"  says 
dward  J.  Rollins,  co-chairman  of  the  National 
epublican  Congressional  Committee  (NRCC). 
)unds  noble.  But  to  the  battered  Democrats, 
ho  have  already  seen  House  Speaker  Jim 
'right  (D-Tex.)  and  Whip  Tony  Coelho  (D-Calif.) 
11  in  the  ethics  wars,  "reform"  has  become  a 
;hting  word.  Republican  strategists  see  reform 
■  one  weapon  in  an  assault  that  is  designed  to 
•eak  35  years  of  Democratic  dominance  of  the  House. 
For  years,  the  only  thing  Republicans  found  wrong  with 
rporate  PACs  was  their  unfortunate  tendency  to  shovel 
lugh  to  the  Democrats.  NRCC  Chairman  Guy  Vander  Jagt  (R- 
ich.)  pleaded  with  business  PACs  to  put  their  money  where 
eir  hearts  were — on  GOP  challengers.  But  corporate  interests 
:e  to  bet  on  winners,  and  they  have  directed  the  bulk  of  their 
ving  to  incumbents,  most  of  whom  are  Democrats. 
iLLEN  TREE-SHAKER.  Federal  Election  Commission  figures 
ow  that  in  last  year's  campaigns.  Democratic  House  incum- 
nts  received  51%'  of  their  contributions  from  PACs,  including 
ose  affiliated  with  unions.  Republican  incumbents  received 
ly  40%  of  their  funding  from  the  same  groups.  And  GOP 
allengers — the  key  to  any  Republican  gains — got  only  11% 
their  money  from  PACs.  The  current  system  "is  too  pro- 


VANDER  JAGT 


incumbent,"  says  Representative  William  M.  Thomas  (R- 
Calif.).  "We  have  to  strip  that  away." 

Republicans  also  would  benefit  from  an  increase  in  the 
limits  on  individual  contributions.  Bush's  plan  would  raise  the 
ceiling  from  $2,000  per  campaign  to  $5,000.  Republicans  get 
the  overwhelming  majority  of  their  money  from  individuals, 
thanks  to  a  vastly  superior  grass-roots  fund-raising  network 
and  more  willing  donors.  By  contrast,  the  Democrats  received 
only  half  their  funds  from  individuals. 

The  GOP  assault  is  coming  at  a  time  when  the  House  Demo- 
cratic fund-raising  apparatus  is  in  disarray.  Coelho's  departure 
deprives  the  party  of  its  most  talented  tree-shak- 
er. The  Democratic  Congressional  Campaign 
Committee,  which  Coelho  turned  into  a  money 
machine,  is  $1.6  million  in  debt  despite  record 
receipts  in  the  last  campaign.  The  committee, 
which  has  lost  a  number  of  key  staffers,  is  finally 
moving  to  fill  the  slots.  But  some  Democrats 
would  like  to  dump  DCCC  Chairman  Beryl  Antho- 
ny Jr.  (D-Ark.).  "The  whole  infrastructure  has 
collapsed,"  says  one  worried  strategist.  "What  we 
need  is  a  clean  sweep  of  the  leadership  there." 
The  disorganized  and  demoralized  Democrats 
must  find  a  way  to  parry  the  GOP  reform  thrust.  The  consen- 
sus in  the  House  favors  an  old  idea  that  has  never  caught 
fire — public  financing  of  congressional  campaigns.  "As  far  as 
Democrats  are  concerned,  it's  the  only  way,"  says  Representa- 
tive Barney  Frank  (D-Mass.).  But  public  financing  faces  rough 
going  in  the  Senate.  And  Bush  promises  to  veto  any  plan  for 
taxpayer-subsidized  campaigns. 

The  gulf  between  Democrats  and  Republicans  is  so  wide 
that  this  Congress  will  likely  approve  only  modest  changes  in 
campaign  financing.  But  the  real  significance  of  the  GOP's 
onslaught  is  that  an  inventive  and  nimble  Republican  minority 
has  found  yet  another  way  to  torture  the  Democrats.  And  over 
at  the  White  House,  President  Bush,  knowing  an  opportunity 
when  he  sees  one,  is  only  too  willing  to  join  in  the  crusade. 

By  Douglas  Harbrecht  and  Richard  Fly 


IPITAL  WRAPUPI 


IIRLINES 


rakeover  activity  in  the  airline  busi- 
ness is  sending  up  storm  signals 
oth  on  Capitol  Hill  and  in  the  Admin- 
itration.  Two  leading  members  of  the 
enate  Commerce  Committee,  Wendell 
I.  Ford  (D-Ky.)  and  John  McCain  (R- 
iriz.)  have  introduced  a  bill  requiring 
rior  approval  by  the  Transportation 
ecretary  before  anyone  could  acquire 
5%  or  more  of  an  airline.  The  Secre- 
iry  would  be  required  to  certify  that 
le  deal  would  not  adversely  affect  the 
arrier's  ability  to  operate  and  expand, 
leanwhile,  investor  Alfred  A.  Chec- 
Ki's  plan  to  acquire  the  corporate  par- 
nt  of  Northwest  Airlines  Inc.  is  in  a 


holding  pattern  at  the  Transportation 
Dept.  Secretary  Samuel  K.  Skinner  has 
ordered  his  staff  to  give  the  deal  care- 
ful scrutiny  to  determine  if  there  is 
any  reason  to  oppose  it. 

TAXES  

Iouse  Ways  &  Means  Committee 
Chairman  Dan  Rostenkowski  (D- 
111.)  is  putting  a  price  tag  on  the  tax 
increase  he  thinks  is  needed  as  part  of 
a  comprehensive  budget  deal  with  the 
White  House.  Rostenkowski  believes 
$30  billion  a  year  in  extra  revenues  is 
needed  to  both  reduce  the  deficit  and 
fund  President  Bush's  own  initiatives. 
So  far,  however,  the  President  is  stick- 
ing with  "read  my  lips." 


PRIMARIES 


If  the  California  legislature  has  its 
way,  the  selection  of  Presidential 
nominees  in  1992  could  be  all  but  over 
by  early  March.  California  pols  have 
watched  in  dismay  as  their  last-in-the- 
nation  primary  has  become  more  and 
more  irrelevant.  Now,  Republican  Gov- 
ernor George  Deukmejian  is  backing  a 
plan  to  move  the  June  primary  up,  and 
an  Assembly  committee  will  soon  vote 
to  set  the  date  at  the  first  Tuesday  in 
March.  If  the  rest  of  the  primary  calen- 
dar— including  the  big  Southern  re- 
gional vote — remains  unchanged,  over 
half  of  the  Democratic  delegates  may 
be  chosen  by  Mar.  3. 
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THE  OUTSIDE  WORLD 
PUTS  CHINA  ON  HOLD 


Billions  of  dollars  worth  of  aid  have  been  suspended.  Just  how  far  will  the  backlash  go: 


China  is  beginning  to  pay  an  eco- 
nomic price  for  the  bloody  crush- 
ing of  demonstrations  in  Tianan- 
men Square  and  the  execution  of  pro- 
democracy  protesters.  In  the  four  weeks 
since  the  June  4  massacre,  foreign  gov- 
ernments and  international  bodies  have 
suspended  billions  of  dollars  worth  of 
aid,  loans,  and  credits. 

With  surprising  unanimity,  govern- 
ments from  Japan  to  Belgium 
to  West  Germany  have  stalled 
high-level  contacts  and  tight- 
ened up  on  technology  ex- 
ports. Projects  such  as 
Shanghai's  German-supported 
subway  are  in  doubt,  and 
such  Western  goods  as 
Boeing  757-200  jetliners  are 
suddenly  out  of  reach. 

The  key  question  is  just 
how  far  the  foreign  backlash 
will,  and  should,  go.  The  new 
Chinese  leadership  unveiled 
on  June  24  was  distinctly 
hardline.    Its  composition 
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showed  no  evidence  that  Beijing  will 
back  down  from  its  goal  of  purging  the 
Communist  Party  of  reformers,  hunting 
down  student  leaders,  and  recentralizing 
control  of  the  economy. 

Although  Tokyo's  official  response  to 
China's  repression  has  been  muted,  Ja- 
pan did  begin  a  "review"  of  a  $5.6  billion 
loan  package  that  affects  42  projects  in 
China.  The  World  Bank  suspended  con- 


sideration of  $780  million  worth  of  loans 
and  credits,  and  the  Manila-based  Asian 
Development  Bank  did  the  same  for  an 
additional  $1  billion  worth. 
REAL  TEETH.  The  12-nation  European 
Community  summit  in  Madrid  on  June ' 
26-27  banned  arms  sales  to  China  and' 
suspended  new  cooperation  agreements 
until  China's  "brutal  repression"  is  halt- 
ed. The  action  brought  the  EC  into  line 
with  President  Bush's  posi- 
tion and  ratified  steps  already 
taken  by  individual  European 
governments. 

The  West  Germans,  who 
have  extended  $2.1  billion  off't 
export  credits,  suspended  con- 
sideration  of  any  new  credits  * 
and  put  $215  million  in  aid, 
mostly  for  Shanghai's  sub- 
way, on  hold.  Europe's  deci- 
sion to  act  was  spurred  in 
part  by  practical  consider-|Si 
ations  such  as  the  sheer  un- 
certainty of  dealing  with  Chi- 
na and  domestic  political 
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attles  involving  Communist  parties. 
Most  governments  hope  that  if  Beijing 
lutes  its  repressive  measures,  the  ex- 
;nsive  web  of  ties  they  have  painstak- 
igly  built  with  China  can  be  preserved, 
he  major  wild  card  is  the  U.  S.  Con- 
ress.  In  late  June,  the  House  began 
jnsideration  of  13  separate  economic 
mctions  against  China.  Among  them 
ere  restrictions  to  cut  off  high-tech  ex- 
arts  and  to  deny  China's  most-favored- 
ation  trading  status,  which  would  de- 
rive it  of  the  right  to  send  billions  of 
allars  worth  of  goods  to  the  U.  S.  at 
;duced  tariffs. 

Although  the  Bush  Administration 
:aunchly  opposes  most  of  the  provi- 
ons,  foreigners  worry  that  Congress 
)uld  back  the  Administration  into  a  cor- 
sr  and  force  it  to  enact  sanctions  with 
;al  teeth.  "Companies  in  my  country 
re  more  interested  in  what's  going  on 
iside  the  Beltway  [regarding  China] 
lan  they  are  in  what's  happening  with 
le  leadership  in  Beijing,"  says  one 
^ashington-baset^  Japanese  diplomat. 
ECRET  WEAPON.  Barring  some  dramatic 
3W  Chinese  brutality,  however,  it  is  un- 
kely  that  Congress  will  revoke  China's 
lost-favored-nation  status.  To  extend 
FN  status,  the  Administration  has  to 
;rtify  that  a  nation  complies  with  the 
ickson-Vanik  amendment,  which  ties 
•ade  to  emigration  policies.  Bush  did 
lat  for  China  on  May  31,  just  prior  to 
le  Tiananmen  crackdown.  To  overturn 
ush's  action,  both  houses  of  Congress 
ould  have  to  reject  it  and  override  a 
<eiy  veto  by  two- thirds  votes. 
The  Administration's  secret  weapon  to 
fluence  the  Chinese  is  former  Presi- 
?nt  Richard  M.  Nixon.  Nixon  is  now 
jlieved  to  be  operating  as  Bush's  per- 
mal  envoy  to  China's  leaders.  He  could 
eet  soon  with  one  of  Deng  Xiaoping's 
ipresentatives  in  a  second  "opening"  to 
hina.  A  spokesman  for  Nixon  denies 
lat  he  is  engaged  in  any  such  effort. 
Whether  to  return  to  business-as-usu- 

is  a  question  also  facing  executives 
•ound  the  world.  Those  trying  to  sell  to 
•  invest  in  China  have  to  decide  if  they 
ant  to  risk  the  indignation  of  custom- 
's back  home  and  perhaps  be  trotted 
it  on  China's  national  TV  for  propagan- 
i  purposes,  as  Italy's  Fiat  was.  If  ma- 
r  confrontations  lie  ahead  in  U.  S.-Chi- 
;se  relations,  that  could  destabilize  the 
isiness  environment  even  further.  This 
icertainty,  as  much  as  any  moial 
ance,  will  make  it  difficult  for  all  but 
e  biggest  and  most  committed  foreign 
mpanies  to  do  business  in  China. 

The  new  Chinese  leadership  does  con- 
ier  the  open-door  policy  as  important, 
ing  Zemin,  the  new  Communist  Party 
iss,  and  Li  Ruihuan,  newly  appointed 

the  party's  six-man  standing  commit- 
•e,  have  met  many  foreign  business 
.  iders  in  their  capacities  as  the  top  offi- 


cials of  Shanghai  and  Tianjin,  two  of  the 
most  active  cities  in  attracting  foreign 
investment.  Although  Jiang  won  political 
points  among  the  hardliners  by  quickly 
executing  three  men  who  allegedly  set  a 
train  on  fire,  he  was  not  responsible  for 
any  of  the  events  in  Beijing. 

One  big  challenge  for  the  new  leaders 
will  be  to  control  China's  widening  eco- 
nomic chaos.  Even  before  May,  the  Chi- 
nese were  facing  serious  problems  of 
inflation,  shortages,  income  disparities, 
corruption,  and  sluggish  exports.  Now, 
the  leadership  may  try  to  reimpose 
greater  central  planning,  but  it  is  likely 


to  fail.  The  coastal  provinces  already 
have  too  much  economic  clout. 

The  economic  crisis  will  be  compound- 
ed as  sources  of  foreign  exchange  dry 
up.  Tourists  are  staying  away.  Banks 
are  reassessing  risks.  Companies  are 
shying  away.  And  academic  and  cultural 
exchanges  are  slowing  down.  Ultimate- 
ly, these  informal  sanctions  may  have 
more  effect  on  China  than  the  actions  of 
world  governments. 

By  Dori  Jones  Yang  in  Hong  Kong  and 
Bill  Javetski  in  Washington,  with  William 
J.  Holstein  in  New  York  and  bureau 
reports 


BRITAIN  I 


IS  CONSGOLD  'JUST  AN  APPETIZER' 
FOR  HANSON? 


By  next  year,  the  cash-rich  conglomerate  may  be  on  the  prowl  again 

■  ■  anson  PLC,  the  acquisitive  British     racked  up  on  some  of  its  earlier  acq 


anson  PLC,  the  acquisitive  British 
conglomerate,  has  always  had 
trouble  resisting  a  deal.  So  when 
a  29.9%  stake  in  Consolidated  Gold 
Fields  PLC,  the  world's  second-largest 
gold  mining  group,  was  thrown  under  its 
nose,  it  bit.  The  Consgold  stock  was  put 
up  for  auction  in  May  by  South  African- 
controlled  Minorco  after  it  failed  in  its 
hostile  bid  to  take  over  the  company.  On 
June  22,  the  cash-rich  Hanson  struck  a 
deal  with  Minorco 
for  the  minority 
stake  and  launched 
its  own  $4.8  billion 
offer  for  all  of  Cons- 
Gold. 

If  the  takeover  is 
successful,  as  ap- 
pears likely,  it  would 
be  Europe's  largest 
ever — a  crowning 
achievement  for  any 
other  company.  But 
for  Hanson,  Cons- 
Gold  could  be  simply 
a  quick  but  profit- 
able detour.  Cons- 
Gold  "is  just  an  ap- 
petizer to  keep  the 
pot  boiling  for  anoth- 
er six  months,"  says 
Robert  E.  Morton, 
analyst  at  Barclays  de  Zoete  Wedd  Ltd. 
He  and  other  London  analysts  are  bet- 
ting that  Chairman  Lord  Hanson  will  re- 
coup the  bulk  of  the  purchase  price  by 
disposing  of  most  of  ConsGold,  with  the 
exception  of  its  crown  jewel,  ARC  Ltd.,  a 
lucrative  stone  and  gravel  division.  By 
early  1990,  Hanson  could  be  ready  to 
gobble  up  something  else. 

Even  so,  ConsGold  is  unlikely  to  pro- 
vide the  huge  returns  that  Hanson  has 


racked  up  on  some  of  its  earlier  acquisi- 
tions. After  taking  over  SCM  Corp.  in 
1986,  for  example,  it  has  recouped  far 
more  than  the  $930  million  purchase 
price  while  retaining  units  producing 
$200  million  a  year  in  profits.  A  Minorco 
executive  figures  ConsGold's  breakup 
value  is  perhaps  $28  a  share.  But  Han- 
son started  its  offer  at  $22.17  a  share, 
and  probably  needs  to  go  higher  to  win. 
As  most  ConsGold  assets  it  sells  would 
incur  capital-gains 
taxes,  that  doesn't 
leave  much  margin 
for  turning  a  profit. 
But  Hanson,  with  $3 
billion  in  the  bank 
and  borrowing  pow- 
er of  an  additional 
$17  billion,  can  af- 
ford to  wait  for  buy- 
ers willing  to  pay  its 
asking  prices. 

ConsGold's  struc- 
ture makes  it  a  fair- 
ly simple  breakup 
target.  About  half 
its  value  consists  of 
minority  stakes  in 
publicly  quoted  min- 
ing companies  in  the 
U.S.,  South  Africa, 
and  Australia.  And 
these  stakes  range  from  38%  to  49%, 
enough  to  hold  the  key  to  control  of 
these  companies.  So  Hanson  may  be  able 
to  exact  premium  prices  for  them. 
'NO  SECRET.'  In  all,  Hanson  could  raise 
perhaps  $2.5  billion  before  capital-gains 
taxes  from  selling  ConsGold's  stock 
holdings.  The  most  valuable  is  a  49% 
stake  in  Newmont  Mining  Corp.,  the 
leading  U.  S.  gold  miner.  Newmont's 
shares  shot  up  15%  on  news  of  the  Han- 
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son  bid,  valuing  the  ConsGold  stake  at 
$1.8  billion.  Possible  bidders  include  Ca- 
nadian mining  giants  Placer  Dome  Inc. 
and  American  Barrick  Resources  Corp. 
"It's  no  secret  we're  looking  to  make  a 
major  acquisition,"  says  John  W.  W. 
Hick,  a  senior  vice-president  at  Placer, 
which  is  sitting  on  $500  million  in  cash. 
But  he  contends  that  Newmont  is 
"priced  over  its  value."  Although  more 
leveraged,  American  Barrick  owns  a  su- 
per-rich mine  in  the  Carlin  Trend  near 
Elko,  Nevada,  next  door  to  large  New- 
mont holdings.  Barrick  believes  its  gold 
vein  runs  through  the  Newmont  land. 

Before  its  latest  multibillion  dollar  sal- 
vo, Hanson  had  been  unusually  quiet.  Its 


most  recent  deal  came  in  late  1987  with 
the  $1.7  billion  purchase  of  U.  S.  con- 
glomerate Kidde  Inc.  Since  then,  Hanson 
has  been  dumping  companies,  convinced 
that  high  prices  for  takeover  targets 
made  it  a  seller's  market. 

ConsGold,  the  exception  to  this  rule, 
proves  that  Lord  Hanson,  67,  and  his 
partner.  Sir  Gordon  White,  66,  are  still 
ready  to  roll  when  the  right  deal  comes 
along.  Until  recently,  some  thought  the 
two  Brits  might  be  looking  for  one  last 
splash  before  they  retired.  Now  that 
they  have  plunged,  the  pundits  aren't  so 
sure. 

By  Mark  Maremont  in  London,  ivith 
Chuck  Hawkins  in  Toronto 


ZAIRE  I 


'PEACEMAKER'  MOBUTU 
IS  UNDER  FIRE 


He  helped  halt  Angola's  war — but  critics  want  to  stop  all  aid  to  Zaire 


Zaire's  President,  Mobutu  Sese 
Seko,  has  his  critics,  but  he 
knows  how  to  make  himself  look 
good  at  the  right  time.  Mobutu's  arrival 
at  George  Bush's  White  House  in  late 
June  came  just  after  he  presided  over  a 
cease-fire  in  the  14-year  Angolan  civil 
war.  Despite  widespread  concern  in 
Washington  about  his  pocketing 
aid,  the  African  leader  also  got  a 
new  stamp  of  approval  from  the 
International  Monetary  Fund, 
which  voted  in  June  to  lend  his 
government  $253  million. 

Mobutu's  backers  in  Washing- 
ton view  him  as  the  key  bulwark 
in  black  Africa  against  radical  re- 
gimes from  Angola  to  Libya  and 
as  a  guardian  of  such  strategic 
minerals  as  cobalt  and  industrial 
diamonds.  Next  year,  the  Bush 
Administration  plans  to  extend 
about  $60  million  in  aid  to  Zaire, 
about  what  it  got  last  year. 
COVERT  AID.  Yet  Mobutu  faces 
growing  numbers  of  congressio- 
nal critics  who  consider  him  a 
holdover  from  the  era  when 
Washington's  close  links  to  self- 
enriched  dictators,  including  for- 
mer Philippines  President  Ferdi- 
nand Marcos  and  the  late  Shah 
of  Iran,  damaged  the  reputation 
of  the  U.  S.  in  the  Third  World. 
"Literally  hundreds  and  hun- 
dreds of  millions  of  dollars  have 
vanished  into  the  hands  or  bank 
accounts  of  the  President  and  his 
collaborators,"  House  Africa 
subcommittee  Chairman  Howard 


Wolpe  (D-Mich.)  charged  in  March.  Con- 
gressional Black  Caucus  Chairman  Ron- 
ald V.  Dellums  (D-Calif.)  wants  to  stop 
most  U.  S.  aid  to  Zaire  and  formally  con- 
demn the  Mobutu  government's  "uncon- 
.«r40t,«  trollable  corruption." 
L'»wJ  In  recent  years,  Mo- 
butu has  overcome 


such  criticism  by  allowing  covert  Ameri- 
can military  aid  to  be  funneled  through 
Zaire  to  antigovernment  guerillas  in 
Marxist  Angola.  This  effort  seemed  to 
pay  off  when  the  Angolan  government 
agreed  on  June  22  to  negotiate  with  the 
rebels,  who  are  led  by  Jonas  Savimbi. 
The  pact  was  reached  at  Gbadolite,  Mo- 
butu's lavishly  modernized  home  village 
Mobutu's  emergence  as  a  peacemaker, 
has  drawn  praise  from  both  Washington 
and  African  heads  of  state.  In  private, 
however,  neighboring  leaders  remain 
disapproving  of  his  association  with  Sa- 
vimbi, who  has  links  to  South  Africa. 
Mobutu  may  soon  find  himself  squeezed 
between  the  Bush  Administration,  which 
will  want  to  continue  military  aid  to  Sa- 
vimbi until  he  is  represented  in  the  An- 
golan government,  and  African  leaders, 
who  seek  a  quick  end  to  the  war. 

HIGH-LEVEL  SMUGGLERS.  MobutU  haS  a 

long  history  of  aiding  and  profiting  from 
various  Administrations.  In  1976,  for  ex- 
ample, when  Bush  headed  the  Central 
Intelligence  Agency,  Mobutu  took 
$1,376,000  from  an  agency  fund  for  An- 
golan rebels,  according  to  John  Stock- 
well,  who  ran  the  operation.  But  Mobutu 
was  kept  on  the  payroll. 

Today,  Zaire  remains  a  country  run 
mainly  for  the  benefit  of  a  few.  A  1988 
World  Bank  study  says  that  "some  of 
the  most  powerful  individuals  in  the 
country"  are  involved  in  large-scale  co- 
balt smuggling.  Mobutu's  expenses  as 
President  amount  to  more  than 
is  allotted  to  schools,  hospitals, 
road  building,  and  all  other  social 
services  combined,  according  to 
statistics  from  Zaire's  central 
bank.  Mobutu's  current  foreign 
minister,  Nguza  Karl  I  Bond, 
while  an  exile  in  the  early  1980s, 
gave  Congress  documents  show- 
ing that  Mobutu  and  his  family 
took  more  than  $150  million  from 
the  central  bank  for  their  own 
use.  In  an  interview  last  year, 
Mobutu  said  his  fortune  was  less 
than  $50  million.  "What  is  that 
after  22  years  as  head  of  state  of 
such  a  big  country?"  he  declared. 
Critics  say  he's  a  billionaire. 

Despite  the  political  links,  U.  S, 
trade  with  Zaire  is  one-eighth 
that  with  Angola,  where  the 
U.  S.  spends  an  estimated  $30 
million  a  year  on  the  rebels.  En- 
demic corruption  has  hurt  Zaire's 
efforts  to  strengthen  commercial 
ties  to  the  U.  S.  But  as  long  as 
Mobutu  is  politically  useful,  the 
Administration  seems  willing  to 
overlook  his  management  style 

By  Steve  Askin  in  Harare, 
Zimbabwe,  and  Bill  Javetski  in 
Washington. 
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Whose  ad  is  this,  anyway? 


That's  a  very  good  question. 

Because,  instead  of  being  an  ad 
for  the  20  very  different  companies 
you  see  here,  it's  actually  an  ad  for 
the  one  industry  standard  that 
makesthem  very  much  alike. 

The  PostScript  language 
from  Adobe  Systems. 

Choose  a  printer  or  typeset- 
ter from  one  of  these  companies 
and  you  can  make  the  choice  for 
PostScript.  Because  each  of  these 
manufacturers  has  licensed 
Adobe's  pagedescription  language. 

Why  did  they  do  it? 

Foronething,  PostScriptdelivers 
the  ultimate  in  output  quality  and 


capability.  Whether  you're  printing 
simple  text  for  everyday  correspon- 
dence orcomplex  graphics  forelec- 
tronic  publishing,  PostScript 
makes  it  easy. 

PostScript  also  gives  you 
absolute  freedom  to  select 
the  best  hardware  and  more 
than  4,000  software  programs 
for  your  needs  and  budget. 

That's  called  compatibility  and 
Adobe  PostScript  guarantees  it. 

So,  even  though  different  Post- 
Script printers  and  typesetters  offer 
different  resolutions,  paper  handling 
options  and  output  speeds,  you  can 
be  sure  they  all  work  together. 


Because  they  all  speak  the  same  lan- 
guage. The  language  of  PostScript. 
Now,  aren't  you  glad  you  asked? 
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This  ad  is  presented  by  Adobe  Systems  Incorporated,  which  encourages  you  to  lool<  for  the  PostScript  symbol  on  computers,  printers  and  other  products  that  support  PostScript  software  from  Adobe  Systems; 
it's  your  guarantee  of  quality  and  compatibility  Adobe,  PostScnpt  and  the  PostScript  logo  are  registered  trademarks  of  Adobe  Systems  Incorporated  in  the  U  S  A,  The  logos  of  the  original  equipment  manufacturers 
supporting  PostScript  are  the  trademarks  or  registered  trademarks  of  their  respective  companies  ?  1 989  Adobe  Systems  Incorporated.  All  rights  reserved 
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LATIN  AMERICA  I 


DOWN  AND  OUT 
IN  LATIN  AMERICA 


Debt  and  mismanagement  have  put  economies  in  shambles  from  Tijuana  to  Tierra  del  Fuego 


Last  summer  in  Argentina  was  a  liv- 
ing hell.  A  drought  lowered  the 
country's  hydroelectric  capacity.  Its 
two  nuclear  power  plants  were  down  for 
lack  of  spare  parts.  The  resulting  energy 
crisis  knocked  out  refrigeration  and  air 
conditioning.  People  using  elevators 
risked  entrapment  for  hours,  and  young 
boys  made  a  killing  carrying  groceries 
up  10  or  15  stories  for  the  elderly.  Horri- 
fied Argentines  saw  that  their  country, 
once  as  developed  as  Spain  and  Italy, 


sparked  "anti-austerity"  uprisings  in 
February,  in  which  hundreds  died.  An- 
other dozen  or  so  fell  in  Argentina's 
food  riots  in  May.  Brazil  could  be  next. 
BUSTLING  CAPITALS.  Only  a  decade  ago, 
these  same  countries  were  on  the  verge 
of  breaking  out  of  the  Third  World. 
Their  capitals  bustled,  and  their  indus- 
tries boomed.  But  while  the  industrial- 
ized countries  rocketed  into  the  comput- 
er age  and  the  Asian  Tigers  flexed  their 
export  muscle,  Argentina,  Brazil,  Mexi- 
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seemed  headed  the  way  of  the  Sudan. 

Latin  America  is  falling  apart.  You 
can  see  it  in  the  potholed  roads  and 
crumbling  bridges,  in  half-finished  build- 
ings and  decaying  water  mains.  What 
was  simply  neglect  in  the  first  half  of 
the  1980s  has  become  a  massive  deterio- 
ration of  the  area's  infrastructure.  The 
overall  cost  is  incalculable.  Just  to  repair 
the  roads,  for  instance,  may  cost  $6  bil- 
lion— more  than  twice  the  sum  of  for- 
eign investment  in  the  region  in  1987. 

Without  rapid  changes,  the  economic 
erosion  could  spark  political  upheaval 
and  scare  away  investors  just  when 
they're  needed  most.  Already,  social  ten- 
sions have  begun  to  pop  and  crackle.  In 
Venezuela,  plunging  living  standards 


CO,  and  Venezuela  began  sliding  under  a 
load  of  debt  and  mismanagement 
(charts,  page  45).  In  what  Venezuelan 
President  Carlos  Andres  Perez  calls  "the 
perverse  decade,"  countries  of  tomorrow 
have  been  "undeveloping." 

Resolving  the  debt  crisis  won't  be 
enough.  The  region's  fledgling  republics 
require  massive  investment  and  radical 
economic  reform.  More  and  more,  their 
leaders  recognize  that  they  have  few 
choices.  In  Latin  America,  "there's  a 
readiness  to  embrace  market  mecha- 
nisms in  a  way  there  hasn't  been  in  25  to 
30  years,"  says  Christopher  Mitchell,  a 
Latin  America  specialist  at  New  York 
University.  The  new  pragmatism  among 
politicians  and  the  deepening  economic 


crisis  mean  there's  no  time  to  lose,  says 
a  World  Bank  official:  "If  we  want  to 
see  these  countries  succeed  in  their  re- 
forms, we  have  to  support  them." 

How  could  they  have  fallen  so  far,  so 
fast?  The  most  obvious  reason,  of 
course,  is  debt.  The  region's  $400  billion 
collective  lOU  piles  up  $100  million  in  in- 
terest charges  each  day.  Then  there's 
capital  flight,  estimated  at  $300  billion 
from  Brazil,  Mexico,  Venezuela,  and  Ar- 
gentina. But  even  if  interest  payments 
and  capital  flight  could  be 
halted,  the  continent  would 
still  be  stumbling.  Part  of  its 
load  is  its  history.  With  richer 
natural  resources  than  the 
Asians,  Latin  Americans  too 
often  skewed  their  economies 
tovv^ard  one  commodity  or  an- 
other— oil  in  Mexico,  grain  in 
Argentina,  coffee  in  Brazil — 
and  then  crashed  with  com- 
modities in  world  markets. 
NORTHWARD  MIGRATION.  The 

area's  growing  poverty  spells 
trouble  for  the  U.S.  as  well 
as  for  the  Latins.  An  Argen- 
tine doctor  earning  $150  a 
month  cannot  buy  a  Ford 
Taurus  or  Macintosh  comput- 
er, and  in  fact,  U.  S.  exports 
to  Latin  America  have  fallen 
to  14%  of  total  exports  from 
about  20%  in  the  early  1980s. 
Just  as  troubling,  misery  in 
Latin  America  will  drive 
growing  numbers  of  the  poor 
to  migrate  north.  U.  S.  immigration  au- 
thorities recently  noted  that  illegal  en- 
trants along  the  southern  U.  S.  border 
are  increasingly  likely  to  be  from  Ecua- 
dor or  Brazil  instead  of  from  Mexico. 

Yet  tremendous  hope  and  opportuni- 
ties exist  too.  Throughout  the  region, 
cash-hungry  governments  are  beginning 
to  tear  down  barriers  to  private  foreign 
investment.  In  May,  Mexico  put  Com- 
pahia  Mexicana  de  Aviacion  on  the 
block.  Venezuela  is  moving  to  sweep 
aside  tariffs.  Argentina  may  sell  off  its 
chaotic  telephone  company,  perhaps  to 
foreigners.  Even  populist  governments 
in  Jamaica  and  Nicaragua  are  courting 
partners  overseas.  The  reason:  All  of 
these  countries,  regardless  of  ideological 
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;tripe,  need  money  badly.  And  banks 
iren't  going  to  be  lending  much  in  com- 
ng  years.  "Foreign  investment  is  the 
»nly  game  in  town,"  says  one  diplomat 
n  Mexico. 

The  country  that  took  the  most  precip- 
tous  spill  is  Argentina — as  big  as  India 
ind  blessed  with  the  richest  farmland 
iOuth  of  Illinois.  Decades  ago,  Argen- 
ines  used  to  pick  up  free  bread  at  the 
narkets  and  slaughter  a  steer  just  to 
fet  a  few  steaks.  Now,  with  the  curren- 
:y  being  devalued  by  the  hour  and  a 
ninimum  wage  of  less  than  $30  a  month, 
Argentines  are  lucky  to  be  able  to  af- 
brd  standard  fare  of  rice  and  beans. 
'It's  like  a  middle-class  family  that 
Irops  below  the  poverty  line,"  says 
•J.  Charles  Rowe,  executive  vice-presi- 
lent  of  Bank  of  Boston  in  Buenos  Aires. 
lEMORRHAGlNG.  Many  predict  that  Pres- 
dent  Carlos  Menem,  who  takes  over 
rom  a  faltering  Raul  Alfonsin  on  July  8, 
ix  months  ahead  of  schedule,  will  be 
ible  to  forge  a  needed  social  pact.  As  a 
'eronist  with  lubor  support,  "Menem 
an  ask  of  the  unions  what  Alfonsin 
ould  never  ask — cooperation,"  says 
*aul  G.  Buchanan,  an  Argentina  special- 
3t  at  the  University  of  Arizona.  Menem 
las  also  moved  to  tighten  contacts  with 
)usiness  by  choosing  Miguel  Roig,  a  re- 
ired  executive  from  Argentina's  largest 
irivate  company,  Bunge  &  Born,  as  his 
economics  Minister.  But  even  with  polit- 
lal  peace,  Argentina  suffers  from  a  $60 
»illion  foreign  debt  and  115  state  busi- 
lesses,  employing  22%  of  the  work 
brce,  that  are  hemorrhaging  money. 

Brazilians  are  also  sweeping  up  bro- 
:en  dreams.  Unlike  their  Argentine 
leighbors,  Brazil's  military  rulers  devel- 
iped  the  country's  export  industries  in 
he  1970s,  a  strategy  that  notched  some 
uccess.  Sao  Paulo  state  alone  manufac- 
ures  more  than  any  other  country  in 
South  America.  Even  on  "automatic  pilot 
ast  year,  with  no  political  direction," 
.ays  Manuel  Lasaga,  senior  internation- 
il  economist  at  Miami's  Southeast  Bank, 
Brazil  "racked  up  a  huge  trade  surplus" 
)f  $19  billion  on  record  exports  of  $33.7 
)illion.  That  helped  make  a  dent  in  the 
)115  billion  foreign  debt. 

But  while  exports  boom,  the  rest  of 
Brazil  languishes.  The  economy  will 
;hrink  this  year.  And  100  million  Brazil- 
ans  remain  submerged  in  poverty.  Infla- 
ion  approaches  20%  a  month.  The  tele- 
)hone  shortage  means  a  new  phone  iine 
;osts  $6,000  on  the  black  market.  Bra- 
lil's  highways  are  paths  of  death,  with 
nortality  rates  13  times  higher  per  car 
han  in  the  U.  S.  Manufacturers  face  a 
ooming  electricity  shortage.  Says  Wil- 
iam  Frank,  Sao  Paulo  manager  of  con- 
;ultants  Alexander  Proudfoot  PLC:  "If 
hings  continue  to  get  worse,  people  are 
joing  to  say:  'What  the  hell,  I'll  put  my 
)lant  in  Taiwan.' " 


Brazil's  biggest  loss  is  in  its  young 
people:  The  military  government  that 
ruled  from  1964  to  1985  spent  most  of  its 
money  on  creating  jobs  and  very  little  on 
schools.  Today,  only  21%  of  Brazil's  vot- 
ing population  has  gone  beyond  sixth 
grade.  Only  17%-  of  those  now  in  first 
grade  will  finish  high  school.  Such  pat- 
terns fuel  an  enduring  underclass  while 
dragging  down  Brazil's  efforts  to  devel- 
op high-tech  industries.  Most  Brazilians 
may  not  be  able  to  read,  but  they  all 
watch  TV.  So  the  most  telegenic  candi- 
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date  in  the  runup  to  Brazil's  first  direct 
presidential  vote  since  1960,  in  Decem- 
ber, is  leading  in  the  polls.  Whether  39- 
year-old  Fernando  Collor  de  Mello,  a  for- 
mer governor  from  the  small 
northeastern  state  of  Alagoas,  can  lead 
is  another  question. 

Like  its  regional  neighbors,  Mexico 
dreamed  of  development  a  decade  ago. 
But  unlike  them,  Mexico  entered  the 
debt  crisis  under  strong  one-party  rule. 
With  the  Institutional  Revolutionary 
Party's  tight  grip  on  business,  labor,  and 
the  media,  former  President  Miguel  de 
la  Madrid  was  able  by  1987  to  attack 
inflation  head-on  with  austerity  mea- 
sures, sell  off  a  number  of  state-run  in- 
dustries, and  reorient  Mexico's  economy 
toward  exports.  None  of  these  mea- 
sures, however,  provided  immediate  re- 
lief. The  business  and  labor  groupings 
that  underpin  the  PRI  have  begun  to 
erode,  and  for  the  first  time  in  decades, 
opposition  parties  seriously  challenged 
the  party  last  year.  Now,  new  President 
Carlos  Salinas  de  Gortari,  too,  faces 
growing  popular  demands. 
RUSTING  EQUIPMENT.  The  physical  work 
ahead  for  Mexico  is  immense.  A  major 
food  importer,  the  country  has  no  Pacific 
Coast  ports  that  can  unload  grains.  The 
railroad,  short  of  locomotives,  hasn't  ex- 
panded its  tracks  since  the  1910  Revolu- 
tion. Oil  equipment  rusts  in  piles  on  the 
shores  of  the  Bay  of  Campeche.  Mexico 
City,  with  20  million  residents,  is  now 
the  largest  city  in  the  world. 

In  May,  the  government  revised  its 
foreign  investment  law  to  attract  more 
dollars  and  put  a  $12  billion  overhaul  of 
the  telecommunications  system  on  its 
wish  list.  It's  also  inviting  private  inves- 
tors to  build  toll  highways  and  U.  S.  air- 
lines to  finance  airports  in  tourist  areas 
in  exchange  for  airport  concessions. 

In  the  five  centuries  since  their  birth 
as  a  people,  Latin  Americans  have  failed 
to  root  out  the  cause  of  the  region's 
instability:  poverty.  Right  now,  the  tight- 
ly run  economies  of  Japan,  Korea,  and 
other  Asian  exporters  look  like  models. 
But  in  the  long  run,  Latin  America  has 
to  come  up  with  its  own  solutions.  In  the 
new  novel  by  Colombian  writer  Gabriel 
Garcia  Marquez,  The  General  in  His 
Labyrinth,  South  America's  dying  liber- 
ator, Simon  Bolivar,  roars  at  a  French- 
man: "Don't  try  to  make  us  pull  off  in  20 
years  what  you  botched  so  badly  in 

2,000        Let  us  live  our  own  Middle 

Ages!"  Perhaps  that  argument  would 
have  held  water  in  1830.  But  in  today's 
smaller  world,  southern  poverty  emi- 
grates north  in  search  of  opportunity. 
Sooner  or  later,  Latin  American  poverty 
becomes  a  First  World  crisis. 

By  Stephen  Baker  in  Mexico  City,  with 
Jeffrey  Ryser  in  Rio  de  Janeiro,  Mike 
McNamee  in  Washington,  and  Elizabeth 
Weiner  in  New  York 
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miH  THE  LDP  OH  THE  ROCKS, 
lAPAH  MAY  BE  RUDDERLESS 


long  Tokyo's  narrow  streets,  political  messages  blare 
repetitively  from  sound  trucks  as  young  women,  incon- 
gruously  known  as  nightingale  ladies,  seek  to  roll  out 

le  vote.  But  this  political  season  in  Japan  is  different  from 

ny  previous  one.  The  Liberal  Democratic  Party,  which  has 

overned  Japan  for  all  but  two  years  of  its  postwar  history,  is 

seling.  The  result  could  be  a  vacuum  that  deprives  Japan  of 

ffective  political  leadership  for  months  or  longer. 

The  LDP  is  under  assault  from  all  directions  as  it  prepares 

)r  elections  to  Tokyo's  Metropolitan  Assembly  on  July  2  and 

)  the  Diet's  upper  house  on  July  23.  The  party  had  once  hoped 

)  ride  out  the  scandal  triggered  by  Re- 

ruit  Co.'s  stock  gifts  to  lawmakers  and 

ublic  displeasure  over  a  new  consump- 

on  tax.  But  sensational  disclosures  re- 

arding  the  extramarital  sex  life  of  new 

rime  Minister  Sosuke  Uno  seem  to 

uarantee  that  the  LDP  will  suffer  its 

iggest  losses  in  decades.  Uno  also  may 

ave  to  resign  long  before  October, 

•hen  the  election  for  the  party  presiden- 

y  is  held.  If  Uno  is  forced  out  soon,  it 

)uld  leave  the  LDP  scrambling  for  a 

rime  Minister  to  send  to  the  economic 

ammit  in  Paris  on  July  11. 


A  POLITICAL  RALLY  IN  TOKYO 


It  seems  certain  the  LDP  will  lose  its  majority  in  the  upper 
ouse  in  the  vote  on  July  23.  Aside  from  the  furor  over 
.ecruit  and  Uno's  trysts  with  three  geishas,  a  revealing  sign 
'as  an  important  by-election  in  conservative  Niigata  Prefec- 
are  in  late  June.  There,  a  Socialist  woman  candidate  defeated 
le  LDP  incumbent.  To  control  the  upper  house,  the  LDP  may 
ave  to  cut  deals  with  independent  legislators  for  support. 

That  will  set  the  stage  for  an  even  more  crucial  electoral 
Dntest  for  control  of  the  Diet's  more  powerful  lower  house.  It 
'as  originally  expected  that  the  party  would  be  forced  into 
ailing  a  lower-house  election  in  December.  But  the  media 
iscination  with  Uno's  sex  life  and  his  possible  early  resigna- 
on  could  result  in  even  earlier  elections. 


The  problem  is  that  there  are  few  senior  LDP  politicians 
untainted  enough  to  succeed  Uno.  Illness  has  all  but  ruled  out 
former  Foreign  Minister  Shintaro  Abe,  once  the  odds-on 
choice.  Since  whoever  emerges  is  likely  to  be  too  weak  and 
distracted  to  lead  Japan  toward  a  coherent  international  strat- 
egy, there  may  be  even  more  strains  with  the  U.  S.  over 
Japan's  trading  practices  and  closed  markets. 
'INTELLECTUALLY  EXHAUSTED.'  The  elections,  however,  could 
have  a  long-term  positive  impact.  Japanese  of  all  political  hues 
say  a  turning  point  has  been  reached  in  the  nation's  political 
culture.  The  LDP's  faction-ridden,  crony-dominated  machine  is 
seen  as  increasingly  out  of  sync  with 
Japan's  affluent  economy  and  society. 
"A  view  has  developed  that  the  govern- 
ment has  become  intellectually  exhaust- 
ed, even  as  Japan  is  poised  to  assume 
new  international  responsibilities,"  says 
Kenneth  S.  Courtis,  senior  economist  at 
Deutsche  Bank  Group. 

Genuine  political  reform  will  come 
slowly  because  opposition  parties  don't 
yet  have  enough  credibility  among  vot- 
ers to  dislodge  the  LDP.  Still,  "a  year 
ago,  no  one  thought  Japanese  politics 
would  have  already  changed  this  much," 


says  Tamio  Kawakami,  a  Socialist  member  of  the  lower  house. 
Japan's  increasing  urbanization  could  eventually  force  the  LDP 
to  redraw  districts,  giving  underrepresented  city  voters  more 
power.  That  could  spur  the  emergence  of  politicians  with 
greater  international  skills  and  whose  standards  of  behavior 
come  closer  to  Western  norms. 

Until  that  happens,  Japan's  political  system  may  have  to 
depend  on  its  strong  bureaucracy  to  muddle  through.  That 
may  frustrate  Americans  and  Europeans,  impatient  with  Ja- 
pan's slowness  to  open  its  economy.  And  it  could  lead  to 
stronger  demands  from  the  outside  world  that  Japan  mature 
politically  to  reflect  its  economic  power. 

By  Robert  Neff  in  Tokyo 


aOBAL  WRAPUPI 


EUROPE 


The  European  Community  is  moving 
closer  toward  the  creation  of  an  EC 
central  bank  and  adoption  of  a  common 
currency.  A  concession  by  British 
Prime  Minister  Margaret  Thatcher  at 
the  EC  summit  in  Madrid  on  June  27 
clears  the  way  for  French  President 
Francois  Mitterrand  to  convene  a  mon- 
etary summit  next  year. 

Mitterrand  attempted  in  Madrid  to 
push  through  an  agreement  to  enact  a 
new  monetary  accord  by  1992.  While 
Thatcher,  a  longtime  foe  of  joining  the 
European  Monetary  System  (EMS), 
balked  at  Mitterrand's  plan,  she  and 
the  other  11  EC  members  voted  to  start 


cooperating  more  closely  by  1990  in 
setting  monetary  and  fiscal  policies. 
Sources  say  the  accord  will  oblige  EC 
central  bankers  to  review  goals  for 
money-supply  growth  and  interest 
rates  before  setting  monetary  policies. 
Finance  ministers  also  will  be  bound  to 
review  economic  policies  in  line  with 
mutually  agreed-upon  indicators. 

Thatcher  still  insists  she  won't  allow 
Britain  to  join  the  EMS — a  precondition 
for  establishing  a  tighter  monetary 
union — until  several  conditions  are 
met.  Among  them:  narrowing  the  gap 
between  Britain's  8.3%  inflation  rate 
and  the  4.3%  EC  average;  cutting  gov- 
ernment subsidies  throughout  the  EC; 
abolition  of  all  foreign-exchange  con- 


trols; and  removal  of  the  EC's  internal 
trade  barriers  in  1992. 

With  a  unanimous  vote  of  EC  mem- 
bers needed  to  authorize  the  central- 
bank  plan,  Thatcher's  last  condition 
alone  would  delay  the  creation  of  the 
institution  for  at  least  three  years.  But 
Mitterrand  is  betting  that  Thatcher  will 
eventually  reverse  her  stand,  much  as 
she  did  during  the  EC's  1985  decision  to 
accept  free  trade.  French  Finance  Min- 
ister Pierre  Beregovoy  concedes  that 
this  time  around,  the  central-bank  plan 
"will  require  a  lot  of  time"  before  it 
can  be  adopted.  But  for  now,  even 
Thatcher  seems  ready  to  accept  a 
somewhat  higher  degree  of  economic 
and  monetary  cooperation. 
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77?^ first  in  a  series  to  help  set  the  record  straight. 
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they're  wrong.  And  we  have  a  guarantee  to  back  it  up" 


Joe  Nacchio,  AT&T  Vice  President 
Business  Services 


Destroyed. 


Joe  Nacchio,  AT&T 


The  AT&T  Guarantee.  "If  your  business  spends  $120  a  month  or 
more  with  another  long  distance  company,  call  us  about  AT&T PRO^" 
WATS— our  discount  plan  that  saves  you  an  average  of  10%  to  26% 
or  more  olf  AT&T  long  distance  rates. 
If  you  sign  up,  we'll  pay  the  initial  fee. 
And  any  switchover  charges. 

Now  get  this:  We  guarantee  you'll 
be  completely  satisfied  not  only  with 
our  price  but  also  with  our  quality 
and  service.  Or  you  have  up  to  90  days 
to  change  your  mind.  We'll  even  pay 
any  charges  to  switch  you  back  to  your 
old  carrier 

You've  got  everything  to  gain  but 
you'll  lose  out  if  you  don't  call  us  before  August  10, 1989.  Because 
that's  when  this  offer  expires. 

More  Myths  Destroyed.  Some  of  our  competitors  may  have 
led  you  to  believe  that  AT&TP/?0  WATS  doesn't  have  detailed  billing 
or  distance-sensitive  pricing. We  do. 

Or  that  you'll  need  special  lines  and  equipment. You  won't. 

What's  more, with  AT&Tf'/^O WATS, you  get  discounts  on  out-of 
state  AT&T  Card  calls  and  many  direct-dialed  international  calls. 

Now  if  all  this  bursts  our  competition's  bubbles,  we  can  honestly 
say  we're  not  sorry 

PS.  If  your  business  spends  $5,000  a  mofith  or  more  on  long 
distance,  you  should  also  call  us.  And  take  advantage  of  our 
special  AT&T MEGACOM®  WATS  Promotion  and  Service 
Guarantee.  Which  can  save  you  even  more'.' 

Due  to  overwhelming  dematid,  this  AT&T  ^ROWATS 
guarantee  has  been  extended  to  August 10, 1989.  Call: 

1800  222-0400,  Ext.42 

For  Information  about  residence  services  and  pricing  plans,  call:  1 800  225-7466,  Ext.  8146 


AT&T 

The  right  choice. 
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THE  BIG  STORE'S 
BIG  TRAUMA 

Sears  CEO  Brennan  has  to  slash  costs — and  that  will  be  painful 


It  has  been  a  hellish  eight  months  for 
staffers  at  Sears,  Roebuck  &  Co.'s 
Merchandise  Group.  Last  October, 
Sears  Chairman  Edward  A.  Brennan  an- 
nounced plans  to  uproot  his  6,000-mem- 
ber  corporate  retailing  operation  in  Chi- 
cago to  new,  cheaper  digs,  possibly  out 
of  state.  Rumors  of  impending  moves  to 
Dallas,  Atlanta,  or  other  Sunbelt  cities 
ricocheted  around  the  110-story  Sears 
Tower. 

On  June  26,  Brennan  eased  some  of 
the  internal  anxiety  by  announcing  plans 
to  move  the  group  to  a  nearby  Chicago 
suburb,  Hoffman  Estates.  It  could  take 
three  years,  the  chairman  said,  and  he 
thanked  the  employees  and  their  fam- 
ilies "for  their  patience  and  understand- 
ing during  this  period  of  uncertainty." 
But  that  doesn't  mean  the  uncertainty 
for  Sears'  520,000  employees  is  over. 

Sears  is  in  trauma — the  trauma  of 
change.   Brennan  is  under  enormous 


pressure  to  slash  the  retailer's  cost 
structure,  and  employees  know  it  (chart, 
page  54).  Sears'  merchandising  corps  is 
nearly  twice  the  size  of  those  at  rivals 
Wal-Mart  Stores  Inc.  and  K  mart 
Corp. — far  out  of  proportion  to  relative 
sales.  Brennan  has  already  eliminated 
thousands  of  employees  by  restructur- 
ing his  distribution  system  and  by  offer- 
ing early  retirement.  But  insiders  say 
he's  nowhere  near  where  he 
wants  to  be  in  cutting  through 
Sears'  bureaucracy.  Before  the  com 
pany  can  be  truly  competitive,  more 
heads  must  roll.  "They've  already  de- 
stroyed all  the  goodwill  of  the  em 
ployees,"  says  one  former  buyer 
who  saw  his  department  eliminated 
in  January.  "Nobody  trusts  them." 
ERA'S  END.  The  55-year-old  Brennan,  a 
burly  Sears  career  man,  is  storming 
through  the  Big  Store.  Last  fall,  after 
rumors  swirled  that  Revlon  Group 
Chairman  Ronald  0.  Perelman  was 
preparing  a  bid  for  the  $50.2  billion 
company,  Brennan  announced  he 
would  sell  the  tower,  Coldwell 
Banker's  commercial  real  estate 
arm,  and  Allstate  Insurance's 
group  health  insurance  business. 
He  pushed  Sears  into  "everj-day 
low  pricing"  and  pledged  that  he 
would  cut  costs  dramatically. 

Brennan  declined  to  be  inter- 
viewed or  to  answer  written  ques- 
tions from  BUSINESS  WEEK  for  this 
story.  It  is  based  on  interviews 
with  former  and  current  Sears  offi- 
cials and  store-level  employees,  as 
well  as  analysts,  competitors,  and 
consultants  familiar  with  Sears. 
Judging  by  the  picture  that  has 
emerged,  Brennan  has  plenty  of 
work  left  to  do  in  remaking  Sears. 
The  retail  group's  earnings  have 
fallen  at  an  annual  rate  of  7.7'%  for 
the  last  five  years.  As  a  result. 
Sears'  overall  profit  growth  has  re- 
mained flat  over  the  same  period — 
and  its  lagging  stock  performance 
has  become  the  object  of  Wall 
Street's  scorn  (chart,  page  54). 
Even  with  strong  first-quarter 


sales  and  earnings 
gains,  its  retail  profit  margins  are  razor ' 
thin. 

Later  this  month,  at  a  retail  group 
conference  called  "A  New  Beginning," 
Brennan  will  completely  streamline  the 
way  Sears  sells  its  goods.  That,  coupled 
with  the  move,  will  eliminate  big  blocs  of 
employees,  perhaps  numbering  in  the 
thousands.  Brennan  will  shorten  lines  of 
authority  in  the  pared-down  retail  group 
and  put  Sears'  massive  field  organiza- 
tion under  the  control  of  headquarters 
for  the  first  time  in  decades.  If  it  works. 
Sears  may  finally  start  to  look  more  like 
the  competitors  that  have  run  circles 
around  it  for  years. 

It  may  be  too  late,  however,  for  Sears 
to  regain  its  former  stature.  The  era  of 
the  general  merchant  has  passed.  Real 
retail  growth  now  comes  from  powerful 
niche  players,  such  as  discounters  and 
electronic  superstores.  With  its  size  and 
clout,  a  spruced-up  Sears  can  certainly 
give  these  upstarts  stiffer  competition. 
But  it  may  not  be  able  to  regain  the  15' ^ 
of  the  market  it  has  lost  relative  to  its 
four  largest  competitors  since  1971  (ta- 
ble). Says  Montgomery  Securities  ana- 
lyst Edward  A.  Weller:  "They  will  never 
be  a  big  market-share  gainer  again." 

It  wasn't  so  long  ago  that  Sears  lord- 
ed over  the  retail  industry  much  as  its 
tower  reigns  over  Chicago's  skyline. 
Starting  as  a  catalog  company  for  farm- 
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BRAND-NAME  DISPLAYS 
ARE  MEANT  TO  RIVAL 
SPECIALTY  RETAILERS 


rs,  Sears  grew  with  the  nation,  sating  a 
aging  appetite  for  material  goods.  But 
y  the  mid-1970s,  Sears  began  to  lose  its 
ppeal  to  the  middle  class  as  a  one-stop 
hopping  emporium.  Sears'  collection  of 
rivate-label  goods  began  to  look  in- 
reasingly  dowdy  as  specialty  retailers 
ke  The  Limited  Inc.  and  Toys  'R'  Us 
nc.  sprouted  up  nationwide.  Also, 
3w-overhead  discounters,  such  as 
[  mart  and,  later,  Wal-Mart,  built  effi- 
ient  empires  that  battered  Sears  on 
irice. 

lEDDlNG  BOTCH.  In  the  face  of  such 
hanges.  Sears'  biggest  handicap  is  pa- 
alysis  inflicted  by  its  size.  As  it  blanket- 
d  the  country  with  stores,  its  manage- 
nent  structure  turned  into  a  balkanized 
ness.  Cliques  in  the 
luying  organi- 
ation  at  head- 
[uarters  tended 
0  smother  cre- 
ativity at  the 
op.  Worse,  pow- 
ir  struggles  be- 
ween  the  buying 
groups  at  head- 
[uarters  and  store 
nanagers  in  the 
ield  slowed  down 
md  distorted  im- 
)lementation  of  even 
he  simplest  new  ideas.  Store  managers 
)ften  neglected  or  flatly  ignored  new 


merchandise  and  promotions.  "By  the 
time  you  got  to  the  store,  you  had  only  a 
reflection  of  the  original  idea,"  says  one 
longtime  store  manager. 

An  idea  as  simple  as  new  bedding  pro- 
vides an  example.  One  former  top  execu- 
tive says  that  when  he  tried  to  imple- 
ment a  special  bedding  department  in 
1987  to  offer  flashy  quilts  and  sheets  for 
yuppie  tastes,  the  plan  stalled  as  it 
wended  through  the  layers  of  approval. 
Although  his  bosses  thought  enough  of 
the  idea  to  target  12  stores  as  a  test, 
after  a  slew  of  meetings  and  delibera- 
tion, only  four  stores  participated.  Now, 
the  idea  is  collecting  dust.  Asks  a  former 
Sears  apparel  merchant:  "Can  any  com- 
pany afford  the  amount  of  time  and  de- 
bate that  goes  into  Sears'  assortment?" 

What's  more,  decentralized  accounting 


methods  made  it  difficult  for  buyers  sit- 
ting in  Chicago  to  track  merchandise. 
Finding  out  how  screwdrivers  were  sell- 
ing in  Albuquerque,  for  instance,  was 
nearly  impossible.  The  bottom  line:  Mer- 
chandisers had  little  information  to  work 
with,  which  made  the  huge  retailer  slow 
to  react  to  its  own  sales  patterns  and 
larger  consumer  trends.  By  contrast, 
corporate  buyers  for  competitors  such 
as  Wal-Mart  place  merchandise  directly 
in  their  stores  and  keep  a  tight  watch  on 
inventory  movement.  If  something 
doesn't  sell,  it  is  swiftly  replaced  with 
something  that  does. 

Brennan  cut  his  teeth  on  the  same 
system  he  is  now  trying  to  alter.  Ed  and 
his  younger  brother,  Bernard,  who  now 
runs  crosstown  rival  Montgomery  Ward 
&  Co.,  grew  up  in  Oak  Park,  then  a  roll- 
up-your-sleeves,  Irish  Catholic  suburb 
just  west  of  Chicago.  It  was  hardly  a 
carefree  childhood.  Their  parents  broke 
up,  and  Marge  Brennan  left  the  family 
for  a  new  life  in  Mexico.  Edward  Bren- 
nan, their  father,  stayed  with  Sears  in 
Chicago  as  a  boyswear  buyer,  and 
young  Ed  gravitated  to  the  merchant 
trade  as  soon  as  he  hit  working  age.  He 
worked  part-time  during  high  school  at 
an  Oak  Park  shopping  center.  His  only 
other  serious  interests  at  the  time:  foot- 
ball and  his  childhood  sweetheart,  Lois, 
whom  he  later  married. 
UNSENTIMENTAL.  Brennan  joined  Sears  in 
1956  at  the  age  of  22,  a  formal,  but- 
toned-up  fellow  who  showed  early  on  he 
could  be  tough.  Brennan  is  described  by 
associates  as  a  no-nonsense  executive 
with  an  endless  ability  to  absorb  detail. 
While  his  manner  is  friendly  enough,  he 
doesn't  tolerate  fools  gladly.  "He  has  an 
enormous  reservoir  of  self-confidence," 
says  one  Sears  executive. 

As  head  of  Sears'  Southern  territory 
during  the  late  1970s,  he  broke  a  sacred 
company  tradition  by  laying  off  employ- 
ees based  on  performance  rather  than 
seniority.  Catching  the  eye  of  Chairman 
Edward  R.  Telling,  he  was  picked  to  run 
the  entire  Sears  Merchandise  Group  in 
1981.  By  1984,  retail  net  income  had 


THE  COMPETITION  IS  GAINING  ON  SEARS 


TOP  RETAILERS  1971 

TOP  RETAILERS  1988 

Company  Revenues 

Share  of  top  five 

Company 

Revenues 

Shore  of  top  five 

Billions  of  dollars 

Percent 

Billions  of  dollars 

Percent 

SEARS,  ROEBUCK  $10.1 

44% 

SEARS,  ROEBUCK 

$30.2 

29% 

J.C.  PmNEY  4.8 

21 

KMART 

27.3 

26 

KRESGE'  3.1 

13 

WAL-MART 

20.6 

20 

WOOLWORTH  2.8 

12 

J.C.  PENNEY 

15.2 

14 

MONTGOMERY  WARD  2.3 

10 

DAYTON-HUDSON 

12.2 

11 

DATA:  CHAIN  STORE  AGE 


*Renamed  K  mart  Corp.  in  1977 
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The  elegant  luxury  car  is  moving  at  44 
feet  per  second  when  it  suddenly  meets  some 
thing  solid. 

Now  it  sudden!}  stops  being  an  elegant 
luxury  car.  And  becomes  a  structure 
for  managing  severe 
impact  forces  on 
behalf  of  the 
people  within. 


The  fact  is  that  the  engineers  of  Mercedes- 
Benz  spend  most  of  their  time  thinking  of  all 
those  moments  when  a  luxury  car  needs  to  be 
something  far  more  than  a  luxury  car. 

Such  thinking  led  them  to 
patent  the  con- 
cept of  the  im- 
pact-absorbing 
car  body  38  years 


he  epitome  of  luxury. 


ago,  for  example.  And  currently  leads  them  to 
keep  crash-testing  new  cars  in  the  laboratory  at 
the  rate  of  one  every  17  working  hours,  in  search 
)f  further  refinements. 

And  out  in  the  real  world,  where  such 


engineering  efforts  are  finally  judged,  it  leads 
the  thinking  luxury-car  buyer  to  think  rather 
highly  of  Mercedes-Benz. 

For  more  safety  information,  or  the  name  of 
your  nearest  authorized  dealer,  call  1-800-762-3001. 


ENGINEERED  LIKE  NO  OTHER  CAR  IN  THE  WORLD 


Uj] 
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WHY  SEARS  IS  CHANGING 
PINCHED  BY  HIGH  COSTS... 
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COSTS  AS  A  SHARE 
OF  1988  REVENUES- 


...ITS  STOCK  PRICE  HAS  LAGGED 


0 

SEARS  J.C.  PENNEY  KMART  WAL-MART 
A  PERCENT 

•COSTS=SELLING  AND  GENERAL  ADMINISTRATIVE  EXPENSES 

DATA:  A  G.  EDWARDS  S  SONS  INC.,  COMPANY  REPORTS 
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SEARS  TOWER:  "WE  ALL  FELT  LIKE  WE  WERE  SELLING  OUR  MOTHER' 


jumped  fourfold,  to  $905  million,  and 
Brennan's  "Store  of  the  Future"  pro- 
gram, which  spruced  up  stores  with  new 
fixtures  and  lighting,  appeared  to  have 
the  retailing  operation  back  on  track. 
Few  were  surprised  when  Telling  tapped 
Brennan  as  his  successor  in  1985. 

By  that  time,  Telling  had  steered 
Sears  well  into  financial  services  by  sup- 
plementing its  profitable  Allstate  subsid- 
iary with  the  purchase  of  brokerage 
firm  Dean  Witter  Reynolds  Inc.  and 
Coldwell  Banker  real  estate.  Sears 
hoped  to  ply  its  retail  customers  with 
stocks,  homes,  and  insurance.  With  the 
addition  of  the  Discover  Card  in  1986, 
the  idea  was  born  to  create  a  financial 
supermarket  through  the  mail. 
ANGRY  INVESTORS.  But  by  early  1987,  it 
was  clear  that  neither  the  Store  of  the 
Future  nor  the  idea  of  financial  syner- 
gies was  living  up  to  the  dream.  In-store 
Dean  Witter  and  Coldwell  Banker  kiosks 
were  disappointing,  and  Brennan  put  the 
financial  supermarket  idea  on  hold  in  fa- 
vor of  building  those  units  individually. 
His  focus  became  the  retail  morass. 

His  first  step  was  to  elevate  Michael 


Bozic,  a  young  go-getter  who  had  turned 
around  the  Sears  Canada  Inc.  unit,  to 
retail  chief.  Bozic  cjuickly  slashed  9,230 
jobs  in  a  bid  to  modernize  Sears'  ancient 
distribution  system.  He  reached  an  ex- 
clusive pact  with  McDonald's  Corp.  to 
market  a  new  line  of  children's  clothing 
called  McKids  and  spiffed  up  the  apparel 
departments. 

For  sleepy  Sears,  it  was  whirlwind. 
But  Wall  Street  was  still  searching  for  a 
coherent  new  strategy.  By  early  1988, 
Sears'  clan  of  institutional  investors  was 
clamoring  for  action.  In  February,  Bren- 
nan summoned  about  15  of  the  compa- 
ny's most  powerful  shareholders  for  a 
breakfast  meeting  inside  Sears'  palatial 
dining  room.  It  started  out  friendly 


Insiders  say  thousands  of  jobs 
may  have  to  go  to  get  payroll 
costs  in  line — and  14  regional 
offices  will  be  shuttered 


enough.  But  when  Brennan  and  Bozic 
launched  into  their  usual  upbeat  apprais- 
al of  the  company's  plans,  the  investors 
lit  into  them.  Citing  Sears'  pitiful  stock 
performance,  they  virtually  called  for 
Brennan's  job.  "We  told  him:  'Somebody 
could  raise  $25  billion  and  easily  take 
you  guys  out  tomorrow,'  "  recalls  partic- 
ipant Russell  Thompson,  a  money  man- 
ager with  Waddell  &  Reed  Inc. 
BOLD  STEP.  One  executive  says  that 
while  Brennan  had  endured  press  criti- 
cism for  years,  never  had  anyone  lashed 
out  at  him  like  that  to  his  face.  "He  was 
insulted,"  the  executive  says.  Although 
Brennan  believed  his  optimism  was  justi- 
fied, two  months  later  Sears  reported  a 
disastrous  first  quarter,  and  by  summer 
Brennan  told  his  managers:  "We've  got 
to  do  something.  We've  got  to  stop  just 
thinking  about  it." 

In  July,  Sears  took  a  bold  step.  Man- 
agement decided  to  place  brand-name 
appliances,  such  as  GE  ranges  and 
Amana  refrigerators,  alongside  the  com- 
pany's homegrown  Kenmore  brand. 
Kenmore  had  for  years  been  Sears' 
bread  and  butter — a  market  leader  that 
provided  the  sales  force  with  commis- 
sions bigger  than  those  they  would  re- 
ceive from  branded  products.  Sears  was 
losing  customers  who  wanted  other 
brands'  to  chains  such  as  Highland  Su- 
perstores Inc.  and  Circuit  City  Stores 
Inc.  So  the  company  set  up  a  new  appli- 
ance department  for  its  stores  called 
"Brand  Central"  and  promised  to  expand 
it  nationwide  within  two  years. 

The  move  mirrored  an  approach  pio- 
neered successfully  by  Bernie  Brennan 
at  Montgomery  Ward:  creating  within 
the  stores  "superstores"  that  more 
closely  resembled  the  specialty  outlets. 
The  retail  industry  applauded  Sears' 
moves.  But  when  Kohlberg  Kravis  Rob- 
erts &  Co.  made  its  stunning  $20.6  bil- 
lion bid  for  RJR-Nabisco  Inc.,  suddenly 
all  that  mattered  was  Sears'  lagging 
stock  price.  Wall  Street  started  churning 
out  breakup  analyses  for  Sears,  some  as 
high  as  $90  a  share.  When  rumors  of  a 
Perelman  takeover  bid  pushed  up  Sears' 
stock  price  40%,  to  a  high  of  46  on  Oct. 
26,  Brennan  promptly  ordered  up  re- 
structuring scenarios  and  called  an 
emergency  board  meeting  in  Chicago. 

With  portraits  of  every  Sears  chair- 
man since  company  founder  Richard  W. 
Sears  staring  down  on  them,  the  board 
mulled  all  the  options — including  the 
sale  of  each  of  Sears'  businesses.  Final- 
ly, Brennan  opted  for  a  10%  stock  buy- 
back  and  the  sale  of  the  Allstate  and 
Coldwell  Banker  commercial  units,  es- 
sentially conceding  that  they  did  not  fit 
Sears'  consumer  focus.  A  more  difficult 
decision  was  the  one  to  sell  the  Sears 
Tower  and  then  lease  it  back.  The 
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lillion  to  $1  billion  raised  will  be  used 
Dr  the  stock  buyback.  Says  longtime 
irector  Norma  Pace:  "He  hated  to  see 
16  tower  go.  We  all  felt  like  we  were 
elling  our  mother." 

By  calming  the  volume  in  Sears'  stock, 
owever,  the  moves  bought  Brennan 
me  to  implement  a  retail  strategy  that 
ad  been  percolating  within  the  tower 
)r  years.  The  goal:  to  transform  Sears 
-om  a  sprawling  general  merchandiser 
ito  a  store  featuring  a  stable  of  closely 
jntroUed  superstores  such  as  Brand 
entral.  Create  snazzy,  upbeat  "environ- 
lents"  for  six  carefully  picked  depart- 
lents.  Add  the  best-known  brand 
ames,  and  sell  the  merchandise  at  ev- 
ryday  low  prices  instead  of  relying  on 
ears'  timeworn  practice  of  wooing  cus- 
)mers  with  a  special  sale 
1  a  different  department 
very  week. 

Brennan  will  outline  a 
ew  Sears  at  the  upcoming 
ew  Beginning  meetings. 
Itimately,  each  Sears 
;ore  will  contain  six  indi- 
idual  mega-departments, 
ach  of  those  will  be  run 
•om  headquarters  like  a 
jparate  chain,  eliminating 
le  imprecise  storewide  ac- 
)unting  systems.  A  Brand 
entral  salesman  will  be 
'SS  accountable  to  his 
ore  manager  than  to  the 
rand  Central  organization 
I  Chicago.  The  result: 
3ars  should  be  able  to 
lOve  faster  against  the 
mipetition  because  each 
iperstore  can  chase  its 
TO  set  of  competitors. 
Coherent  the  strategy  is. 
ut  where  has  it  been  dur- 
g  a  decade  of  decline? 
he  biggest  stumbling 
lock:  bureaucratic  infight- 
.g.  Setting  up  Brand  Central  was  just 
le  turf  battle.  Another  broke  out  dur- 
g  development  of  a  new  store  format 
)r  urban  markets.  The  idea:  Intercept 
ty  dwellers  unlikely  to  travel  out  to 
sars'  regional  mall  locations.  Original- 
,  the  stores  were  to  showcase  Sears' 
agraded  apparel  lines  and  other  soft- 
3ods.  But  managers  of  the  power  tool, 
jpliance,  and  other  hardgoods  lines  in- 
sted  on  crashing  the  party  and  were 
/entually  included,  delaying  the  imple- 
entation.  "They  broke  out  in  a  cold 
veat,"  says  an  outside  consultant  who 
orked  on  the  project. 
NKINDEST  CUTS.  Associates  say  the 
ost  trying  aspect  of  the  overhaul  for 
rennan,  however,  has  been  eliminating 
bs  to  cut  costs.  It  has  meant  violating 
^ars'  unwritten  promise:  If  you  worked 
ird  enough,  the  company  would  watch 
/er  you  for  a  lifetime.  Brennan  has  had 


to  push  out  people  he'd  worked  with  for 
years.  But  until  external  factors  forced 
his  hand,  he  had  tried  to  do  it  slowly. 
Says  Roderick  M.  Hills,  formerly  chair- 
man of  Sears  World  Trade:  "Of  course 
it's  difficult  for  him.  But  he's  enough  of 
a  professional  to  know  that  [purging  the 
bureaucracy]  is  the  right  thing  to  do." 

Sears  won't  say  whether  the  reloca- 
tion and  upcoming  job  reorganization 
will  substantially  accelerate  the  pace  of 
layoffs.  But  insiders  say  thousands  of 
jobs  still  have  to  go  to  get  payroll  costs 
in  line.  At  headquarters,  many  will  be 
lost  in  the  move.  And  in  July,  when  the 
Sears  organizational  chart  is  reworked, 
hundreds  more  will  disappear  in  the 
field.  Besides  the  changes  inside  the 
stores,  14  regional  offices  will  be  shut- 


quarter]  growth  came  at  our  expense. 
With  their  reputation  and  size,  you  have 
to  take  these  guys  seriously."  But  Sears' 
efforts  to  rework  its  structure  have  cre- 
ated tremendous  internal  turmoil. 
Sources  say  buyers  are  preoccupied  with 
who  will  lose  their  jobs.  Says  one  former 
buyer  who  still  consults  for  Sears:  "It's 
very  difficult  to  carry  on  a  business  con- 
versation down  there."  That's  rough, 
given  that  general  consumer  spending 
appears  to  be  softening.  And  since  60% 
of  Sears'  sales  are  in  home  products,  the 
housing  slump  stings,  too.  As  a  result. 
Sears'  earnings  could  hit  the  skids  be- 
fore Brennan's  new  order  takes  hold. 
"They  face  a  hellish  couple  of  years," 
says  one  rival  retailing  executive. 
If  all  his  moves  work,  Brennan  has  a 
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tered,  shaving  some  of  the  most  coveted 
jobs  in  the  field  organization.  Insiders 
say  a  typical  regional  vice-president 
pulls  down  about  $150,000  a  year. 

While  retail  experts  roundly  applaud 
Sears'  newfound  chutzpah,  the  risks  are 
numerous.  Everyday  low  pricing  will 
save  money  on  sales  promotions  and  in- 
ventory handling.  But  it  will  squeeze 
margins  and  make  cutting  Sears'  high 
costs  a  much  more  pressing  issue.  Sure, 
the  initial  hoopla  helped  boost  Sears' 
sales  by  12%  in  the  first  quarter.  And 
Sears  did  lower  costs  as  a  percentage  of 
sales  for  the  first  time  in  at  least  five 
years.  Yet  it  has  a  long  way  to  go:  Pre- 
tax profit  margins  for  Sears  Merchan- 
dise Group  in  1988  were  about  one-third 
those  at  Wal-Mart  and  J.  C.  Penney  Co. 

The  new  Sears  is  having  an  impact. 
Says  Ira  Mondry,  Highland's  executive 
vice-president:   "Some  of  their  [first- 


shot  at  reversing  the  merchant's  decade- 
long  slide  in  market  share.  Instead  of 
managing  a  fallen  giant,  he  can  return 
Sears  to  respectability  and  give  share- 
holders a  better  return  on  investment. 
The  question  is,  how  much  of  the  cus- 
tomer trust  and  loyalty  built  up  over 
decades  can  be  regained?  That  hit  home 
at  Sears'  annual  meeting  this  year.  A 
shareholder  scolded  management  at 
length  for  squandering  its  hold  over 
American  consumers.  "You  lost  me  a 
long  time  ago,"  said  the  testy  investor. 
"And  you  lost  the  focus  of  Middle  Amer- 
ica 10  or  15  years  ago." 

Brennan  replied:  "Give  us  a  try.  We 
want  you  back."  And,  as  Brennan  has 
shown,  he's  willing  to  challenge  a  life- 
time of  conventional  merchandising  wis- 
dom to  do  it. 

By  Brian  Bremner  in  Chicago  and  Mi- 
chael Oneal  in  New  York 
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THE  PAYOFF 
FROM  TEAMWORK 

THE  GAINS  IN  QUALITY  ARE  SUBSTANTIAU-SO  WHY  ISN'T  IT  SPREADING  FASTER? 


What  the  company  umits  is  for  us  to 
work  like  the  Japanese.  Everybody  go 
out  and  do  jumping  jacks  in  the  morn- 
ing and  kiss  each  other  when  they  go 
home  at  night.  You  work  as  a  team, 
rat  on  each  other,  and  lose  control  of 
your  destiny.  That 's  not  going  to  work 
in  this  country. 

— John  Brodie,  President 
United  Paperworkers  Local  448 
Chester,  Pa. 


Call  it  employee  involvement  (El)  or 
worker  participation  or  labor-man- 
agement "jointness,"  as  it  is  now 
known  in  the  auto  industry.  Whatever 
the  term,  the  concept  is  clearly  troubling 
for  many  Americans.  At  one  and  the 
same  time,  it  promises  workers  autono- 
my over  their  jobs  but  also  threatens 
their  old  ways  of  working.  It  gives  man- 
agers a  powerful  tool  to  improve  produc- 
tivity and  quality  but  could  undermine 
their  control.  EI  may  be  American  indus- 


try's best  hope  of  competing  with  the 
Japanese  and  Europeans,  as  well  as  low- 
wage,  Third  World  producers.  Yet  for 
years,  timid  U.  S.  companies  have  mere- 
ly sloshed  a  thin  coating  of  EI  across  an 
aging  industrial  base. 

But  now,  there  are  signs  that  real  em- 
ployee involvement  is  sinking  into  the 
core  of  Corporate  America.  While  angry 
union  officers  such  as  the  Paper- 
workers'  Brodie  still  rail  against  partici- 
pation, more  and  more  workers  and  la- 
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ar  leaders  are  willing  to  risk  El  in  hopes 
r  making  their  employers  more  compet- 
ive — and  their  jobs  more  secure.  This 
lessage  came  across  strongly  at  the  re- 
;nt  United  Auto  Workers  convention  in 
naheim,  Calif.  In  one  of  the  most  rau- 
)us  debates  in  UAW  history,  critics 
lade  the  rafters  ring  with  charges  that 
ointness"  consisted  of  little  more  than 
:o-optetion"  and  a  new  form  of  the  age- 
d  "speedup."  But  delegates  favoring 
operation  overwhelmingly  voted  down 
le  dissidents.  And  when  the  meeting 
ided  on  June  23,  the  UAW's  leaders 
ere  more  strongly  committed  than  ever 
I  EI  programs  at  the  Big  Three  auto 
akers  (page  60). 

The  UAW's  approval  will  make  it  easier 
»r  other  unions  to  give  more  than  lip 
;rvice  to  El.  And  there  are  comparable 
langes  in  management  attitudes.  So 
hat  had  been  a  slow  evolution  of  EI  is 
irning  into  a  revolution  in  the  way 
ork  is  organized  and  managed  in  the 
.  S.  Companies  that  only  a  few  years 
10  disdained  participation  are  rushing 
I  set  up  so-called  self-managing  work 
ams,  the  most  advanced  stage  of  EI 
ible).  The  team  concept  is  spreading 
.pidly  in  industries  such  as  autos,  aero- 


space, electrical  equipment,  electronics, 
food  processing,  paper,  steel,  and  even 
financial  services. 

Although  work  teams  differ  from 
company  to  company,  they  typically  con- 
sist of  5  to  12  multiskilled  workers  who 
rotate  jobs  and  produce  an  entire  prod- 
uct or  service  with  only  minimal  supervi- 
sion. Adopting  the  team  approach  is  no 


Some  militant  unionists 
see  'teamwork'  as 
a  new  form  of 
the  age-old  'speedup' 


small  matter;  it  means  wiping  out  tiers 
of  managers  and  tearing  down  bureau- 
cratic barriers  between  departments. 
Yet  companies  are  willing  to  undertake 
such  radical  changes  to  gain  workers' 
knowledge  and  commitment — along  with 
productivity  gains  that  exceed  30%  in 
some  cases. 

Despite  these  recent  signs  of  El's 
growing  acceptance,  many  workplace  ex- 


perts believe  it  is  not  spreading  fast 
enough.  "Participation  is  growing,  but 
at  an  alarmingly  slow  rate  considering 
the  quality  and  productivity  payouts," 
says  Jerome  M.  Rosow,  president  of  the 
Work  in  America  Institute,  a  nonprofit 
research  group  that  advocates  employee 
involvement.  He  and  others  believe  that 
the  federal  government  now  should  ac- 
tively promote  El.  "We'll  see  some  incre- 
mental growth  in  participation  but  not 
widespread  diffusion  unless  it  gets  rein- 
forced in  public  policy,"  says  Thomas  A. 
Kochan,  a  professor  at  Massachusetts 
Institute  of  Technology  who  has  studied 
the  EI  movement  for  more  than  10  years. 

Resistance  to  further  El  growth  re- 
mains widespread.  Many  managers 
won't  allow  participation  because  it  en- 
tails sharing  power  with  employees. 
Low-level  supervisors,  whose  interests 
often  are  ignored  in  the  EI  process,  tend 
to  fight  it.  For  participation  to  become  a 
way  of  life  in  industry,  it  also  must  over- 
come Wall  Street's  insistence  on  short- 
term  results.  Managers  who  fear  hostile 
takeovers  think  twice  about  investing  in 
human-capital  programs  such  as  the  con- 
tinual training  that's  needed  to  help 
workers  improve  their  technical  and  so- 


THE  EVOLUTION  Of  WOMER  PARTiaPATION  IN  THE  U.S. 


PROBLEM-SOLVING 
TEAMS 


SPECIAL-PURPOSE 
TEAMS 


SELF-MANAGING 
TEAMS 


Structure 
and  function 


■  Consist  of  5  to  12  volun- 
teers, hourly  and  salaried, 
drawn  from  different  areas  of  a 
department.  Meet  one  to  two 
hours  a  week  to  discuss  ways 
of  improving  quality,  efficien- 
cy, and  work  environment.  No 
power  to  implement  ideas 


■  Duties  may  include  designing 
and  introducing  work  reforms 
and  new  technology,  meeting 
with  suppliers  and  customers, 
linking  separate  functions.  In 
union  shops,  labor  and  manage- 
ment collaborate  on  operational 
decisions  at  all  levels 


■  Usually  5  to  15  employees  who 
produce  an  entire  product  in- 
stead of  subunits.  Members  learn 
all  tasks  and  rotate  from  job  to 
job.  Teams  take  over  managerial 
duties,  including  work  and  vaca- 
tion scheduling,  ordering  materi- 
als, etc. 


Results  •  Can  reduce  costs  and  im- 

prove product  quality.  But  do 
not  organize  work  more  effi- 
ciently or  force  managers  to 
adopt  a  participatory  style. 
Tend  to  fade  away  after  a  few 
years 


■  Involve  workers  and  union 
representatives  in  decisions  at 
ever-higher  levels,  creating  at- 
mosphere for  quality  and  pro- 
ductivity improvements.  Create 
a  foundation  for  self-managing 
work  teams 


■  Can  increase  productivity  30% 
or  more  and  substantially  raise 
quality.  Fundamentally  change 
how  work  is  organized,  giving 
employees  control  over  their 
jobs.  Create  flatter  organization 
by  eliminating  supervisors 


When 
introduced 


■  Small-scale  efforts  in  1920s 
and  1930s.  Widespread  adop- 
tion in  late  197Cs  based  on  Jap- 
anese Quality  Circles 


■  Early-to-middle  1980s,  grow- 
ing out  of  problem-solving  ap- 
proach. Still  spreading,  especial- 
ly in  union  sectors 


■  Used  by  a  few  companies  in 
1960s  and  1970s.  Began  rapid 
spread  in  mid-to-late  1980s,  and 
appear  to  be  wave  of  future 


cial  skills.  "Very  few  companies  under- 
stand how  deep  the  change  must  be,  and 
really  go  after  it,"  says  W.  Patrick  Do- 
lan,  a  St.  Louis  consultant  who  works 
with  unions  and  employers  on  EI  pro- 
grams. "Training  is  always  a  peripheral, 
secondary  consideration,  and  when  push 
comes  to  shove,  it  keeps  sliding." 
QUALITY  CIRCLES.  Although  unions  are 
declining  in  power,  they  still  represent 
24%  of  workers  in  the  crucial  manufac- 
turing sector.  Without  their  assent  and 
help,  instituting  work  reforms  to  boost 
efficiency  simply  is  not  possible.  But 
many  union  leaders,  veterans  of  a  de- 
cade when  management  fought  hard  to 
avoid,  oust,  and  beat  down  organized  la- 
bor, are  suspicious.  Militant 
unionists  see  management  pro- 
posals for  work  teams  as  union- 
busting  ploys — and  sometimes 
they  are.  Even  union  presidents 
who  strongly  advocate  EI,  such 
as  Lynn  R.  Williams  of  the  Unit- 
ed Steelworkers,  can't  force  their 
philosophy  on  local  officers.  At 
Inland  Steel  Co.,  for  example, 
Mike  Mezo,  president  of  the 
10,000-member  USW  Local  1010, 
flatly  declares:  "We  don't  think 
there's  any  benefit  to  coopera- 
tion. No  way  will  we  ever  take 
part." 

Despite  this  opposition,  a 
broad  array  of  employers  prac- 
tice some  form  of  participation. 
Government  employees  are  in- 
volved in  EI  efforts  at  many 
agencies,  including  the  U.  S. 
Postal  Service  and  the  New  York 
City  Sanitation  Dept.  Workers  at 
the  Philadelphia  Zoo  suggest 
ways  to  draw  more  visitors,  and 
they  get  bonuses  when  atten- 
dance rises.  A  1987  survey  by 
the  U.  S.  General  Accounting  Of- 
fice found  that  70%  of  476  large 
companies  had  installed  the  most 
common  El  form,  problem-solving  com- 
mittees usually  known  as  quality  circles 
(QCs).  But  the  coverage  was  spotty.  At 
70%  of  the  companies  studied,  less  than 
half  of  the  work  force  was  involved  in  El 
activities. 

A  VOICE.  But  that  constituted  some  prog- 
ress over  the  1970s,  when  the  participa- 
tion movement  clung  precariously  to  life 
at  a  few  dozen  leading-edge  companies. 
Starting  about  10  years  ago,  the  trum- 
peting of  Japan's  success  with  participa- 
tion induced  hundreds  of  U.  S.  compa- 
nies to  copy  the  Japanese  approach  in 
setting  up  QCs.  Recommendations  made 
by  quality  circles  can  improve  quality 
and  cut  costs.  But  QCs  are  merely  "off- 
line" discussion  groups  and  don't  reorga- 
nize work  or  enlar4;e  the  role  of  workers 
in  the  production  process. 


Since  the  mid-1980s,  however,  partici- 
patory methods  have  advanced  far  be- 
yond mere  problem-solving  techniques 
copied  from  the  Japanese.  It's  at  this 
point  that  American  practices  are  begin- 
ning to  diverge  from  those  used  in  Ja- 
pan. Work-reform  experts  say  this  is 
necessary  to  avoid  imposing  a  foreign 
work  culture  on  the  U.  S.  workplace. 

In  American-style  teamwork,  for  ex- 
ample, workers  not  only  gain  a  more 
direct  voice  in  shop-floor  operations — as 
in  Japan.  They  also  take  over  manageri- 
al duties,  such  as  work  and  vacation 
scheduling,  ordering  materials,  and  hir- 
ing new  members.  But  there  is  no  law 
that  says  this  must  happen,  and  plenty 


TEAMS  AT  THIS  GE  PLANT  HAVE  BOOSTED  PROOUCTIVITT  250% 
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SOME  BIG  COMPANIES 
THAT  USE  WORK  TEAMS 


Company 

When  started 

BOEING 

1987 

CATERPILLAR 

1986 

CHAMPION  INTERNATIONAL 

1985 

CUMMINS  ENGINE 

1973 

DIGITAL  EQUIPMENT 

1982 

FORD 

1982 

GENERAL  ELECTRIC 

1985 

GENERAL  MOTORS 

1975 

LTV  STEEL 

1985 

PROCTER  &  GAMBLE 

1962 

A.  0.  SMITH 

1987 

TEKTRONIX 

1983 

DATA:  WORK  IN  AMERICA  INSTITUTE,  BW 

of  U.  S.  companies  install  teams  without 
corresponding  participation.  Increasing- 
ly, too,  American  union  officials  demand 
a  consulting  or  decision-making  role  on 
plantwide  issues  such  as  production 
scheduling,  capital  expenditures,  and  in- 
troduction of  new  technology.  After  the 
A.  0.  Smith  Corp.  automotive  parts  plant 
in  Milwaukee  converted  last  year  to  the 
team  approach,  one  proud  worker,  Al- 
bert Porter,  exaggerated  only  slightly 
when  he  boasted:  "They  turned  over 
control  of  the  shops  to  us." 

In  fact,  the  El  movement  has  un- 
leashed enormous  energy  and  creativity  , 
stored  up  by  the  Albert  Porters  who  like  ' 
the  idea  of  using  their  brains,  as  well  as 
their  bodies,  on  the  job.  It  in- 
creases their  feelings  of  dignity 
and  self-worth.  Opponents  of  co- 
operation may  get  more  press, 
but  pro-EI  workers  constitute  a 
much  larger  portion  of  most 
work  forces.  Studies  show  that 
in  many  plants  where  participa- 
tory activities  are  not  mandatory 
an  average  of  about  25%  of  the 
workers  volunteer  to  join  prob- 
lem-solving teams.  Another  70'  - 
are  passive  supporters,  while  ' 
only  5%'  remain  opposed. 

This  points  up  one  of  the  iro- 
nies of  the  EI  movement.  Al- 
though unions  introduced  the 
idea  of  "industrial  democracy" 
early  in  this  century,  it  is  now 
management  that  is  pushing  em- 
ployees in  both  union  and  non- 
union plants  to  accept  more  in- 
volvement— and  not  to  make 
workers  happy  but  to  improve 
the  company's  bottom  line. 
ABOUT-FACE.  If  the  U.  S.  is  to  be- 
come a  world-class  manufactur 
ing  nation,  companies  must 
able  to  produce  in  small  lots,  cus- 
tomizing products  to  increasing 
demands.  This  calls  for  flexible 
work  practices  and  workers  who  are 
willing  to  move  from  job  to  job.  Team-i 
work  makes  this  possible  because  theL 
employees  usually  are  "cross-trained"  tojar 
perform  all  tasks.  They  can  fill  in  for|ij 
absent  co-workers  and  respond  quickly! 
to  changes  in  models  and  production 
runs.  A  General  Electric  Co.  plant  in 
Salisbury,  N.  C,  typically  changes  prod- let, 
uct  models  a  dozen  times  a  day  by  using  to; 
a  team  system  to  produce  lighting  panel-  ill 
boards.  This  plant  has  increased  produe-  Ict 
tivity  by  a  remarkable  250/'<  compared  u; 
with  GE  plants  that  produced  the  same  st 
products  in  1985.  It  combines  teamwork  m 
with  "flexible  automation"  and  other  i- 
computerized  systems.  (f 
Salisbury's   success  convinced  even  is 
GE's  typically  hardheaded  managers  that  ([, 
participation  can  boost  profits.  As  re- 


COVER  STO! 


ntly  as  the  early  1980s,  when  many 
impanies  succumbed  to  the  quality-cir- 
3  fad,  GE  hung  on  to  its  traditional 
anagement  style.  But  in  the  past  few 
lars,  GE's  top  management  has  done  an 
»out-face.  Of  its  120,000  U.  S.  employ- 
es, nearly  20%  now  work  under  the 
am  concept.  GE  doesn't  dictate  what 
iman-resource  practices  each  plant 
ust  adopt,  but  it  encourages  innova- 
)n.  The  corporate  goal  is  to  have  35% 
the  work  force  in  teams  by  the  end  of 
'89.  "We're  trying  radically  to  reduce 
e  work  cycle  needed  to  produce  a  prod- 
it,"  says  Robert  Erskine,  manager  of 
eduction  resources.  "When  you  com- 
ne  automation  with  new  systems  and 
3rk  teams,  you  get  a  40%  to  50%  im- 
ovement  in  productivity." 


But  teamwork  plants  are  by  no  means 
workplace  Utopias.  For  two  years  after 
GE's  Salisbury  plant  converted  to  team- 
based  production  in  late  1985,  it  had  a 
14%  turnover  rate;  many  workers  quit 
rather  than  accept  more  responsibility 
and  face  constant  movement  from  job  to 
job.  "It's  not  all  wonderful  stuff,"  warns 
plant  manager  Roger  Gasaway.  "But 
we've  found  that  when  you  treat  people 
like  adults,  95%  act  like  adults."  And 
teamwork  can  provide  exceptional  oppor- 
tunities for  self-development.  In  Salis- 
bury's pay-for-knowledge  plan,  employ- 
ees can  raise  their  salaries  by  complet- 
ing company-funded  courses  in  technical, 
economic,  and  behavioral  subjects. 

The  team  idea  is  mushrooming 
throughout  manufacturing  (table,  page 


58).  It's  also  gaining  a  toehold  at  banks, 
insurance  firms,  and  other  companies 
specializing  in  financial  services.  In  Mor- 
ristown,  N.  J.,  for  example,  AT&T  Credit 
Corp.  uses  teams  of  employees  to  pro- 
cess applications  from  companies  that 
want  to  lease  computer  equipment  (box). 
But  teamwork  is  rare  in  the  service  in- 
dustries, which  account  for  more  than 
70%  of  employment  in  the  U.  S.  In  other 
words,  the  most  productive  form  of  par- 
ticipation hasn't  spread  to  many  millions 
of  employees. 

HUMAN  FACTOR.  At  the  same  time,  econ- 
omists are  beginning  to  see  marked  evi- 
dence of  El's  impact  on  efficiency.  In  a 
newly  released  report  for  the  Brookings 
Institution,  Steve  Levine  and  Laura 
D'Andrea  Tyson  of  the  University  of 


BENEFITS  FOR  THE  BACK  OFFICE,  TOO 


It's  not  only  Rust  Belt  America  that 
needs  to  overhaul  the  way  work  is 
organized.  Millions  of  clerical  em- 
iloyees  toil  in  the  back  offices  of  finan- 
ial  companies,  processing  applications, 
laims,  and  customer  accounts  on  what 
mount  to  electronic  assembly  lines, 
'he  jobs  are  dull  and  repetitive  and 
fficiency  gains  minuscule — when  they 
ome  at  all. 

That  was  the  case  with  AT&T  Credit 
!orp.  (ATTCC)  when  it  opened  shop  in 
985  as  a  newly  created  subsidiary  of 
Lmerican  Telephone  & 
'elegraph  Co.  Based  in 
lorristown,   N.  J.,  ATTCC 
rovides  financing  for  cus- 
jmers  who  lease  equip- 
lent  from  AT&T  and  other 
ampanies.  A  bank  initially 
stained  by  ATTCC  to  pro- 
sss  lease  applications 
Duldn't  keep  up  with  the 
olume  of  new  business. 
ATTCC  President  Thomas 
.  Wajnert  saw  that  the 
lult  lay  in  the  bank's 
lethod  of  dividing  labor 
ito  narrow  tasks  and  or- 
anizing  work  by  function, 
ne  department  handled 
pplications  and  checked 
le  customer's  credit  standing,  a  sec- 
id  drew  up  contracts,  and  a  third  col- 
cted  payments.  So  no  one  person  or 
j  roup  had  responsibility  for  providing 
I  ill  service  to  a  customer.  "The  em- 
[  oyees  had  no  sense  of  how  their  jobs 
)ntributed  to  the  final  solution  for  the 
:  istomer,"  Wajnert  says. 
MEXPECTED  BONUS.  Wajnert  decided 
hire  his  own  employees  and  give 
lem  "ownership  and  accountability." 
is  first  concern  was  to  increase  effi- 
ency,  not  to  provide  more  rewarding 


jobs.  But  in  the  end,  he  did  both. 

In  1986,  ATTCC  set  up  11  teams  of  10 
to  15  newly  hired  workers  in  a  high- 
volume  division  serving  small  business- 
es. The  three  major  lease-processing 
functions  were  combined  in  each  team. 
No  longer  were  calls  from  customers 
shunted  from  department  to  depart- 
ment. The  company  also  divided  its  na- 
tional staff  of  field  agents  into  seven 
regions  and  assigned  two  or  three 
teams  to  handle  business  from  each 
region.  That  way,  the  same  teams  al- 


ways worked  with  the  same  sales 
staff,  establishing  a  personal  relation- 
ship with  them  and  their  customers. 
Above  all,  team  members  took  respon- 
sibility for  solving  customers'  prob- 
lems. ATTCC's  new  slogan:  "Whoever 
gets  the  call  owns  the  problem." 

The  teams  largely  manage  them- 
selves. Members  make  most  decisions 
on  how  to  deal  with  customers,  sched- 
ule their  own  time  off,  reassign  work 
when  people  are  absent,  and  interview 
prospective  new  employees.  The  only 


supervisors  are  seven  regional  manag- 
ers who  advise  the  team  members, 
rather  than  give  orders.  The  result: 
The  teams  process  up  to  800  lease  ap- 
plications a  day  vs.  400  under  the  old 
system.  Instead  of  taking  several  days 
to  give  a  final  yes  or  no,  the  teams  do 
it  in  24  to  48  hours.  As  a  result,  ATTCC 
is  growing  at  a  40%-to-50%  compound 
annual  rate,  Wajnert  says. 
EXTRA  CASH.  The  teams  also  have  eco- 
nomic incentives  for  providing  good 
service.  A  bonus  plan  tied  to  each 
team's  costs  and  profits 
can  produce  extra  cash. 
The  employees,  most  of 
whom  are  young  college 
graduates,  can  add  $1,500 
a  year  to  average  salaries 
of  $28,000,  and  pay  rises 
as  employees  learn  new 
skills.  "It's  a  phenomenal 
learning  opportunity," 
says  24-year-old  team 
member  Michael  LoCastro. 

But  LoCastro  and  others 
complain  that  promotions 
are  rare  because  there  are 
few  managerial  positions. 
And  everyone  comes  un- 
der intense  pressure  from 
co-workers  to  produce 
more.  The  annual  turnover  rate  is  high: 
Some  20%  of  attcc  employees  either 
quit  or  transfer  to  other  parts  of  AT&T. 
Still,  the  team  experiment  has  been  so 
successful  that  ATTCC  is  involving  em- 
ployees in  planning  to  extend  the  con- 
cept throughout  the  company.  "They 
will  probably  come  up  with  as  good  an 
organizational  design  as  management 
could,"  Wajnert  says,  "and  it  will  v/ork 
a  lot  better  because  the  employees  will 
take  ownership  for  it." 

By  John  Hoerr  in  Morristown,  N.  J. 
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California  reviewed  all  major  studies  of 
employee  involvement.  "If  you  sum  it  all 
up,  meaningful  participation  has  a  posi- 
tive effect  on  productivity.  It's  almost 
never  negative  or  neutral,"  Tyson  says. 
Moreover,  studies  of  employee-owned 
companies  show  that  stock  ownership 
alone  doesn't  motivate  employees  to 
work  harder,  while  ownership  combined 
with  participation  does. 

Indeed,  the  "human  factor"  emerges 
as  the  critical  element  in  efforts  to  make 
auto  plants  more  competitive,  according 
to  a  study  of  65  plants  around  the  world 
by  the  International  Motor  Vehicle  Pro- 
gram at  MIT.  Plants  that  combined  com- 
puter-based technology  with  advanced 
work  innovations  outperformed  all  oth- 
ers. Automated  plants  with  no  work  re- 
forms were  the  poorest  performers.  But 
teams  are  "no  panacea  unless  they  are 
integrated  in  a  whole  new  approach  to 
the  production  system,"  says  John  Paul 
MacDuffie,  an  MIT  research  associate. 


This  growing  body  of  evidence  sug- 
gests strongly  that  the  old  system  of 
assumptions,  beliefs,  and  practices  relat- 
ing to  work  has  been  disproved  as  a 
pattern  for  modern  factory  and  office 
jobs.  Based  on  principles  developed  by 
Frederick  W.  Taylor,  the  old  paradigm 
involved  the  division  of  production  work 
into  simple,  repetitive  tasks  performed 
by  unskilled  workers  under  close  super- 
visory control. 

LABOR  WARFARE.  In  the  new  paradigm, 
workers  will  be  multiskilled  and  to  some 
degree  will  manage  themselves  through 
teamwork.  Management  will  train  work- 
ers, share  business  information  with 
them,  and  develop  specialized  "gainshar- 
ing" — or  bonus — plans  to  allow  workers 
to  cash  in  on  the  gains  of  increased  pro- 
ductivity. Jobs  will  be  protected  by  long- 
term  security  plans. 

American  companies  are  now  discover- 
ing what  the  Japanese  learned  long  ago: 
that  people — not  technology  alone  or 


marketing  ploys — are  the  keys  to  suc- 
cess in  global  competition.  Indeed, 
American  workers  can  be  just  as  produc- 
tive as  Japanese  workers.  This  has  been 
demonstrated  conclusively  by  the  suc- 
cess of  Honda,  Toyota,  and  Nissan  using 
American  labor  in  U.  S.  plants.  The  keys 
to  Japanese  competitive  superiority  are 
their  management  and  production  sys- 
tems, not  some  unique  feature  in  Ja- 
pan's group-oriented  culture. 

But  the  growth  of  participation  in  Ja- 
pan wasn't  snarled  by  the  kind  of  impla- 
cable labor-management  warfare  that 
exists  in  many  U.  S.  industries.  More- 
over, the  "no  cooperation"  slogan  of  die- 
hard EI  opponents  is  understandable  to 
foreign  labor  experts  such  as  Haruo  Shi- 
mada,  an  economics  professor  at  Keio 
University  in  Tokyo  who  has  studied 
Japanese  and  American  labor  systems. 
"If  American  unions  give  in  to  American 
management,  they  run  the  risk  of  being 
destroyed  because  management  always 


FOR  AUTO  WORKERS, 
IT'S  TEAM  SPIRIT  VS.  SUSPICION 


k: 


After  years  of  wavering  on  the 
issue,  leaders  of  the  United 
Auto  Workers  have  now  dis- 
pelled all  doubts  about  their  commit- 
ment to  employee  involvement  (El).  In  a 
showdown  with  El  critics  at  the  UAW's 
convention  in  late  June,  President 
Owen  F.  Bieber  rallied  a  large  majority 
of  the  2,100  delegates  to  the  cause  of 
labor-management  "jointness,"  as  it's 
called  in  the  auto  industry,  and  defeat- 
ed the  dissidents.  Most  important,  he 
put  himself  squarely  on  the  line  in  sup- 
port of  joint  programs  to  help  the  Big 
Three  auto  makers  in  their  do-or-die 
fight  against  Japanese  competitors. 

Bieber  and  other  UAW  officers  may 
now  move  more  confidently  in  pressing 
for  greater  worker  involvement  on  the 
shop  floor.  That's  good  news  for  Gen- 
eral Motors,  Ford  Motor,  and  Chrysler. 
They  contend  that  cooperation  is  neces- 
sary to  match  the  quality  and  produc- 
tivity of  Japanese  producers,  which 
threaten  to  glut  the  market  with  vehi- 
cles made  in  their  new  North  American 
plants.  U.  S.  companies  want  to  convert 
conventional  plants  to  the  team  con- 
cept— a  more  productive  way  of  orga- 
nizing work  that  calls  for  dramatic 
changes  in  job  classifications  and  se- 
niority rights. 

Although  the  UAW  has  been  involved 
in  EI  activities  since  1973,  the  leader- 
ship often  has  been  divided  on  how 
strongly  the  concept  should  be  pushed. 


Ironically,  the  complaints  of  dissidents 
forced  Bieber — who  has  been  hesitant 
on  the  issue — to  take  a  strong  stand. 
In  a  convention  speech,  he  declared:  "I 
think  those  who  say  that  workers  don't 
want  change  in  the  workplace — who  in- 
sist that  the  old  ways  were  always  the 
best  ways — are  insulting  the  intelli- 
gence of  UAW  members." 

But  translating  con- 
vention-floor rhetoric 
into  shop-floor  reality 
will  be  tough.  Recalci- 
trant managers  often 
undermine  the  EI  pro- 
cess, and  the  sharp 
slowdown  in  car  sales 
is  threatening  the  job 
security  on  which  co- 
operation is  based.  As 
a  result,  many  work- 
ers are  afraid  of 
changes  in  traditional 
work  practices.  A  dis- 
sident group,  which 
dubs  itself  "New  Di- 
rections," tapped  this 
discontent  to  win  the 
support  of  an  estimat- 
ed 10%  of  the  dele- 
gates at  the  Anaheim 
(Calif.)  convention. 
Even  EI  supporters 
concede  that  the  dissi- 
dents cannot  be  easily 
dismissed.  They  point 


to  the  victories  of  New  Directions  dele- 
gates at  major  plants  with  team  sys- 
tems, including  several  at  General  Mo- 
tors Corp. 

But  GM  isn't  the  only  company  strug- 
gling with  work  teams.  In  the  first 
union  election  at  a  new  Flat  Rock 
(Mich.)  plant  owned  by  Mazda  Motor 
Manufacturing  (USA)  Corp.,  workers  iin 


'When  we  started  mass-producit 
cars,  there  was  no  such  thing  ajf 

teamwork.  All  of  a  sudden, 
you  were  just  another  factory  ra 


DEBBIE  S.  CORNELIUS 

Mazda,  Flat  Rock,  Mich. 
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ants  to  destroy  them,"  he  says.  Japa- 
ese  unions  aren't  threatened  this  way, 
e  says. 

For  these  reasons,  militant  unionists 
)ntend  that  management  can  never  be 
■usted.  In  using  work  teams,  charges 
'on  G.  Douglas,  president  of  United 
uto  Workers  Local  594  in  Pontiac, 
[ich.,  "the  company  has  a  hidden  agen- 
a  to  erode  the  collective  bargaining  sys- 
'.m,  to  lessen  resistance  to  changes  that 
*e  more  favorable  to  the  company  than 
ley  are  to  the  employees." 
And  the  militants'  position  seems  vali- 
ited  by  hardball  company  tactics  to 
)rce  acceptance  of  El.  For  example, 
-^w  members  complain  that  General 
otors  Corp.  has  threatened  to  shut 
)wn  plants  unless  the  union  accepts  the 
am  concept.  In  the  pulp  and  paper  in- 
istry,  the  United  Paperworkers  Inter- 
itional  Union  at  Mobile,  Ala.,  and  Ches- 
r,  Pa.,  waged  long — and  losing — 
rikes  in  1986  and  1987  against  de- 
ands  by  Scott  Paper  Co.  for  contract 
langes  that  wou'd  allow  establishment 


of  work  teams.  The  UPW's  Brodie  con- 
tends that  the  company  demanded  the 
new  provision  without  explaining  why. 
At  both  Chester  and  Mobile,  the  union 
caved  in  when  Scott  threatened  to  hire 
permanent  replacements.  Scott  won 
these  battles,  but  at  the  cost  of  em- 


American  unions  say 
real  participation  means 

gaining  a  voice  in 
higher-level  decisions 


bittering  the  workers.  Perhaps  belated- 
ly understanding  this,  the  company 
hasn't  tried  to  force  the  locals  to  accept 
teamwork. 

Brodie's  criticism  of  teamwork  as  a 
Japanese  import  is  echoed  by  other 
unionists  who  claim  that  management  is 
really  trying  to  "Japanize"  the  U.  S.  in- 


dustrial-relations system.  Actually,  the 
work-team  concept  was  developed  and 
used  in  Britain,  Sweden,  and  the  U.  S. 
long  before  Japanese  auto  makers  intro- 
duced their  own,  highly  efficient  model 
on  a  wide  scale.  Now  that  Japanese  com- 
panies operate  many  plants  in  the  U.  S., 
American  management  and  labor  are  be- 
ginning to  see  that  worker  participation 
means  quite  different  things  in  the  two 
countries.  To  American  unionists,  real 
participation  means  not  only  problem- 
solving  on  the  shop  floor  but  also  gain- 
ing a  voice  in  higher-level  decisions. 

But  that  is  precisely  what  the  Japa- 
nese-style team  concept  does  not  do.  The 
"team  concept  is  not  intended  to  in- 
crease workers'  autonomy  but  to  help 
them  find  out  the  problems  in  the  pro- 
duction line  so  that  no  defective  goods 
will  be  produced,"  says  Keio  Universi- 
ty's Shimada.  "In  the  U.  S.,"  he  adds, 
"workers  tend  to  take  participation  as 
having  a  voice  in  all  kinds  of  things  that 
in  Japan  are  determined  by  management 
and  engineers."  The  Japanese  system 


long  time  ago."  Knox  was  named  by 
the  chairman  of  Local  326  to  a  new  job 
as  "hourly  adviser"  to  the  superinten- 
dent of  a  150-worker  department  that 
makes  door  hinges.  "We  make  all  deci- 
sions jointly,"  he  says,  including  sched- 
uling production,  choosing  suppliers, 
and  analyzing  the  competition. 
SAVING  JOBS?  Nonetheless,  UAW  dissi- 
dents see  the  team  concept  as  inherent- 
ly flawed.  Their  central  resolution  in 
Anaheim — which  was  overwhelmingly 
defeated — argued  that  the  team  con- 
cept pits  worker  against  worker  and 
eliminates  jobs,  all  in  the  name  of 
"competitiveness."  Local  unions  often 
agree  to  such  changes  under  the  threat 
of  plant  closings,  they  charged,  and  are 
pressured  to  keep  the  joint  systems  by 
an  army  of  union  appointees. 

But  UAW  leaders  point  to  the  bene- 
fits that  flow  from  cooperation.  The 
union's  most  dramatic  victory  is  the 
slowdown  of  GM's  efforts  to  buy  more 
of  its  components  from  non-GM  plants. 
Indeed,  the  auto  maker  credits  joint 
programs  with  saving  some  8,000  jobs 
so  far  in  its  long-threatened  compo- 
nents operations. 

Although  they  were  defeated  at  the 
convention,  New  Directions  leaders 
promise  to  continue  the  fight  against 
jointness.  And  a  recent  union  commis- 
sion discovered  that  anxieties  about 
joint  programs  are  widespread,  even 
though  only  a  third  of  UAW  members  in 
the  auto  sector  are  involved  in  some 
form  of  team  system.  Clearly,  Bieber 
and  the  auto  makers  have  a  long  way 
to  go  before  jointness  becomes  a  reali- 
ty in  the  only  place  that  counts. 

By  Wendy  Zellner  in  Anaheim,  Calif. 


lumped  UAW-appointed  leaders  in  fa- 
'or  of  opponents  who  promised  to  chal- 
enge  management  abuses  of  the  team 
•oncept.  Debbie  S.  Cornelius,  a  former 
eceptionist  who  is  now  an  assembly 
ine  worker  and  team  leader  at  Mazda, 
ays  initial  training  sessions  prepared 
vorkers  for  unprecedented  involve- 
nent  in  shop-floor  decisions.  "But 
vhen  we  started  mass-producing  cars, 
here  was  no  such  thing  as  teamwork," 
he  says.  "All  of  a  sudden,  you  were 
list  another  factory  rat." 

Cornelius  says  that  workers  were 
iressured  to  keep  the  assembly  line 


'We're  finding  that  jointness 
5  the  best  way  to  do  business 
I  wish  we  could  have  started 
doing  this  a  long  time  ago' 


MICHAELS.  KNOX 

-  GM,  Flint,  Mich. 


moving  even  though  they  were  told 
they  had  the  right  to  stop  production 
to  solve  quality  problems.  Mazda  offi- 
cials blame  typical  startup  glitches 
and,  sometimes,  poor  communication. 

Many  believe  that  the  troubles  at 
Mazda  and  elsewhere  can  be  traced  to 
poor  management.  "This  is  not  a  union 
problem.  It's  a  management  problem," 
says  UAW  Director  Bruce  A.  Lee.  He 
helped  to  establish  successful  Japa- 
nese-style teams  at  GM's  carmaking 
venture  with  Toyota  Motor  Corp.  in 
Fremont,  Calif.  Managers  "have  to  bite 
that  bullet  to  give  up  power,"  he  says. 

After  five  years  of  ex- 
perience with  teams  at 
GM's  Orion  Township 
(Mich.)  plant,  Robert 
D.  Wilson — a  New  Di- 
rections supporter — is 
still  skeptical  about 
the  concept.  "I'd  like 
to  have  input  into  my 
job,"  he  says,  "but 
when  that  work-group 
manager  said,  'I've  got 
51%  of  the  decision- 
making,' that  was  the 
end  of  that." 

At  other  plants, 
however,  participation 
activists  say  coopera- 
tion is  working  well. 
"We're  finding  that 
jointness  is  the  best 
way  to  do  business," 
says  Michael  S.  Knox, 
who  works  at  a  GM 
plant  in  Flint,  Mich.  "I 
wish  we  could  have 
started  doing  this  a 
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seems  to  work  well  at  their  auto  plants 
in  the  U.  S.,  but  most  of  them  employ 
nonunion  workers  with  few  expectations 
about  sharing  power  with  managers. 

In  union  auto  plants,  however,  the 
method  of  organizing  work  on  an  assem- 
bly line  is  a  burning  issue.  The  UAW 
seems  to  prefer  the  approach  that  is 
evolving  in  Sweden.  At  two  Volvo 
plants,  teams  assemble  large  units  of  a 
car — indeed,  an  entire  car  in  the  case  of 
Volvo's  new  plant  at  Uddevalla — without 
much  supervision  at  all. 
Some  GM  plants,  however, 
are  adopting  the  Japanese 
method  used  at  New  Unit- 
ed Motors  Manufacturing 
Inc.  (NUMMl),  the  joint  ven- 
ture between  GM  and 
Toyota  Motor  Corp.  in  Fre- 
mont, Calif.  Japanese-style 
teams  work  on  convention- 
ally organized  lines,  per- 
forming minutely  subdi- 
vided tasks.  Team  mem- 
bers have  a  lot  of  dis- 
cretion in  improving  quali- 
ty, but  they  work  under 
first-line  supervisors. 
TRUST.  American-style 
teams  force  significant 
changes  in  work  practices, 
and  unions  are  still  strug- 
gling to  find  a  new  role  on 
the  shop  floor  in  teamwork 
plants.  With  only  one  or 
two  classifications  for  pro- 
duction jobs,  employees 
have  to  learn  a  wide  vari- 
ety of  tasks  and  move  with 
the  flow  of  work.  They 
typically  can't  use  their  se- 
niority, the  bedrock  of 
American  unionism,  to  bid  for  better  or 
easier  jobs.  In  some  nonunion  plants, 
team  members  are  expected  to  rate  each 
other's  performance  and  sometimes  even 
fire  shirkers — though  most  unions  re- 
fuse to  let  their  members  get  involved  in 
disciplinary  decisions.  And  teamwork 
also  can  reduce  the  influence  of  the 
union  on  traditional  matters  such  as  se- 
niority and  the  grievance  procedure. 

"There's  no  question  managers  in  Ja- 
pan can  get  away  with  doing  some 
things,  because  of  a  more  compliant  la- 
bor force,  that  would  not  be  accepted  in 
America,"  says  Robert  E.  Cole,  a  U.  S. 
authority  on  Japanese  labor  practices  at 
the  University  of  Michigan.  But  Ameri- 
can unions  can  protect  their  members  by 
aggressively  monitoring  EI  programs.  At 
A.  0.  Smith  in  Milwaukee,  the  president 
of  the  A.  0.  Smith  Steelworkers  Union, 
Paul  Blackman,  insisted  on  setting  up 
work  teams  so  that  his  members  could 
have  more  influence  in  operations.  More- 
over, Blackman  has  a  voice  in  all  major 


decisions  made  by  company  officers.  But 
it  is  hard  to  write  this  kind  of  participa- 
tion into  a  contract,  and  U.  S.  unionists 
are  wary  of  giving  up  one  kind  of  power 
in  the  mere  hope  of  gaining  another. 
NATIONAL  STRATEGY.  Cole  points  out  an 
important  reason  why  employee  involve- 
ment has  spread  more  quickly  in  Japan 
and  Sweden  than  in  the  U.  S.  In  both 
countries,  national  organizations  that 
promoted  participation  had  the  respect 
and  support  of  top  corporate  manage- 


ment. The  Japanese  Union  of  Scientists 
&  Engineers  not  only  advocated  the 
quality-circle  approach  but  actually 
helped  companies  install  QCs.  In  Sweden, 
the  Employers'  Federation  acted  as  a 
consultant  for  companies  introducing 
participation.  And  the  powerful  Swedish 
labor  movement,  which  is  closely  allied 
with  the  dominant  Social  Democratic  La- 
bor Party,  has  pushed  participation  as  a 
means  of  gaining  a  voice  in  coi-porate 
decisions. 

No  comparable  organizations  exist  in 
the  U.  S.  Nor  is  there  a  large  federal 
presence.  The  Labor  Dept.'s  Bureau  of 


In  some  nonunion  plants, 
team  members  rate  each 

other's  performance 
— and  even  fire  shirkers 


Labor-Management  Relations  &  Cooper-  ) 
ative  Programs  gathers  and  dissemi-  ' 
nates  information  about  employee  in- 
volvement. But  most  of  its  $6  million 
annual  budget  must  be  spent  on  other 
programs.  Although  Sweden's  work 
force  is  less  than  a  tenth  the  size  oi 
America's,  the  government-financed  j 
Center  for  Working  Life  spends  $6.5  mil-  I 
lion  a  year  on  programs  "to  help  democ- 
ratize working  life." 
In  the  U.  S.,  states  such  as  Massachu- 
setts, Ohio,  New  York, 
Pennsylvania,  and  Indiana 
also  promote  EI  and  pro- 
vide funds  and  technical 
help  to  companies  and 
unions.  But  as  helpful  as 
these  programs  are,  says 
MIT's  Kochan,  they  can't 
substitute  for  the  central 
role  that  the  federal  gov- 
ernment could  play  in 
building  networks  of  pro- 
fessionals across  the  na- 
tion. What  is  needed,  Ko- 
chan adds,  is  "a  statement 
that  the  government  recog- 
nizes the  centrality  of 
these  innovations  to  its 
long-term  economic  strate- 
gy." The  government  could 
encourage  participation — 
just  as  it  has  capital  invest- 
ment— through  a  tax-credit 
system,  Kochan  says. 
ALIENATED?  Richard  E. 
Walton,  a  top  El  theorist  at 
Harvard  University,  says 
participation  should  be  at 
the  heart  of  a  national 
competitiveness  strategy. 
This  means  investing  in 
human  capital,  as  well  as  technology,  to 
boost  productivity.  "People  must  see  the 
interrelationship  between  social  perfor- 
mance and  economic  performance,"  Wal- 
ton says.  "To  have  world-class  quality 
and  costs  and  the  ability  to  assimilate 
new  technology,  we  must  have  the 
world's  best  ability  to  develop  human 
capabilities." 

The  U.  S.  is  moving  in  that  direction. 
Participation  has  permanently  altered 
the  old  industrial  relations  system,  based 
on  the  idea  that  efficient  mass-produc- 
tion inevitably  breeds  alienated  workers 
who  must  be  bought  off  with  high  pay. 
The  EI  movement  puts  the  lie  to  that 
assumption.  When  jobs  are  challenging, 
workers  are  committed  and  perform  su- 
perbly. But  participation  will  remain 
only  a  beachhead  in  hostile  territory — 
unless  management,  labor,  and  govern- 
ment join  forces  to  foster  the  revolution 
in  the  way  Americans  work. 

By  John  Hoerr  in  Neiv  York,  with  bu- 
reau reports 
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ONCE  THE  PIT1SBURGH  PIRATES  TEAMED  UP 

WITH  THE  POSTAL  SERVICE,  EVERY  PITCH  HIT  ITS  MARK. 


Jim  Leyland,  Pillsburgh  Pirates  manager  and  Jim  Hackimer  Pittsburgh  iPtler  rarrier 


THE  PIRATES'  SALES  PITCH  REACHED  MORE  FANS  THAN  EVER  WHEN 

THE  POSTAL  SERVICE  HELPED  IMPROVE  THE  ACCURAQ  OF  THEIR  MAILING  LISTS. 

The  Pirates'  mailing  list  consisted  of  over  250,000  names  and  addresses  gathered  from  fans  entering 
Three  Rivers  Stadium.  But  thousands  of  catalogs  and  other  mailings  based  on  this  list  never  made  it  home. 

THE  GAME  PLAN:  ZIP  +  4  DISKEHE  SERVICE. 

Dan  O'Shea,  Manager  of  Commercial  Accounts  at  the  Postal  Service,  made  the  call  to  use  the  ZIP  +  4* 
diskette  service.  Scott  Proefrock,  the  Pirates'  pinch  hitter  in  data  processing,  put  the  game  into  play 
by  handing  over  the  Pirates'  mailing  list  diskettes.  The  Postal  Service  updated  the  list,  corrected  errors  and 
eliminated  duplicate  addresses  all  by  encoding  the  diskettes  with  ZIP  +  4  codes.  What  teamwork! 

9  ZIP  WAS  THE  BEGINNING  OF  A  WINNING  SEASON. 

Once  the  Pirates  converted  to  nine-digit  ZIP  Codes,*  their  mailings  hit  all  250,000  homes  — saving  over 
$100,000  in  lost  opportunities,  lost  profits,  wasted  postage  and  materials.  Not  to  mention  the  money 


saved  through  ZIP  +  4  postage  discounts. 

Plus,  last  year's  attendance  reached  a 
record  high  of  over  one  million  fans. 
Needless  to  say  this  made  the  Pirates' 
Jim  Leyland  one  very  happy  manager. 

If  you're  looking  for  ways  to  save  money 
and  improve  the  efficiency  of  your  major 
league  mailings,  our  creative  solutions  can 
help.  Send  in  this  coupon  to  learn  all 
about  them. 


UNITED  STATES 
POSTAL  SERVICE 


r 


We  Deliver. 


SEND  MY  FREE  BROCHURE  AND  CASSEHE. 

Call  1-80U-842-9000,  Ext.  228  or  mail  this  coupon  to: 
United  States  Postal  Service,  PO  Box  7897,  Mt  Prospect  IL  60056-9903 
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WORK  &  FAMILY  I 


AMERICA'S  CHILD-CARE  CRISIS: 

THE  FIRST  TINY  STEPS  TOWARD  SOLUTIONS 


Government  and  corporate  programs  start  chipping  away  at  this  costly  problem 


These  are  trying  times  at  the  Cre- 
ative Learning  &  Child  Care  Cen- 
ter. If  owner  Donna  C.  Krause 
raises  her  weekly  $65  fee,  most  parents 
in  her  moderate-income  Baltimore  neigh- 
borhood won't  be  able  to  afford  her  ser- 
vice. But  at  that  price,  she  can  hire  only 
10  people  to  care  for  80  preschool  chil- 
dren, and  wages  are  so  low  that  workers 
stay  just  a  few  months.  "The  first  ques- 
tion that  a  child  asks  a  new  person  is: 
'Are  you  staying,  or  are  you  leaving?' " 
Krause  laments.  "It's  devastating." 

Some  57%  of  the  mothers  of  American 
preschoolers  work  outside  the  home. 
And  their  kids  are  taken  care 
of  by  someone,  somehow. 
But  fully  half  of  all  parents 
of  young  children  are  unhap- 
py with  the  quality  of  the 
care  they  are  buying,  accord- 
ing to  a  recent  Harris  poll. 

Krause  does  the  best  she 
can  within  the  limits.  But  her 
staffing  dilemma  is  at  the 
heart  of  the  problem:  Top- 
notch  child  care  is  so  labor- 
intensive  that  most  parents 
can't  afford  it.  "Parents  with 
the  youngest  children  are  at 
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the  lowest  end  of  their  earning  capaci- 
ty," says  Helen  Blank,  a  child-care  spe- 
cialist at  the  Children's  Defense  Fund. 
"Yet  we're  expecting  them  to  support 
the  whole  system." 

TOUGHER  STANDARDS.  With  many  par- 
ents at  an  impasse,  child  care  has  be- 
come a  front-burner  problem  for  employ- 
ers and  politicians.  On  June  23,  the 
Senate  approved  the  Act  for  Better 
Child  Care  Services  (ABC) — co-sponsored 
by  Christopher  J.  Dodd  (D-Conn.),  a  lib- 
eral, and  Orrin  Hatch  (R-Utah),  a  conser- 
vative who  broke  with  Republicans  to 
support  the  legislation.  ABC  would  pro- 


THE  SENATE'S  CHILD-CARE  BILL 

^SUBSIDIES  $1.75  billion  would  go  to  the  states,  to  be  used  for 
grants  to  day-care  providers  or  for  vouchers  for  parents  to  pur- 
chase care.  After  serving  low-income  families,  a  state  may  subsi- 
dize parents  earning  less  than  its  median  income 

►  TAX  CREDITS  The  dependent-care  credit  would  be  expanded 
and  made  refundable  for  those  paying  too  little  in  taxes  to  use  it. 
The  earned-income  tax  credit  for  families  with  children  under  age 
4  would  be  expanded.  A  refundable  tax  credit  would  help  low- 
income  parents  pay  for  health  insurance.  Cost:  $3.25  billion 


►STANDARDS  States  would  be  required  to  set  standards  for  train- 
ing, teacher-child  ratios,  group  size,  health,  and  safety  in  centers 
and  family  day-care  settings.  Care  by  relatives  would  be  exempt 


vide  $1.75  billion  to  states  to  subsidize 
child  care  for  low-income  families  an( 
impose  new  quality  standards  as  wel 
(table).  Trying  to  attract  Republicans 
Democrats  added  $3.25  billion  in  ta) 
credits  for  families.  The  House  is  work 
ing  on  its  own  version  of  the  bill. 

ABC  would  require  states  to  develo] 
their  own  health  and  safety  standards  ai 
a  condition  of  funding.  Additional  mone^ 
would  go  to  those  meeting  model  federa 
standards  still  to  be  determined.  Propo 
nents  say  stricter  standards  are  soreb 
needed.  For  instance,  more  than  half  th( 
states  allow  one  adult  to  watch  mon 
than  four  infants. 

But  the  White  House  am 
congressional  Republican 
fear  that  tougher  standard; 
would  constrict  supply  anc 
push  the  cost  of  child  can 
out  of  reach  for  many  mon 
families.  Many  kids  are  carec 
for  by  neighbors,  largely  un 
licensed  (chart,  page  68).  AB( 
supporters  hope  the  incentive! 
of  subsidies  will  bring  mon 
providers  under  the  licensing 
umbrella.  But  Robert  Rector 
a  policy  analyst  at  the  con 
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srvative  Heritage  Foundation,  dis- 
^rees.  "Family  day  care  will  never 
ourish  under  a  state  bureaucracy,"  he 
lys.  President  Bush  favors  larger  tax 
•edits  to  all  families,  including  those 
ith  nonworking  mothers. 

Love  it  or  hate  it,  few  believe  that  ABC 
ill  solve  the  nation's  day-care  problem, 
dward  Zigler,  director  of  Yale  Universi- 
''s  Bush  Center  in  Child  Development 

Social  Policy,  estimates  that  total  cur- 
;nt  spending  of  $20  billion  on  day  care 
ould  have  to  rise  to  more  than  $70 
llion  to  provide  children  with  access  to 


stimulating  programs,  well-paid  teach- 
ers, and  safe  surroundings.  "It's  the  dif- 
ference between  providing  an  experience 
where  a  child  learns  throughout  the  day 
or  is  left  to  vegetate,"  argues  Barbara 
A.  Wilier  at  the  National  Association  for 
the  Education  of  Young  Children,  a 
group  of  early  childhood  professionals. 
REVOLVING  DOOR.  Educators  are  espe- 
cially worried  about  the  turnover  that 
plagues  America's  day-care  scene.  Last 
year,  nearly  40%  of  all  employees  in  cen- 
ters quit,  says  the  Labor  Dept.  "It 
makes  no  difference  to  the  quality  of  a 


hamburger  if  there's  high  turnover  in 
McDonald's,  but  a  baby  needs  to  feel 
secure,"  says  Marcy  Whitebook,  execu- 
tive director  at  the  Child  Care  Employee 
Project,  a  professional  group. 

The  reason  for  the  revolving  door: 
money.  In  1988,  the  average  child-care 
worker  earned  only  $187  a  week.  But 
many  parents  would  find  it  hard  to  fi- 
nance higher  salaries.  Although  precise 
data  on  what  families  pay  is  elusive — 
since  so  much  day  care  is  paid  for  under 
the  table — the  federal  government  esti- 
mates that  poor  families  spend  at 


WHY  DAY  CARE  IS  STILL  MOSTLY  MOM  AND  POP 


On  paper,  few  industries 
look  as  ripe  for  consolida- 
tion and  growth  as  child 
:are.  Chains  make  up  only  15%  of 
;he  nation's  20,000  for-profit  fa- 
cilities. Together,  the  top  five  op- 
erators run  fewer  than  2,700.  The 
lemographics  seem  irresistible: 
12  million  kids  under  age  6  have 
A'orking  mothers.  That  figure 
A'ill  approach  15  million  by  1995. 

But  day-care  centers  don't  lend 
;hemselves  easily  to  off-site  man- 
igement.  Visit  Carol  L.  Rabe  to 
>ee  why.  As  vice-president  for  op- 
erations at  American  Family  Ser- 
/ice  Corp.  in  Cherry  Hill,  N.  J., 
Rabe  reviews  budgets  and  expan- 
sion plans  and  oversees  a  staff  of  155. 
But  when  a  teacher  at  one  of  AFSC's  12 
ireschools  gets  sick,  Rabe  can  find 
lerself  leading  a  chorus  of  Six  Little 
Ducks  or  changing  diapers.  "Adults 
can  wait.  Children  can't,"  she  says. 

Flexible,  hands-on  managers  are  a 
must  in  the  thin-margin  day-care  busi- 
ness. Economies  of  scale  are  hard  to 
ittain.  Parents  value  a  provider's  per- 
sonal involvement  with  their  child.  So 
child  care  will  likely  remain  primarily  a 
ocal  affair  run  by  people  who  love  kids 
ind  are  comfortable  in  several  roles.  In 
fact,  AFSC  works  at  keeping  the  neigh- 
aorhood  identity  of  the  centers  it  buys. 

"I  think  you're  going  to  have  mom- 
md-pop  child  care  for  a  long  time," 
says  Richard  A.  Niglio,  a  turnaround 
irtist  revitalizing  Children's  Discovery 
Centers  Inc.,  a  California-based  chain, 
[n  the  1970s,  Niglio  put  Mr.  Donut  of 
America  Inc.  into  the  black. 
DROOLING.  Despite  such  warnings,  the 
paper  prospects  have  some  on  Wall 
Street  drooling.  Last  year,  venture-cap- 
ital firm  Lepercq,  de  Neuflize  &  Co. 
poured  $2  million  into  AFSC.  Since  then 
it  has  acquired  or  opened  12  outlets  in 
southern  New  Jersey  and  Pennsylva- 
nia and  has  plans  to  add  11  more  in  the 
Midwest.  Prospect  Group  Inc.,  New 
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York  investors,  started  Children's  Dis- 
covery Centers  in  1984 — lately  upping 
its  commitment  to  $16  million  with  ven- 
ture cash  from  Morgan  Stanley  &  Co. 
and  Prudential-Bache  Securities  Inc. 
When  Kinder-Care  Inc.,  the  industry's 
grandpa,  freed  its  day-care  centers 
from  other  units,  the  day-care  unit's 
stock  soared  (BW — June  12). 

Now  20  years  old,  Kinder-Care  grew 
in  a  steady,  controlled  way,  reining  in 
costs  with  low  wages  and  standardiza- 
tion down  to  the  last  crayon — an  ap- 
proach criticized  by  some  educators. 
And  the  company  is  adept  at  buying 
and  developing  profitable  real  estate. 

For  most  operators,  though,  size 


BIG  BUSINESS 
AND  SMALL  KIDS 


Top  providers 

Number  of 
centers 

1988  revenues 

Millions 

KINDER-CARE 
LEARNING  aNTERS 

1,234 

$300.1 

LA  PETITE  ACADEMY 

700 

152.1 

CHILDREN'S  WORLD 
LEARNING  CENTERS 

470 

NA 

GERBER  CHILDREN'S 
CENnRS 

118 

NA 

CHILDREN'S  DISCOVERY 
CENTERS  81 

10.6 

NA= not  available 

DATA:  BW 

seems  to  multiply  the  risks.  La 
Petite  Academy  Inc.,  a  Kansas 
City  (Mo.)  chain,  was  forced  to 
self-insure  and  set  aside  $1  mil- 
lion last  year  when  its  liability 
coverage  was  cut.  Shareholders 
sued,  claiming  that  before  execu- 
tives disclosed  the  cancellation, 
the  father-son  team  running  La 
Petite  sold  a  chunk  of  stock.  To 
settle,  La  Petite  will  pay  share- 
holders $1.8  million.  Now,  it  is 
fighting  a  civil  lawsuit  over  an 
alleged  sexual  assault  on  a  child 
in  Colorado.  The  stock,  once 
above  22,  now  trades  around  9V'2. 

Such  difficulties  are  extreme. 
Insurance  coverage  is  not  the 
problem  it  was  a  few  years  ago,  when 
premiums  were  twice  as  high  as  they 
are  now.  But  just  surviving  is  tough  in 
a  business  where  margins  are  thinner 
than  strained  apple  juice.  To  keep  tu- 
ition affordable  and  still  profit,  many 
centers  pay  minimum  wage,  then 
struggle  with  high  turnover.  Centers 
where  the  owners  teach  can  offer  con- 
tinuity— a  marketing  advantage. 

Given  the  pressures,  expansion  can 
be  risky.  Children's  Discovery  Centers 
had  to  take  a  $6  million  write-down  in 
1987,  after  a  big  acquisition  in  the 
Southwest  soured.  So  disheartened  is 
Gerber  Products  Co.  with  slim  returns 
on  its  19-year-old  chain  that  it  is  clos- 
ing or  selling  underperforming  sites. 

No  doubt,  some  operators  will  make 
money  and  expand  as  the  demand  for 
child  care  grows.  But  they  may  need 
access  to  deep  pockets.  One  source: 
employers  and  industrial-park  develop- 
ers. "Three-year-old  Bright  Horizons 
Children's  Centers  stays  solvent  be- 
cause its  17  worksite  centers  are  thus 
subsidized.  But  Roger  Brown,  who 
heads  the  Cambridge  (Mass.)  company, 
says:  "I  would  urge  entrepreneurs  who 
would  like  to  get  rich  quickly  to  ex- 
plore other  fields." 

By  Joseph  Weber  in  Philadelphia 
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He  also  doesn't  realize  m 
Hewlett-Packard  makes  PCs.  'i 


386  is  a  trademark  of  Intel  Corporation 

©  1989  Hewlett-Packard  Company  CP-PC903 


That's  unfortunate.  Because 
Hewlett-Packard  has  a  line  of 
eight  high-performance  per- 
sonal computers.  PCs  which 
range  from  desktop  and  floor- 
mount  In  tel386 -  based  power- 
houses to  entry-level  8086- 
compatibles.  PCs  which  offer 
you  a  better  way  of  doing 
business. 

Hewlett-Packard  personal 
computers  give  you  plenty  of 
opportunity  for  expansion.  As 


The  HP  Vectra  QS,  20  PC.  One  in 
a  line  of  eight  PCs  from  Hewlett-Packard. 


well  as  plenty  of  options.  At  the 
high  end,  you  can  get  up  to  8 
accessory  slots,  620  Mbytes  of 
hard  disk  storage,  and  16  Mbytes 
of  RAM.  And  on  all  models,  you 
get  a  choice  of  video  solutions 
and  the  flexibility  of  using 
either  5.25"  or  3.5"  disks. 

Beyond  this,  an  investment  in 
Hewlett-Packard  PCs  allows 
you  to  choose  confidently  from 
thousands  of  software  applica- 
tions and  peripherals.  HP's  strict 


adherence  to  industiy  stan- 
dards insures  compatibility. 
Now,  and  into  the  future. 

But  the  most  important  feature, 
the  one  you  won't  get  with  any 
other  personal  computer,  is 
Hewlett-Packard  reliability.  For 
50  years,  HP  has  promised,  and 
delivered,  exceptional  quality 
in  everything  from  calculators 
to  HP  LaserJet  printers. 

Finally,  every  PC  made  by 


Hewlett-Packard  is  backed  by 
an  extensive  network  of  trained, 
authorized  dealers.  For  more 
information  and  the  name  of 
your  nearest  dealer,  call  1-800- 
752-0900.  You'll  soon  realize 
what  an  HP  personal  computer 
can  do  for  you. 

There  is  a  better  way 

Whpl  HEWLETT 
%LnM  PACKARD 
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GRACIOUS 
ACCOMxMODATION 
IS 

INDEED 
ALIVE 
AND  WELL 
IN 

NEW  YORK 
CITY 


A  Inilygrcat  hotel 
in  the  city's  greatest  location 

Fifth  Avenue  and  55th  Street 

The  Peninsula  iNew  York 
Toll  Free: (800) 262-9467 

IhtfTsadinfHotdsofthifWaM 

The  leading  Hotels  of  Tlie  World 
Toll  Free:(800)223-6800 


Preferred  Hotels  Worldwide 
Toll  Free:  (800)323-7500 


StcijjenlKrgcr  Keser\"ati<>n  Scrviee 
iidl  Free:(800)223-5652 
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ocial  Issues 


least  20%  of  their  income  on  child  care. 

According  to  the  Children's  Defense 
Fund,  the  cost  of  full-time  child  care  av- 
erages $3,000  per  year  per  child.  It  can 
be  far  higher.  In  Minneapolis,  infant  day 
care  outside  the  home  ranges  from 
$3,640  to  $7,800,  says  Work-Family  Di- 
rections Inc.,  a  Boston-based  child-care 
consultant.  In  1987,  45%  of  families  with 
children  under  six  years  of  age  earned 
between  $15,000  and  $40,000.  Most  single 
mothers  earn  less  than  $13,000  a  year. 

But  some  people  don't  think  the  quali- 
ty crisis  is  all  that  serious.  The  Census 
Bureau  puts  average  income  for  house- 
holds with  two  full-time  earners  and  pre- 
school kids  at  $48,000.  Doug- 
las J.  Besharov,  a  scholar  at 
the  American  Enterprise  In- 
stitute, says  that  the  ABC  bill 
is  trying  to  create  a  standard 
of  care  that  most  parents  sim- 
ply aren't  willing  to  pay  for. 
"American  families  don't  nec- 
essarily believe  that  child  care 
is  much  more  than  baby-sit- 
ting," he  says. 

Still,  complaints  about  qual- 
ity are  being  heard  on  the  cor- 
porate front,  prompting  some 
employers  to  help.  "We're  not 
doing  this  because  we  are 
good  guys,"  says  Harold  W. 
Burlingame,  a  senior  vice- 
president  at  American  Tele- 
phone &  Telegraph  Co.  On 
May  28,  it  signed  a  contract 
with  its  workers  to  provide  an 
array  of  child-care  benefits. 
"Employees  will  not  be  pro- 
ductive if  they  are  stressed 
because  of  their  children." 

Some  200  corporations  and 
600  hospitals  have  set  up  day- 
care centers  near  or  on  their 
premises.  Genentech  Inc.  opened  one  an 
easy  1.5-mile  jog  from  its  South  San 
Francisco  headquarters  last  year  when  it 
realized  that  its  1,700-employee  work 
force  was  having  babies  at  a  rate  of  one 
a  week  and  that  many  new  mothers  had 
resigned.  The  company  pays  about  half 
the  center's  costs.  Parents  chip  in  $25 
a  day. 

Other  companies  are  trying  to  in- 
crease the  number  of  qualified  day-care 
professionals.  New  York's  Neighbor- 
hood Child  Care  Initiatives  Project,  with 
funding  from  the  American  Express 
Foundation,  has  recruited  and  trained 
400  women  to  be  family  day-care  provid- 
ers. Steelcase  Inc.  in  Grand  Rapids  has 
recruited  some  350  licensed  home-based 
providers  since  1979. 

Such  efforts  are  still  exceptional.  Cor- 
porate day-care  assistance  often  means 
a  contract  with  local  services  that  help 
employees  find  care.  About  50  compa- 


nies provide  employees  with  cash  vouch- 
ers. Another  2,000  allow  workers  to  set 
aside  pretax  dollars  for  child  care. 

Some  people  argue  that  the  piecemeal 
efforts,  though  helpful,  won't  make 
much  of  a  dent  nationally.  What's  need- 
ed, says  Yale's  Zigler,  is  a  major  offen- 
sive to  coordinate  what,  for  parents,  can 
be  a  frustrating  maze  of  day  care,  baby- 
sitters, and  part-time  nursery  schools. 
•EXTENDED  DAYS.'  The  Independence 
(Mo.)  school  system  is  taking  a  step  in 
that  direction.  Since  September,  elemen- 
tary schools  stay  open  12  hours  a  day 
and  year-round  to  take  care  of  latchkey 
children.  Nationally,  nearly  a  half-million 


WHO'S  MINDING  THE  KIDS 


PRIMARY  TYPE  OF  CARE  FOR  8.2  MILLION 
PRESCHOOL  KIDS  WITH  WORKING  MOTHERS 


•  CENTER-BASED  DAY  CARE 

O  NURSERY  OR  PRESCHOOL 

O  MOTHERS  CARE  FOR  CHILD 
WHILE  WORKING 

DATA:  CENSUS  BUREAU 


#  REUTIVES  IN  CHILD'S  HOME 

O  NON-REUTIVES  IN  CHILD'S  HOME 

#  RELATIVES  IN  CAREGIVER'S  HOME 

O  NON-RELATIVE  IN 
CAREGIVER'S  HOME 


such  kids,  ages  5  to  14,  take  care  oi 
themselves  after  school.  Independence 
schools  also  have  all-day  programs  for 
three-  to  five-year-olds.  The  school  sy& 
tern  helps  parents  find  private  home 
care  for  infants  and  toddlers  and  offers 
training  to  workers  tending  them.  Cor 
porate  and  public  subsidies  keep  fees  foi 
preschoolers  at  $45  a  week.  "Most  par- 
ents work  today,  and  we  think  we  are 
providing  a  good  service,"  says  Schools 
Superintendent  Robert  L.  Henley. 

The  school-based  approach  has  its  crit 
ics.  Many  think  schools  aren't  doing 
such  a  great  job  now.  But  such  efforts 
could  raise  the  quality  of  care  for  man} 
children.  Whether  it  is  the  community 
corporation,  or  government  that  ulti 
mately  takes  the  lead,  solving  the  quali 
ty  problem  requires  a  large  infusion  o: 
cash.  Where  children  are  concerned,  re 
lying  on  market  forces  isn't  enough. 
By  Susan  B.  Garland  in  Washingtoi 
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Maybe  it  s  time 
you  kept  an  eye 
on  alltel. 


Our  merger  with  CP  National  takes 
us  much  further  into  non-regulated  areas. 


We're  now  aboard  TVident  sub- 
marines in  our  nation's  ballistic 
missile  fleet,  performing  critical 
functions  in  control  and  noise 
monitoring  systems. 

ALLTEL  joined  the  U.S.  Navy 
as  a  result  of  its  merger  with  CP 
National,  a  California -based 
communications,  energy  and 
manufacturing  company. 

Revenues  now  total  more  than 
$1  billion.  Telephone  service 
reaches  1 . 1  million  customers  in 
25  states.  And  non- regulated 
operations  provide  a  strong  base 


ALLTEL  Corporation 

Twelve  Months  Ended  Dec.  31,  1988 

Assets   $2. 2  billion 

Revenues  and  Sales  $1.1  billion 

Reported 

Net  Income  $125  million 

Earnings  Per  Share  $2.91 

From  Operations* 

Net  Income   $134  million 

Earnings  Per  Share  $3.13 

Dividend  Rate  $1.72 

Average  Common 
Shares  Outstanding  .  .42.3  million 

'Excludes  One-Time  Adjustments 

Ticker  Symbol:  AT  Listed  on  the  New  York 

and  Pacific  Stock  Exchanges 

ALLTEL  Corporation,  100  Executive 
Parkway,  Dept.  B,  Hudson,  OH  44236. 


^UXEL 

CORPORATION 

Excellence  in  Telecommunications 


for  future  earnings  growth. 

We're  busy  in  cellular  mobile 
phones,  wide-area  paging,  long- 
distance service,  equipment 
supply,  air  traffic  control  systems 
and  natural  gas. 

And  with  a  three -year  total 
annual  return  of  29  percent,  we've 
outperformed  S&P,  the  Dow  and 
the  average  return  of  our  peer 
group,  the  industry's  15  largest 
companies.  We've  also  increased 
our  dividend  for  28  years  in  a 
row.  For  a  closer  look,  write  for 
our  annual  report. 
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ADVERTISING! 


SAATCHI  BEATS  A  RETREAT 
BACK  TO  MAD  AVE. 


It  wants  out  of  consulting — but  can  it  find  a  buyer? 


For  Sale:  A  group  of  eight  far-flung 
consulting  companies  offering  ad- 
vice on  everything  from  employee 
compensation  to  jury  selection,  from  real 
estate  strategies  to  computer  systems. 

That's  what  Victor  E.  Millar,  head  of 
Saatchi  &  Saatchi  Consulting  Ltd.,  is  try- 
ing to  peddle  to  anyone  who  will  listen. 
In  a  significant  reversal  of  strategy, 
Saatchi  &  Saatchi  PLC  put  its 
consulting  division  on  the  block 
in  mid-June.  The  announcement 
was  accompanied  by  bad  news: 
After  17  years  of  nonstop 
growth,  Saatchi's  operating  in- 
come in  the  first  half  declined 
41%  from  the  same  period  last 
year,  to  $46.5  million.  Even 
though  Saatchi  expects  the  ad- 
vertising side  of  the  business, 
which  accounted  for  much  of 
the  slump,  to  recover  in  coming 
months,  founding  brothers 
Charles  and  Maurice  Saatchi  de- 
cided it  was  time  to  refocus 
their  attention  and  bail  out  of 
consulting. 

TOP  DOLLAR.  The  pressure  to 
sell  is  heavy.  The  company  is 
strapped  for  cash  but  has  said  it 
intends  to  maintain  its  dividends 
at  last  year's  levels.  That  will 
eat  up  just  about  all  of  the  $48 
million  in  profits  Saatchi  expects  to  have 
left  this  year  after  charges  such  as  in- 
terest, extraordinary  items,  and  taxes. 
So  the  cash  from  an  asset  sale  would 
provide  some  breathing  room. 

But  selling  the  consulting  division 
may  be  difficult.  The  big  accounting 
firms,  financial-services  companies,  and 
other  large  consulting  outfits  may  be 
interested  in  bits  and  pieces.  But  ana- 
lysts and  consulting  executives  say  the 
collection  is  such  a  hodgepodge  that 
they  have  trouble  seeing  it  as  a  rational 
entity  by  itself  or  as  a  good  fit  with  any 
one  purchaser.  For  example,  Saatchi's 
Cleveland  Consulting  Associates  Inc., 
which  specializes  in  manufacturing  and 
transportation,  has  little  in  common  with 
McBer  &  Co.,  a  management  develop- 
ment firm. 

And  Saatchi  is  asking  an  ambitious 
price.  Management  has  told  U.  S.  ana- 


lysts that  it  hopes  to  get  $400  million  to 
$500  million  for  the  group,  but  most  fig- 
ure the  price  will  be  at  the  low  end  of 
that  range.  The  division's  operating  prof- 
its fell  12.5%,  to  $11.9  million,  in  the  first 
half  of  the  fiscal  year,  despite  a  37%'  rise 
in  revenue,  to  $184  million. 

When  Saatchi  &  Saatchi  went  into  con- 
sulting in  1984,  it  seemed  like  a  good 


MIUAR  MAY  HAVE 
SET  HIS  SIGHTS 
TOO  HIGH 
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THE  TWO  SIDES  OF 
SAATCHI  &  SAATCHI 


Ad  agencies 

1988  revenue 

Millions 

SAATCHI  &  SAATCHI 
ADVERTISING  WORLDWIDE 

$488 

BACKER  SPIELVOGEL  BATES 

465 

CAMPBELL  MITHUN  ESTY 

96 

OTHERS 

90 

SUBTOTAL 

$1139 

Consulting  firms 

HAY  GROUP  Human  resources 

160 

GARTNER  GROUP  High-tech  publishing 

50 

PETERSON  &  CO.  Litigation  consulting 

45 

OTHERS 

64 

SUBTOTAL 

$319 

TOTAL 

$1458 

idea.  But  for  a  variety  of  reasons,  that 
just  hasn't  turned  out  be  true.  For  exam-1' 
pie,  synergy  was  one  of  the  basic  ratio- 
nales for  placing  consulting  companies 
under  the  Saatchi  umbrella.  The  theory 
was  that  the  consulting  and  communica 
tions  units  could  send  clients  to  each 
other.  But  it  turned  out  that  client  com- 
panies generally  have  different  people  in 
charge  of  buying  advertising  and  con- 
sulting services,  so  cross-referrals  didn'tf 
produce  much  business.  Only  about  10% 
of  clients  use  both  Saatchi  consulting 
and  communications  companies.  "Con- 
sulting and  communications  are  interre- 
lated, but  they  will  never  become  inter- 
dependent," Terry  Bannister,  Saatchi 
joint  chief  operating  officer,  now  says 
EARNOUT  BURNOUT.  In  addition,  thef' 
strict  financial  controls  and  demanding 
profit  objectives  the  brothers  used  to^ 
build  their  advertising  and  mar- 
keting holding  company  back- 
fired in  consulting,  which  de- 
mands vastly  higher  invest- 
ments in  training  and  research. 

Take  the  Hay  Group  Inc.,  a 
Philadelphia-based  firm  special 
izing  in  human  resources,  which 
the  Saatchis  bought  in  1984.  As 
in  many  of  their  acquisitions, 
the  brothers  bought  Hay  for  an- 
initial  downpayrnent,  with  fu--^ 
ture  payments  to  Hay's  princi-is 
pals  based  on  the  unit's  perfor- 
mance. The  total  purchase  priced 
was  $125  million.  This  so-called 'P 
earnout  system  began  paying  !t 
the  principals  after  they  met  lit 
certain  profit  targets.  But  ac-^' 
cording  to  former  executives,'' 
Saatchi's  high  goals  forced  Hayii 
management  to  cut  costs  and  in-  " 
vestments  too  deeply,  damaging  it 
new-business  efforts.  After  thefis 
earnout  was  completed  in  1987,  Hayf- 
managers  began  staffing  up,  but  Saatchi' 
demanded  a  30%  U.S.  revenue  increase ?j 
for  this  year.  Hay  isn't  meeting  that  tar  it 
get,  and  has  had  to  lay  off  40  people  5ii 
Millar  denies  that  the  earnout  structure  tl: 
had  any  effect  on  Hay's  growth.  m 
Even  companies  that  Saatchi  bough!  S 
outright  felt  the  squeeze.  Last  yearH: 
Saatchi  paid  $90  million  in  cash  foi 
Gartner  Group  Inc.,  a  high-tech  publish  itc 
ing  and  consulting  firm.  Dale  Kutnick,  j'-t 
former  Gartner  executive  who  now'c 
heads  a  competing  firm,  says  he  lefl^ 
because  of  the  pending  change  in  owner  i 
ship.  "Management  sold  the  company  sr, 
based  on  certain  profitability  goals  thai* 
I  thought  were  way  out  of  line,"  exii,. 
plains  Kutnick.  "I  knew  the  situatior  ni 
would  just  get  worse  under  Saatchi." 

The  Saatchis  may  have  simply  sei 
their  sights  too  high.  Together  with  Mil 
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•,  a  30-year  veteran  of  accounting  firm 
tiiur  Andersen  &  Co.  whom  they  hired 
1986,  they  had  planned  to  become  the 
).  1  consulting  company  in  five  years, 
ey  and  Millar  were  especially  interest- 
in  Andersen's  consulting  division,  the 
ider  in  information  consulting.  With 
nual  growth  of  more  than  30%,  infor- 
ition  consulting — the  design  and  setup 
complex  computer  systems — is  one  of 
3  fastest-growing  segments  of  the  in- 
stry.  But  Andersen  spurned  its  for- 
;r  employee's  overtures. 
EAKAWAY.  Saatchi  did  get  something 
*  its  efforts.  Six  top  consultants  left 
idersen  to  start  Information  Consult- 
r  Group,  a  breakaway  firm  backed  by 
atchi  money.  Saatchi  holds  an  option 
buy  100%  of  the  firm  at  a  later  date, 
rhe  October,  1987,  stock  market  crash 
0  put  a  curb  on  Saatchi's  acquisition 
'ee.  Its  American  depositary  shares 
w  trade  at  around  15,  less  than  half 
;ir  precrash  high.  The  depressed  price 


nly  now  is  Saatchi  &  Saatchi 
Worldwide  Advertising 
pulling  out  of  a  prolonged 
new-business  slump 


ant  Saatchi  could  not  finance  big  ac- 
sitions  by  issuing  stock,  hampering 

efforts  to  round  out  its  consulting 
•perties.  The  division  "may  look  like  a 
parate  group,"  says  Millar,  "but 
,t's  because  you're  looking  at  three 
inders  of  an  eight-cylinder  engine." 
Cven  if  the  Saatchis  get  a  good  price 

the  consulting  division,  they'll  have 
ir  work  cut  out  for  them.  First-half 
rating  profits  for  its  communications 
ts — its  ad  agencies  and  public  rela- 
is,  market  research,  and  sales  promo- 
1  firms— plummeted  47%,  to  $34.6  mil- 
!.  Revenues  increased  a  meager  5.5%, 
^516  million — well  below  the  10%  gain 

company  expected,  says  Bannister, 
{annister  blames  most  of  the  decline 
the  steep  costs  of  merging  more  than 
units  into  two  mega-agencies  in  the 
t  two  years.  More  time  was  spent  on 
ninistration  than  on  beating  the  drum 

new  business.  Only  now  is  Saatchi  & 
.tchi  Advertising  Worldwide,  the  sec- 
!-largest  U.  S.  agency,  emerging  from 
mg  new-business  slump. 
V^hen  faced  with  the  decline  in  profits 
i   the  other  troubles  at  the  company, 
:  irles  Saatchi  recently  asked  top  exec- 
i  ''es:  "Why  can't  we  get  back  to  mar- 
'  ing  and  advertisixig?"  He  may  well 
i  ider  why  he  didn't  ask  that  question 

mg  time  ago. 

By  Walecia  Konrad  in  New  York  and 
hard  A.  Melcher  in  London 


It's  up-to-thc-rmnutc  business  news.  Online  and  in  time 
for  you  to  do  something  about  it.  It's  news  about  specific 
companies  and  industries;  the  economy,  stock  markets, 
government — plus  its  implications  for  your  business.  It's  avail- 
able through  Dialcom,  CompuServe,  DIALOG,  DRI,Telemet 
or  direct  to  your  mainframe.  For  a  FREE  brochure  call 
us  toll-free  at  1-800-426-0647.  And  get  the  news. 


SIS 


'From  Database  Magazine 


1989  McGraw-Hill.  Inc. 


Thkecaieof 
business. 


Alli\ 
yi'ui  prcscnl 
Business  Week 
mailinu  lahel 

here 


I     I  I'lii  iiicivini!.  please  ehunsjc  my  address  as  ladi- 
caled  bclov\ 

[    I  Please  extend  niv  Business  Week  subscription  tor 
one  year  at  $39.95  (in  Canada.  CS  54.45) 

I    I  \\\  like  to  become  a  subscriber  lor  one  Near  (51 
issues)  at  $39.95. 

N  jiiie  I  please  print  I 

AJdrcss 


ril\ 


Slale  Zip 
J     1^  Cheek  enclosed  Bill  me  luler 


To  take  care  ot  anv  other  business. call  toll-tree 


1-800-635-1200 

Businessweek 

SUBSCRIBER  SERVICE 


Mail  enure  ad  lu 
Business  Week 
P.O.  Box  421 
Hightstovvn,  NJ  0852(1 


'  zTING 


BUSINESS  WEEK/JULY  10,  1989  71 


li 


■nance 


INVESTIGATIONS! 


CLEANING  HOUSE 
AT  HUD— AND  THEH  SOME 


In  the  midst  of  an  ever-widening  scandal,  Kemp  sees  a  chance  to  reinvent  privatization 


lousing  &  Urban  Development 
Dept.  has  no  foreign  policy  role. 
I  So  why  did  it  need  a  Kremlinolo- 
gist?  Because  Secretary  Samuel  R. 
Pierce  Jr.  loved  to  spend  time  in  Moscow 
and  felt  he  needed  a  Soviet  trade  advis- 
er. His  choice  was  former  English  pro- 
fessor June  Q.  Koch,  a  Reagan  cam- 
paign aide  who  had  no  experience  in 
either  housing  or  Soviet  affairs  when 
she  joined  HUD  in  1981. 

By  the  time  Koch  resigned  as  Assis- 
tant HUD  Secretary  in  1987,  she  had 
learned  enough  to  parlay  her  newfound 
specialty  into  a  career.  She  set  up  shop 
as  a  trade  consultant,  attracting  such 
big  clients  as  Brown  &  Root,  Hewlett- 
Packard — and  Hi;i).  On  one  trip  to  the 
Soviet  Union,  she  represented  HUD  while 
back  home  her  firm  promoted  itself  as 
the  U.  S.  agent  for  the  Soviet  Chamber 
of  Commerce.  Because  she  simulta- 
neously claimed  HUD,  corporations,  and 


the  Soviets  as  clients,  Representative 
Tom  Lantos  (D-Calif.)  calls  Koch's  activi- 
ties "the  ultimate  hat-trick."  Lantos 
wants  the  Justice  Dept.  to  investigate. 
Koch,  56,  denies  any  wrongdoing,  calling 
the  probe  a  "complete  railroad  job." 

Koch's  career-building  was  just  a 
small  example  of  the  strange  goings-on 
at  HUD  under  Pierce.  While  the  man  Rea- 
ganites  dubbed  "Silent  Sam"  indulged 
his  curiosity  about  the  Soviet  Union,  his 
agency  crumbled.  Political  cronyism,  in- 
competence, and  outright  thievery  ran 
rampant.  Investigators  believe  losses — 
from  mismanagement  of  mortgage  in- 
surance programs,  influence-peddling  in 
housing  rehabs,  and  bungled  foreclo- 
sures— could  hit  $3  billion  to  $4  billion. 

Much  more  than  a  waste  of  taxpayer's 
money  is  involved.  HUD  was  in  the  van- 
guard of  the  Reagan  Revolution.  By 
shifting  federal  responsibilities  to  pri- 
vate hands,  the  Reaganites  promised  to 


save  taxpayers  a  bundle  and  break  thej 
"Washington  buddy  system"  that  Ids' 
billions  through  "waste,  fraud,  andjf. 
abuse."  Reagan's  hud  slashed  regula-<i: 
tion,  decimated  its  staff,  and  turned  al-|: 
most  $20  billion  in  housing  aid  over  toll- 
the  private  sector. 

NEW  NEW  WAVE.  Now,  HUD  has  a  whirl 
wind  of  a  new  boss,  Jack  F.  Kemp,  who,.; 
wants  to  be  the  guru  of  a  new  wave  of" 
free-market  housing  initiatives  (page  74) 
He  has,  unfortunately,  very  little  cash 
and  his  people  will  be  preoccupied  trying; 
to  salvage  a  few  extra  cents  on  the  dol 
lar  from  the  scores  of  deals  gone  sour. 

Kemp  sees  the  scandal  as  a  bit  of  £ 
blessing.  While  Congress  hails  his  agjr- 
gressive  cleanup  efforts,  he's  using  th( 
furor  to  help  the  Bush  Administratioi 
ditch  some  unwanted  HUD  programs 
"It's  typical  of  Kemp  to  look  at  an} 
problem  as  an  opportunity,"  Kemp  say: 
of  himself.  At  the  top  of  his  hit  list  ar( 
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absidies  for  construction  of  hospitals 
rid  nursing  homes.  But  the  Secretary 
ill  find  it  tough  to  persuade  Congress 
)  give  him  carte  blanche  to  design  new 
rograms  that  rely  on  private  business. 
Already,  Democrats  worry  that  Kemp 
ill  use  the  scandal  as  an  excuse  to 
tch  the  few  remaining  traditional  fed- 
•al  housing  programs.  His  job  is  made 
;en  tougher  because  the  members  of 
le  House  and  Senate  Banking  Commit- 
es,  who  must  sign  off  on  his  plans,  are 
le  very  lawmakers  who  are  hip-deep  in 
dvaging  the  savings  and  loan  industry, 
nly  a  few  years  ago.  Administration 
■ficials  told  Congress  that  $5  billion  or 
>  was  needed  to  bail  out  the  thrifts, 
ow,  the  experts  put  the  cleanup  at 
iOO  billion.  HUD  losses  are  unlikely  to 
tal  much  more  than  1%  of  that,  but 
ingress  is  justifiably  skittish  when  it's 
Id  the  problem  is  under  control. 
Indeed,  the  scandal  seems  endless, 
ere's  what  investigators  are  finding: 
Coinsurance  fraud.  In  1983,  HUD  began 
reduce  federal  liability  for  bad  mort- 
iges.  It  encouraged  private  lenders  to 
ck  up  a  small  share  of  the  cost  of 
■faults  on  loans  to  developers  to  refur- 
3h  moderately  priced  housing.  In  re- 
rn  for  unusually  large  fees,  the  lender 
id  to  insure  20%  of  the  loan;  the  FHA 
vered  the  rest.  HUD's  Government  Na- 
)nal  Mortgage  Assn.  packaged  the 
ms  for  sale  to  the  public,  but  hud 
ficials  didn't  watch  the  lenders  closely, 
ley  now  estimate  that  more  than  $900 
illion  of  the  program's  $8  billion  port- 
lio  is  in  default  and  fear  an  additional 
billion  may  go  sour.  (This  is  separate 
om  Ginnie  Mae's  main  mortgage- 
cked  securities  program,  which  has 
oled  some  $300  billion  of  insured  sin- 
s-family loans.)  hud  has  been  getting 
<t  on  the  dollar  in  settlements  but 
pes  improved  procedures  will  let  it  col- 
it  50$. 

Cleaning  up  this  program  is  "where 
J  can  save  the  most  money  the  fast- 
t,"  says  C.  Austin  Fitts,  a  former  junk- 
nd  whiz  at  Dillon  Read  &  Co.  brought 
to  head  hud's  housing  programs.  She 
s  dropped  three  lenders  from  the  coin- 
rance  program,  suspended  three  oth- 
3,  and  has  three  more  under  scrutiny, 
le  program  has  been  closed  to  new 
iders  until  they  can  be  screened,  hud 
ys  two-thirds  of  the  defaults  so  far 
;re  in  the  portfolio  of  a  Rockville  (Md.) 
m,  DRG  Inc.,  which  coinsured  more 
m  $600  million  in  bad  paper. 
Mortgage  insurance  fraud.  HUD's  Fed- 
il  Housing  Administration,  which  in- 
res  $245  billion  in  mortgages,  lost  $2 
lion  in  1988  on  the  sale  of  foreclosed 
Dperties,  many  in  the  economically  de- 
sssed  Southwest.  But  hud's  inspector 
neral  believes  up  to  $500  million  of  the 
;ses  could  be  due  to  fraud. 
'  While  there  have  been  340  convictions 
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SECRETARY  KEMP:  THE  SCANDALS  MAY  ENABLE 
HIM  TO  DUMP  UNWANTED  HUD  PROGRAMS 


for  defrauding  the  fund  in  the  past  four 
years,  the  scams  continued.  The  most 
widespread  was  "equity  skimming." 
Speculators  moved  into  a  depressed 
housing  market  and  promised  to  take 
over  HUD-insured  mortgages  from  home- 
owners in  trouble.  The  speculator  then 
rented  out  the  home  but  never  made 
mortgage  payments.  Loan  servicing  was 
so  lax  that  it  was  often  18  months  be- 
fore the  lenders  and  HUD  discovered  the 


HUD's  inspector  general  says 
up  to  $500  million  in 
mortgage  insurance  losses 
could  be  the  result  of  fraud 


scam.  By  the  time  the  lender  foreclosed, 
the  speculator  would  simply  walk  away, 
leaving  HUD  to  make  good  on  the  loan. 

HUD  was  also  victimized  by  lenders 
that  faked  mortgage  applications  in  or- 
der to  get  approval  for  fha  loans  and 
earn  fees.  The  lenders  would  prepare 
phony  documents  that  purported  to 
show  that  borrowers  had  sufficient 
funds  to  make  downpayments  while  doc- 
toring credit  documents  to  downplay 
borrowers'  debts.  Homes  were  overap- 
praised  so  that  hud  insured  loans  for 


'ROBIN  HUD':  MARYLAND  AGENT  HARRELL 
HAS  ADMITTED  STEALING  $5.5  MILLION 


tens  of  thousands  of  dollars  more  than 
the  property  was  worth.  Late  in  the  Rea- 
gan years,  HUD  was  able  to  double  its 
monitoring  force.  But  that  only  brought 
the  staff  to  40. 

Between  1983  and  1987,  fha  foreclo- 
sures jumped  from  20,000  to  80,000.  In 
1988,  HUD's  Denver  regional  office  alone 
sold  off  12,000  properties.  The  average 
sale  price  was  $42,000 — and  the  average 
loss  a  huge  $34,000.  "The  mandate  was 
sell,  sell,  sell,"  says  Isaiah  Kelly  Jr.,  act- 
ing regional  administrator. 

Nationwide,  properties  were  being 
sold  off  for  an  average  25$  on  the  dollar. 
In  1988,  hud's  inspector  general  re- 
viewed 30  foreclosures  in  Chicago  and 
determined  that  the  fha's  average  list 
price  was  nearly  40%  below  the  ap- 
praised value.  HUD  officials  say  they 
don't  know  if  agency-authorized  brokers 
acted  in  concert  with  local  speculators  to 
lowball  listing  prices.  Today,  hud  has 
stopped  telling  its  staffers  to  sell  at  any 
price.  Says  Kelly:  "The  mandate  now  is 
sell,  but  get  as  much  as  you  can.  I  don't 
want  to  be  known  as  the  guy  who 
dumps  the  properties  no  matter  what." 

■  Escrow  agent  fraud.  HUD  escrow 
agents,  for  a  small  fee,  are  supposed  to 
handle  the  sale  of  defaulted  homes.  But 
some  discovered  that  if  they  didn't  for- 
ward the  sale  proceeds  to  HUD,  no  one 
noticed.  About  a  dozen  agents  are  under 
criminal  investigation  in  the  disappear- 
ance of  what  HUD  officials  fear  could  be 
$100  million.  Maryland  agent  Marilyn 
Harrell,  called  Robin  HUD  by  probers, 
has  admitted  siphoning  off  $5.5  million. 
She  says  she  gave  the  money  to  the 
poor. 

■  Political  favoritism.  A  $225  million-a- 
year  housing  rehabilitation  program  is 
supposed  to  help  local  housing  authori- 
ties purchase  and  then  renovate  build- 
ings as  low-income  rentals.  Instead  of 
awarding  grants  to  local  housing  offi- 
cials on  the  basis  of  need,  former  HUD 
officials  and  political  operatives  teamed 
up  with  developers  to  devise  their  own 
projects.  Local  housing  authorities  were 
only  brought  in  at  the  last  minute  to  put 
their  stamp  on  the  deals. 

The  projects  would  get  the  0.  K.  from 
Pierce's  34-year-old  executive  assistant, 
Deborah  Gore  Dean,  who  cleared  all  ap- 
plications. Then  the  consultants  would 
reap  huge  fees  paid  out  of  the  project's 
funding.  Former  Interior  Secretary 
James  G.  Watt  has  testified  that  he 
earned  $300,000  for  making  a  few  phone 
calls  to  win  approval  for  a  project  near 
Baltimore.  Partners  in  Black,  Manafort, 
Stone  &  Kelly — a  hot  political  consulting 
firm  that  worked  on  the  Presidential 
campaigns  of  Reagan,  President  Bush, 
and  Kemp — earned  $326,000  for  helping 
win  a  Seabrook  (N.J.)  project  that  local 
officials  did  not  want. 

Officials  have  given  regional  offices 
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until  June  30  to  get  their  books  in  order 
so  Congress  can  be  told  just  how  much 
money  is  involved.  Kemp  has  formed 
several  task  forces  to  keep  abreast  of 
the  scandal.  "We  have  taken  some  dra- 
matic steps  not  only  to  clean  up  but  to 
reorganize  HUD  from  stem  to  stern," 
says  Kemp.  Meanwhile,  Attorney  Gener- 
al Richard  L.  Thornburgh  has  ordered 
U.  S.  attorneys  to  accelerate  prosecu- 
tions involving  HUD  programs. 
Like  the  S&L  crisis,  the  HUD  scandal 


has  its  roots  in  the  oil-patch  recession 
that  wrecked  the  Southwest's  economy. 
Thousands  of  honest  borrowers  walked 
away  from  loans  they  could  not  pay.  The 
problem  was  made  worse  because  HUD 
allowed  high-rolling  lenders,  fly-by-night 
developers,  and  corrupt  appraisers  to 
take  advantage  of  the  troubles. 

hud's  new  staff  is  a  practical-minded 
bunch,  less  given  to  grand  schemes  and 
ideological  purity  than  their  predeces- 
sors. And  Kemp  himself  is  far  more  in- 


volved in  the  doings  of  his  agency  than 
was  Pierce.  Kemp  is  at  pains  to  say  that 
old-fashioned  mismanagement,  not  a 
fundamental  flaw  in  privatization,  was 
behind  the  mess  at  HUD.  But  if  the  scan- 
dals have  done  little  to  shake  Kemp's 
faith  in  privatization,  they  have  done 
even  less  to  convince  Congress  that  the 
idea  deserves  to  be  expanded. 

By  Howard  Gleckman,  Paula  Dwyer, 
and  Douglas  Harbrecht  in  Washington, 
with  Randy  Welch  in  Denver 


HOUSING  I 


AND  THE  LATEST 

GREAT  HOUSING  HOPE  IS . . . 


Public-private  partnerships  are  promising,  but  not  a  cure-ail 


ONE  SUCCESS  S'ORY:  CHICAGO'S  BICKERDIKE  HOMES  USED  BOTH  FEDERAL  AND  PRIVATE  MONEY 


For  three  decades,  the  federal  gov- 
ernment has  spent  billions  of  dol- 
lars in  an  ill-starred  effort  to  house 
the  poor.  Great  Society  programs  led  to 
construction  of  massive  inner-city  hous- 
ing projects  that  became  seedy  pockets 
of  crime,  drugs,  and  despair.  The  Rea- 
gan Revolution  took  a  different  ap- 
proach, slashing  federal  budget  author- 
ity for  housing  aid  from  a  high  of  $31.5 
billion  in  1978  to  about  $9  billion  in  the 
current  fiscal  year  (chart),  hoping  that 
the  private  sector  would  pick  up  the 
slack.  But  the  present  mess  is  distinctly 
a  product  of  lack  of  money  and  attention 
under  the  Reaganites. 

Policymakers  view  the  widening  scan- 
dal at  the  Housing  &  Urban  Develop- 
ment Dept.  as  an  opportunity  to  set 
things  right.  It's  "like  a  forest  burning 


dovm,  paving  the  way  for  fresh,  new 
growth,"  says  David  0.  Maxwell,  chair- 
man of  the  private  Federal  National 
Mortgage  Assn.  Already,  a  political  con- 
sensus on  the  new  shape  of  federal 
housing  policy  is  emerging.  Handcuffed 
by  the  budget  deficit.  Congress  and  the 
Bush  Administration  know  that  the  lav- 
ish spending  programs  of  the  past  are 
gone  forever. 

The  great  new  hope  is  public-private 
partnerships,  an  incantation  that  hud 
Secretary  Jack  F.  Kemp  and  legislators 
increasingly  hope  will  cause  shiny  new 
housing  to  materialize  in  their  swamp  of 
slums  and  red  ink.  Washington  provides 
a  dollop  of  seed  money,  and  the  private 
sector  and  local  governments  leverage  it 
to  finance  housing  for  the  poor.  "This  is 
a  crazy,  improvisational  quilt,  but  it's 


promising  enough  to  build  on  as  a  na 
tional  strategy,"  says  Paul  S.  Grogan,  j-" 
president  of  the  New  York-based  Local 
Initiatives  Support  Corp. 

The  rethinking  of  housing  policy  is  oc- 
curring at  a  critical  time.  The  elimin^,tion 
of  tax  incentives  for  investors  and  the 
changing  economics  of  the  real  estate 
markets  have  caused  inexpensive  rental 
units  to  vanish.  From  1973  to  1983,  4.5 
million  units  were  either  demolished  or 
converted  to  more  upscale  uses,  while 
only  a  little  more  than  1  million  new 
units  were  built,  both  private  and  subsi- 
dized. At  the  same  time,  renters  are 
finding  it  increasingly  difficult  to  pay 
for  the  apartments  that  remain.  In  con- 
stant 1986  dollars,  the  median  income  ofjo 
renters  dropped  from  $18,000  in  1972  to 
$15,300  in  1986.  At  the  same  time,  infla- 
tion-adjusted rents  have  risen  in  all  ar- 
eas of  the  country  except  the  Midwest. 
About  60%  of  the  poor  now  spend  more 
than  half  their  income  on  housing. 
IRA  FUNDING.  Congress  and  the  Adminis- 
tration are  trying  to  figure  out  how  to 
attack  this  problem  without  draining  the((* 
Treasury.  Senators  Alan  Cranston  (D- 
Calif.)  and  Alfonse  M.  D'Amato  (R-N.  Y.) 
have  introduced  a  $4.1  billion  package.  It|! 
would  make  hud  the  clearinghouse  for 
funneling  money  to  states  and  localities 
for  public-private  housing  partnerships. 
To  gain  middle-class  support,  the  bill  ii 
also  would  allow  first-time  homebuyers  u; 
to  use  money  stashed  in  tax-deferred  in- 
dividual retirement  accounts  to  makellti 
their  downpayments.  It  would  raise  the 
ceiling  on  mortgages  insured  by  the  Fed- 
eral Housing  Administration  as  high  asjcii 
$200,000,  about  double  current  levels. 

Kemp,  who  is  trying  to  persuade  Pres- 
ident Bush  to  unveil  a  new  Administra- 
tion housing  program  during  July,  backs  lie 
the  thrust  of  the  legislation.  He  favors  a 
raising  the  ceiling  on  FHA-insured  mort-o, 
gages,  although  not  as  high  as  the  Cran- 
ston-D'Amato  proposal  would.  Kemp 
also  wants  to  integrate  rent  assistance|oiii! 
with  other  social  programs,  such  as  driv- 
ing drugs  from  neighborhoods  and  im- 
proving health  care.  That  might  mean, 
for  example,  requiring  developers  of 
housing  for  the  elderly  to  provide  long- 
term  care  as  well. 
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But  Kemp  wants  to  rely  mainly  on 
irket  forces  by  emphasizing  tax  cred- 
for  private  developers,  vouchers  that 
'e  the  poor  a  greater  choice  of  hous- 
and  selling  public  housing  units  to 
'ir  tenants.  The  scandals  swirling 
)und  his  agency  haven't  shaken  his 
ief  that  the  private  sector  can  do  a 
;ter  job  than  government — though  he 
uldn't  emulate  the  Reagan  Adminis- 
tion's  laissez-faire  approach, 
rivatization  without  account- 
ility  isn't  privatization,"  he 
7S.  "It's  just  government  gone 
•serk." 

But  Kemp's  approach  faces 
rdles  even  within  the  Adminis- 
tion.  To  date,  he  hasn't  per- 
ided  Budget  Director  Richard 
Darman,  White  House  Chief 
Staff  John  H.  Sununu,  or 
!asury  Secretary  Nicholas  F. 
idy  to  go  along  with  his  hous- 
blueprint.  Although  it  is  ex- 
idingly  modest— Kemp  esti- 
tes  that  his  ideas  would  cost 
y  a  few  billion  over  three  or 
r  years — opponents  balk  at 
:h  proposals  as  an  expanded 
credit  for  investors  in  low- 
ome  housing  and  big  tax 
aks  for  enterprise  zones. 
SIC  BLEND.  Based  on  scattered 
ience  from  around  the  coun- 
,  public-private  partnerships — 
linchpin  of  Congress'  and 
mp's  strategy — can  be  of 
le  help  in  lifting  neighbor- 
ds  out  of  the  ashes.  The  six- 
r-old  Boston  Housing  Part- 
ship  Inc.  has  rehabilitated 
)0  units — relying  on  the  feder- 
^overnment  only  for  tax  cred- 
The  BHP,  whose  board  mem- 
s  are  chief  executives  of 
!or  local  banks,  uses  a  blend 
financing  that  includes  funds 
Ti  the  city  and  state,  private 
nts,  and  investors.  About  a 
usand  of  the  units  were  in 
dings  whose  owners  had  de- 
Ited  on  HUD  loans.  "It's  pretty  shock- 
when  there  is  so  little  federal  sup- 
t  that  the  state  has  to  use  its 
lious  dollars  to  rehabilitate  existing 
sral  projects,"  complains  Democratic 
ernor  Michael  S.  Dukakis,  a  big 
ster  of  the  partnership  approach, 
ickerdike  Redevelopment,  a  nonprof- 
;ommunity-based  organization  in  Chi- 
0,  relies  more  heavily  on  federal  lar- 
36.  It  started  seeking  federal  and 
ate  aid  to  renovate  and  build  low- 
ime  townhouses  in  Chicago's  Hum- 
It  Park  neighborhood  in  1981.  Bicker- 
'.  sold  tax-exempt  bonds  through  the 
,  FHA  mortgage  insurance,  and  hud 
iidies  that  pay  rent  in  excess  of  30% 
I  tenant's  income.  Then  it  signed  up 
e  private  developers  who  raised  $1.6 


million  in  equity.  Today,  its  first  project 
boasts  140  town  houses  with  a  waiting 
list  of  hundreds  of  hopeful  tenants.  The 
well-tended  lawns  and  flower  gardens 
provide  a  sharp  contrast  with  the  graffi- 
ti-covered buildings  nearby. 

But  not  even  the  most  gung-ho  advo- 
cates of  public-private  partnerships  be- 
lieve that  these  efforts  will  solve  the 
nation's  housing  woes.  Consider  New 
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DATA:  NEIGHBORHOOD  REINVESTMENT  CORP. 


York's  Community  Preservation  Corp., 
one  of  the  oldest  and  best  examples. 
Since  1974,  the  organization  has  renovat- 
ed 23,000  units,  and  by  targeting  its 
work,  it  has  helped  prevent  the  deterio- 
ration of  individual  neighborhoods.  The 
CPC  draws  from  more  than  $500  million 
in  credit  facilities  provided  by  its  back- 
ers, which  include  39  banks  and  insur- 


Trivatization  without 
accountability  isn't 
privatization.  It's  just 
government  gone  berserk' 


ance  companies,  as  well  as  two  city  pen- 
sion funds.  The  nonprofit  company  also 
runs  interference  with  the  city  bureau- 
cracy for  the  small  developers  it  works 
with.  "[We're]  the  little  guy's  James 
Watt,"  jokes  CPC  President  Michael  D. 
Lappin. 

Lappin  has  no  illusions  about  his  abili- 
ty to  make  a  difference  in  the  grand 
scheme  of  things,  however.  CPC  has  ren- 
ovated only  1%  of  the  city's  hous- 
ing stock.  "No  one  is  foolish 
enough  to  think  this  is  the  whole 
answer,"  he  says,  "but  it  is  a 
piece  of  it."  Other  experts  are 
less  sanguine.  "Public-private 
partnerships  are  marvelously  im- 
portant for  the  morale  of  the  peo- 
ple involved,"  comments  Rutgers 
University  housing  expert 
George  Sternlieb,  "but  we  cannot 
do  without  federal  muscle." 
SCRAP  HEAP.  Indeed,  the  public- 
private  partnerships  create  only 
25,000  new  low-income  rental 
units  a  year,  according  to  the  En- 
terprise Foundation,  a  Baltimore- 
based  nonprofit  organization 
founded  by  developer  James  W. 
Rouse.  That  pales  beside  the 
150,000  units  scrapped  annually 
and  the  300,000  new  units  created 
each  year  in  the  late  1970s  at  the 
height  of  hud's  subsidies. 

The  partnership  craze  can't 
hide  one  critical  fact:  Housing 
costs  money — lots  of  it.  And  in 
light  of  the  HUD  scandal,  it's  un- 
derstandable that  Congress  may 
be  reluctant  to  give  Kemp  still 
more  money  for  the  agency.  Just 
about  every  major  program  over 
the  past  few  decades  has  ended 
in  a  shambles,  raising  the  ques- 
tion of  whether  disaster  is  en- 
demic to  U.  S.  housing  policy. 

But  as  the  number  of  homeless 
Americans  grows  and  the  avail- 
ability of  affordable  housing  de- 
clines, the  government  has  little 
choice  but  to  try  again.  Public- 


private  partnerships  may  be  a  start,  but 
its  advocates  should  be  careful  about 
claiming  that  they  are  the  ultimate  solu- 
tion. "There's  a  conviction  among  many 
that  there's  some  magic  bullet  we've 
missed  in  the  last  50  years  with  which 
we  could  solve  the  problem  without 
spending  any  money,"  says  Barry  Zigas, 
president  of  the  National  Low  Income 
Housing  Coalition.  "It's  a  noble  quest, 
but  it's  in  vain."  America  has  tried  to 
solve  its  housing  woes  for  decades  writh 
mixed  success.  For  HUD  to  move  ahead 
now,  it  needs  the  right  formula  of  cash, 
creativity — and  commitment. 

By  Catherine  Yang  in  Washington,  with 
Leah  J.  Nathans  in  New  York,  Robert  B. 
Duffy  in  Boston,  and  Lois  Therrien  in 
Chicago 
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A  MACHINE  THAT  CAN  MAKE 

A  calm  day  on  a  gentle  stream. 
^  Tb  enjoy  tfie  freedom  of  living  your  dreams, 
count  on  The  Xerox  Financial  Machine. 

With  prudent  mutual  fiinds  and  insured  unit 
trusts  from  Van  Kampen  Merritt.  The  ability  to 
protect  your  assets  with  insurance  for  auto,  home 
and  business  from  Crum  and  Forster.  Life  insur- 
ance and  annuities  to  make  your  retirement  more 
secure  from  Xerox  Life.  Investment  banking 
and  pension  fund  management  and  administra- 
tion from  Furman  Selz.  And  the  ability  to  lease 


YOUR  GOLDEN  YEARS  SHINE. 

anything  from  a  fleet  of  fishing  vessels  to  a 
Xerox  copier  from  Xerox  Credit  Corporation. 

They're  all  part  of  Xerox  Financial  Services;  a 
diversified  group  of  financial  companies  with  a 
singular  standard  of  excellence.  All  geared  to 
help  make  your  future  look  bright . 

So  you  can  have  your  day  in  the  sun. 

To  find  out  how  you  can  put  the  power  of 
The  Xerox  Financial  Machine  to  work  for  you, 
write  Xerox  Financial  Services,  P.O.  Box  5000, 
Norwalk,CT  06856.  v  . 


®  1989  XEROX  COki-OR.^,  .O^ 
XEROX*  and  THE  RNANCIAL  MACHINH 
are  marks  of  XEROX  CORPOR  ^  HO'* 
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INVESTORS  ARE  DEYEIDPING 
A  TASTE  FOR  THIS  POISON 


Takeover-wary  bond  buyers  demand  'poison  put'  insurance 


etropolitan  Life  Insurance  Co. 
found  out  the  hard  way  that  it 
lacked  basic  coverage  itself — 
against  the  damage  a  takeover  can  do  to 
its  bond  portfolio.  Its  $340  million  in  A- 
rated  RJR  Nabisco  Inc.  bonds  looked 
good  until  RJR  took  on  huge  debt  to  fi- 
nance history's  largest  leveraged 
buyout.  Its  bonds  dropped  to  junk-level 
BB,  dealing  Metropolitan  Life  a  paper 
loss  of  $40  million.  Suing  RJR  for  reim- 
bursement, Met  Life  argued  that  there 


Some  issuers  don't  have  to  be  pushed. 
Grumman  Corp.,  troubled  by  defense 
cutbacks,  anticipated  a  tough  time  in 
January  selling  a  $200-million  issue.  "We 
needed  working  capital,  and  after  R,JR, 
there  was  hysteria  in  the  bond  market," 
says  William  Wachino  Jr.,  Grumman's 
chief  financial  officer.  So  the  aerospace 
company  added  a  poison  put,  and  "the 
sale  went  well." 

Because  they  ease  buyers'  fears,  poi- 
son puts  lower  costs  for  issuers.  "You 


MORE  BONDS  GET  PROTECTION 


...  AND  HERE'S  HOW  IT  WORKS 


10- 


00 


VALUE  OF 
BONDS  ISSUED 


NUMBER  OF 
CORPORATE  ISSUES 


23 


14 


52 


50 


•86  '87 
▲  BILLIONS  or  DOLURS 


-THROUGH  JUNE  6 


Company 

Issue  date 

Amount 
of  issue 

Millions 

Bondholder  gets 
principal  back  if . . . 

BECTON,  DICKINSON 

3/13/89 

$100 

20%  of  stock  bought 
and  ratings  downgrade 

FEDERAl  EXPRESS 

4/18/89 

100 

30%  of  stock  bought 
and  ratings  downgrade 

lONG  ISLAND 
LIGHTING 

4/10/89 

375 

Acquired  by  government 
body 

RJR  NABISCO 

5/12/89 

4,110 

KKR's  stoke  reduced  to 
less  than  40% 

VONS  COMPANIES 

4/25/89 

100 

50%  of  stock  bought 
and  ratings  downgrade 

DATA:  SECURITIES  DATA  CORP. 


was  an  "implied  covenant"  against  such 
harm  to  bondholders.  But  on  May  31,  a 
federal  judge  rebuffed  it,,  saying  any 
covenant  would  have  to  be  in  writing. 

And,  vows  Chief  Executive  John  J. 
Creedon,  from  now  on,  that's  just  what 
the  Met  will  demand  before  it  buys  a 
nickel's  worth  of  new  corporate  bonds. 
It's  not  an  idle  threat.  Since  the  RJR  debt 
debacle,  more  and  more  bond  buyers  are 
getting  issuers  to  include  these  safe- 
guards. From  January  through  early 
June,  according  to  Securities  Data  Co.,  a 
market  analysis  firm,  50  issues  worth 
$14  billion  contained  such  protection — 
almost  as  many  issues  as  for  all  of  1988, 
and  more  in  dollar  terms  (chart). 
'THERE  WAS  HYSTERIA.'  Known  on  Wall 
Street  as  "event-risk  language"  or  "poi- 
son puts,"  the  covenants  allow  investors 
to  get  back  their  principal,  and  some- 
times a  few  points  more.  They  usually 
kick  in  if  a  large  chunk  of  a  company's 
stock  is  bought  by  one  buyer — perhaps  a 
raider — and  the  bonds  are  downgraded. 


give  the  potential  bond  buyer  some  form 
of  insurance,  and  he's  willing  to  give  up 
a  little  in  rate,"  says  an  official  with 
Caterpillar  Inc.,  the  heavy-equipment 
maker.  A  company  may  save  one-third 
of  a  point  in  annual  interest. 

Poison-put  vogue  has  extended  to 
Standard  &  Poor's  Corp.  In  mid-July,  it 
plans  to  start  grading  the  protection  of- 
fered in  individual  covenants  on  a  l-to-4 
scale.  Moody's  Investors  Service  says  it 
takes  the  puts  into  account  when  setting 
overall  company  ratings.  Until  recently, 
puts  were  seen  mainly  in  private  place- 
ments from  less  creditworthy  companies 


'You  give  the  potential 
bond  buyer  some  form  of 
insurance,  and  he's  willing  to 
give  up  a  little  in  rate' 


or  in  public  junk  bonds.  RJR,  with  its 
new  cellar-dwelling  rating,  added  a  pul 
to  its  recent  $6.1  billion  junk  offering 
The  covenant  takes  effect  if  owner  Kohl 
berg  Kravis  Roberts  &  Co.  loses  control 
Lately,  however,  puts  are  also  popping' 
up  on  high-rated  paper  from  such  issu 
ers  as  Becton,  Dickinson  &  Co.  (table). 
RAIDER  REPELLENT.  What's  more,  cove 
nant  wording  is  much  stricter  nowadays 
Gone  is  the  requirement  that  a  takeovei 
must  be  judged  "hostile"  by  the  board  o] 
directors  to  trigger  a  put.  The  troublt 
with  this:  At  the  end  of  a  losing  take 
over  fight,  battered  and  bleeding  boards 
usually  pronounce  the  buyout  friendly. 

On  the  other  hand,  a  good  poison-pu 
issue  may  keep  things  from  reaching 
that  pass.  They're  designed  in  part  as  i 
raider  repellent,  albeit  an  untested  one 
Clearly,  they  make  buyouts  costlier  be 
cause  a  raider  must  pay  off  both  stock 
holders  and  bondholders.  The  flaw 
though,  is  that  many  takeover  targefc 
have  relatively  littk 
debt,  so  paying  of: 
bondholders  wouldn' 
be  much  of  a  hardship. 

The  downside  for  is 
suers  is  that  the  cove 
nants  limit  their  flexibil 
ity  to  restructure.  Somfj 
blue-chippers,  such  a: 
Eastman  Kodak  Co. 
want  nothing  to  do  vnt\ 
them,  thank  you.  An( 
that  leaves  underwrit 
ers  in  the  crossfire, 
know  corporations  tha 
oppose  them  adamantl 
and  state  pension  fund; 
that  won't  buy  issue; 
without  them,"  say 
Charles  P.  Drakos,  a  Salomon  Brother; 
Inc.  managing  director. 
PARTIAL  POISON.  As  a  compromise,  Beai 
Stearns  &  Co.  last  month  unveiled  a  nev 
note  that  pegs  the  yield  to  the  credi 
rating.  The  first  volunteer  for  the  ex 
periment  is  Enron  Corp.,  a  Houston  nal 
ural-gas  company  whose  bonds  are  rate^ 
just  above  investment  grade  at  BBB-.  I. 
it's  downgraded  only  one  notch,  the  9.5' 
coupon  jumps  to  12%.  If  the  grade  i 
moved  up  to  A-,  the  rate  eases  to  9.49'<r' 
"Bondholders  will  know  what's  dovra  th' 
road,"  says  John  Steinhardt,  a  Bea"' 
Stearns  senior  managing  director.  K 

It's  an  open  question  whether 
automatic  rate  sweetener  will  prov 
more  popular  than  the  money-back  guain; 
antee.  But  there  is  little  doubt  that 
corporate  issuers  aren't  to  wear  ou 
their  welcome  in  the  bond  market 
they'll  have  to  offer  some  shield  fror 
the  "event  risk"  they  increasingly  carrj;^ 

By  Larry  Light  in  New  York,  with  b, 
reau  reports 
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Just  Afbw  Of  The  Peripherals 
Altos  Computers  Work  Well  With. 


No  matter  what  tools  you  use  to  perform  your  job,  there's 
n  Altos  computer  to  help  you  get  more  out  of  them. 
Altos  multi-user  computer  systems  are  based  on  Intel's* 
owerful  386™  microprocessor.  They  integrate  industry 
iandard  UNK'and  MS-DOS" software,  and  support  PICK' 
nd  THEOS* environments.  Giving  you  access  to  an 
ndless  array  of  the  most  powerful  software  applications 
/ailable,  including  many  developed  specifically  for  Altos. 
So  whether  your  desk  is  in  a  wholesaling  operation, 
n  a  manufacturing  floor,  in  a  medical  or  dental  practice, 
i  r  in  corporate  headquarters.  Altos  has  a  solution  to  help 
i  3U  do  whatever  you  do  better 

Better  yet,  Altos  computers  are  supported  by  more  than 
'  thousand  Altos  Value  Added  Resellers,  who  will  con- 
1  gure,  customize,  install  and  service  your  entire  system. 


The  Altos  386  Series  500, 1000  and  2000  family  can 
handle  up  to  64  users.  And  any  program  that  runs  on 
one  Altos  computer  will  run  on  them  all. 


For  more  information  on  Altos  and 
the  name  of  the  nearest 
a-  -^-|   VAR  specializing  in  your 

SI  I  area  of  business,  just  call 
i  1-800-ALTOS-US. 


<IX  is  a  registered  trademark  of  AT&  T  MS  DOS  is  a  registered  trademark  of  Microsoft  Corporation  THEOS  is  a  registered  trademark  of  TH  EOS  Software  Corporation.  PICK  is  a  registered  trademark  of  PIC  K  Systems. 
Intel  and  386  are  registered  trademarks/trademarks  respectively  of  Intel  Corporation.  The  Altos  logo  is  a  trademark  of  Altos  Computer  Systems.  ©  1989.  Altos  Computer  Systems. 


BY  GENE  G.  MARCIAL 

AHENTION 

KMART 

SHOPPERS 


The  way  some  savvy  pros  tell  it, 
one  of  the  bargains  at  K  mart, 
the  discount-chain  operator  that 
is  also  the  nation's  second-largest  gen- 
eral-merchandise retailer,  may  be  its 
own  shares.  The  stock  is  down  to  36, 
not  far  from  this  year's  low  of  34.  K 
mart  has  lagged  behind  its  group  and 
the  rest  of  the  market  for  the  past 
couple  of  years.  And  when  raiders 
zoomed  in  on  retailers  last  year,  K 
mart  wasn't  among  those  pursued.  One 
reason:  It  was  on  an  acquisition  kick, 
which  didn't  help  the  stock. 

"The  unrecognized  values  in  K  mart 
are  just  tremendous,"  says  W.  Antho- 
ny Hitschler,  president  of  Brandjrwine 
Asset  Management.  The  company  has 
more  than  4,000  stores  across  the  coun- 
try, including  Waldenbooks  and  Pay 
Less  Drug  Stores.  He  notes  that  K 
mart  is  now  the  cheapest  among  the 
retailing  biggies.  J.  C.  Penney's  price- 
earnings  ratio  is  12,  and  Sears  Roebuck 
currently  trades  at  a  p-e  of  almost  11, 
while  K  mart's  p-e  is  only  9.3.  Based  on 
Hitschler's  estimated  earnings  of  $4.70 
a  share  for  the  year  ending  Jan.  30, 
1990,  K  mart's  p-e  is  a  mere  7.8. 

Several  takeover  investors  note  that 
asset-rich  retailers  selling  for  such  de- 
pressed p-e's  end  up  being  taken  over 
or  having  to  restructure.  One  takeover 
pro  puts  the  private-market,  or  take- 
over, value  of  K  mart  at  $65  a  share. 
He  believes  that  K  mart  may  well  go 
private.  Although  management  owns 
less  than  1%  of  the  stock,  the  compa- 
ny's rising  cash  flow  of  about  $1.8  bil- 
lion, or  $9.20  a  share,  could  help  fi- 
nance a  leveraged  buyout,  he  says. 
CASH  HOARD.  If  management  doesn't 
restructure,  says  one  takeover  strate- 
gist, an  outside  group  may  enter  the 
picture.  K  mart's  prospective  cash  flow 
greatly  exceeds  capital-spending  re- 
quirements— a  situation  that  usually 
attracts  buyout  groups,  says  Oppen- 
heim.er  &  Co.  analyst  Ed  Comeau.  He 
figures  that  a  cash  hoard  of  $2  bil- 
lion— Of  $10  a  share — could  be  accumu- 
lated by  the  end  of  1991.  Right  now, 
K  mart  h.  ,  nearly  $1  billion  in  cash — 
which  is  !■  ason  enough  for  sharks  to 
circle. 

One  pro  says  that  a  French  company 
has  its  eye  on  K  mart.  His  reading  of 
the  situation:  "The  French  group  is 


IS  KMART  STOCK  DOWN 
TO  BARGAIN  LEVELS? 
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definitely  eager  to  bring  its  retailing 
operations  to  the  U.  S.  through  a  wide- 
ly known  national  merchandiser  such 
as  K  mart." 


THE  LITTLE  GUY  IS 
BACK.  ASK  SCHWAB 


If  you  believe  in  the  return  of  the 
small  investor,  bet  on  Charles 
Schwab.  The  individual  player 
hasn't  exactly  rushed  the  gates,  but 
market  mavens  are  beginning  to  sense 
a  renewed  interest  in  equities.  If  true, 
the  parent  of  Charles  Schwab  &  Co., 
the  nation's  largest  discount  broker, 
will  be  among  the  chief  beneficiaries. 

Schwab's  stock  is  already  reflecting 
the  upbeat  mood.  Battered  down  to  6 
during  the  1987  crash,  the  stock  has 
snapped  back  to  a  postcrash  high  of  12. 
The  rebound  has  shown  up  in  Schwab's 
first-ever  payment  of  a  quarterly  cash 
dividend,  3$  a  share,  announced  on 
May  23.  The  first  quarter  showed  good 
results,  with  Schwab  posting  earnings 
of  a  share,  more  than  double  the 
earnings  reported  a  year  ago. 

Chairman  Charles  Schwab  says  mar- 
ket participation  by  individual  investors 
has  increased  about  25%  to  30%  from 
the  low  levels  seen  in  the  fourth  quar- 
ter of  1988.  He's  confident  that  their 
involvement  will  continue  to  balloon. 

Even  doubters  concede  that  the 
shares  of  discount  brokers  have  be- 
come more  attractive  than  those  of 
their  mainstream  brethren.  "We  still 
want  to  avoid  major  bets  on  the  return 
of  the  individual  investor,"  says  Mike 
Blumstein,  an  analyst  at  First  Boston. 
But  "do-it-yourself  investors,"  he  adds, 
are  generally  more  sophisticated  and 


could  find  a  strengthening  market  too 
attractive  to  ignore. 

Even  if  the  return  of  the  little  guy 
comes  a  bit  slowly,  Schwab  is  moving 
to  avoid  further  downdrafts  in  busi- 
ness volume:  The  company  has  been 
offering  diverse  services,  including 
third-party  research  analyses  and  deep- 
discount  programs  to  big  institutions 
and  financial  planners. 

So  far,  the  technical  behavior  of 
Schwab  shares  looks  extremely  posi- 
tive, says  Andy  Addison,  president  of 
Addison  Investment  Management  in 
Boston.  Schwab  is  "the  stock  for  this 
bull  market,"  he  says,  "with  a  strong 
possibility  of  rising  to  the  mid-20s  in 
the  next  6  to  12  months." 


CASHING  IN  ON 
THE  FAX  FRENZY 


The  facsimile  machine  is  a  rousing 
success,  and  Wall  Street  is  busy 
looking  for  ways  to  play  this 
ubiquitous  technological  wonder.  John 
Westergaard,  a  guru  on  emerging 
growth  stocks,  believes  he  has  found 
the  perfect  fax  buy:  Stuart  Hall,  a 
maker  of  office  and  school  supplies  and 
stationery. 

Fax  paper  is  mostly  made  in  Japan, 
notes  Westergaard.  But  in  June,  Stuart 
Hall  signed  an  agreement  with  a  Japa- 
nese paper  manufacturer  to  develop 
quality  fax  paper  for  the  U.  S.  "The 
coating  technology  involved  is  com- 
plex," he  says,  "and  so  far,  no  U.  S. 
manufacturer  has  been  able  to  make  a 
serious  dent  in  the  market."  The  paper 
that  Stuart  Hall  will  develop  will  be  the 
first  nationally  branded  fax  paper,  and 
it  will  be  adaptable  to  100  machines. 

Westergaard  estimates  that  Stuart 
Hall  will  have  the  product  in  more  than 
10,000  mass-market  stores,  including 
Wal-Mart  Stores,  by  late  summer  and 
in  over  20,000  outlets  by  January,  1990. 
This  will  be  Stuart  Hall's  first  venture 
with  a  Japanese  maker.  It  gets  the  pa- 
per for  its  750  other  products  from 
American  manufacturers. 

"If  our  projections  are  on  target, 
Stuart  Hall's  stock  will  fly  to  30  to  35 
within  12  months,"  says  Westergaard. 
The  shares  currently  trade  at  12V4. 
Westergaard  figures  that  sales  of  fax 
paper  alone  will  bring  in  $5  million  byj 
the  end  of  November  and  contribute) 
$20  million  in  1990.  Total  revenues  lasti 
year  were  $66  million.  Earnings,  includ- 
ing sales  of  fax  paper,  should  jump  to 
$1  a  share  in  fiscal  1989  and  to  $1.70  in 
1990,  estimates  Westergaard,  up  from 
79$  last  year. 
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OKID^ 
320/321 


Why  build  a  printhead  that 
can  punch  through  aluminum, 
when  all  you  need  is  a  clear 
impression  on  a  5-part  form? 

The  answer  is  uncompromising  quality. 

We  built  our  new  300  Series  9-pin  and  24-pin  printers 
tougher  and  more  reliable  than  they  have  to  be. 
With  printhead  pins  of  cemented  carbides,  one  of 
the  hardest  metals  known,  they're  tough  enough  to 
make  a  crisp  impression  on  a  sheet  of  aluminum.  So 
you  can  imagine  how  sharp  they'll  look  driving  clear 
to  the  bottom  of  a  5-part  form. 


Even  after  printing  on  aluminum, 
we  look  this  good  on  paper. 


EDITOR'S  PC  Magazine  presented  our  Microline  320/321 
CHOICE    with  their  renowned  "Editor's  Choice"  award. 


Our  engineers  call  this  "championship  specs."  More 
than  3  million  loyal  users  call  it  rugged  reliability. 
And  it  shows  in  the  quaUty  and  performance  of 
every  printer  and  modem  we  make. 

Call  1-800-OKIDATA  for  the  dealer  nearest  you. 


Demonstration  above  made  using  a  24-pin  MICROLINE  391 
printer  without  ribbon  on  a  sheet  of  .005  inch  gauge  aluminum. 
Actual,  unretouched  photograph. 

OKIDATA  is  a  registered  trademark  of  Oki  America.  Inc. 
Marque  deposee  de  Oki  America.  Inc. 


PC  Magazine  is  a  trademark  of  Ziff  Communications  Company. 
MS  8500  6/88 
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an  OKI  AMERICA  company 

We  put  business  on  paper. 
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BEHIND  THE  SCENES 
AT  THE  FALL  OF  ROLM 


IBM  took  too  long  to  get  a  fix  on  how  bad  things  were 


It  was  last  autumn,  and  Ellen  M.  Han- 
cock had  a  problem  for  which  there 
seemed  to  be  no  solution.  It  was 
IBM's  Rolm  Systems  Div.  Big  Blue  had 
bought  the  Silicon  Valley  maker  of 
phone  switches  four  years  earlier  to  su- 
percharge its  long-stalled  thrust  into 
telecommunications.  But  Rolm  was  sput- 
tering. Hancock  had  ordered  a  review  of 
it  in  early  1988,  soon  after  she  was  made 
head  of  IBM's  communications-products 
operations.  Now,  she  was  looking  at  the 
dismal  result. 

Rolm  seemed  headed  for  its  fourth  an- 
nual deficit  ill  a  row — which  analysts  lat- 
er put  at  $300  million.  Software  bugs 
had  delayed  the  company's  newest  pri- 
vate-branch exchange,  or  PBX,  by 
months.  Even  worse  was  the  outlook  for 
the  PBX  market  itself.  In  the  early  1980s, 
many  experts  thought  that  PBXs  would 
evolve  to  handle  computer  data  as  well 
as  phone  traffic.  Instead,  that  role  went 
to  other  equipment,  including  local-area 
computer  networks.  As  a  result,  the 
once-vibrant  PBX  market  had  become  a 
commodity  business  characterized  by 
cutthroat  pricing  and  dominated  by  high- 
volume  competitors  such  as  American 


Telephone  &  Telegraph  and  Canada's 
Northern  Telecom.  The  prognosis  was 
that  $480  million  Rolm,  despite  being 
No.  3  in  the  U.  S.  with  an  18%  market 
share,  might  lose  money  for  several 
more  years — and  perhaps  never  be  high- 
ly profitable. 

So,  Hancock  pulled  the  plug.  She  told 
IBM  Chairman  John  F.  Akers  that  Rolm 
lacked  the  makings  of  a  "winning  equa- 
tion." Soon  after.  Big  Blue  forged  a  deal 
to  sell  Rolm's  manufacturing  and  devel- 
opment operations  to  Siemens,  the  $33 
billion  West  German  electronics  power- 
house. IBM  will  keep  50%  of  a  new  Rolm 
marketing  company  and  share  its  man- 
agement through  an  evenly  split,  six- 
member  board  that  includes  Hancock. 

When  the  sale  of  Rolm  is  completed 


The  sale  will  put  an  end 
to  one  of  the  most 

embaiTassing  chapters  in 
Big  Blue's  liistory 


later  this  year,  it  will  end 
one  of  the  most  emhar 
rassing  chapters  in  re- 
cent IBM  history.  Hancock 
says  that  Rolm  taught 
IBM  a  lot  about  voice  com- 
munications. But  the 
price  was  steep.  Big  Blue 
paid  $1.5  billion  for  Rolm 
Then,  analysts  estimate 
it  spent  nearly  $1  billion 
including  losses  and  re 
search  and  development 
expenses,  trying  to  turr 
Rolm  around,  only  to  sel 
it  for  no  more  than  $1.1.: 
billion. 

It  was  the  fourth  false 
start  in  a  decade  for  IBM 
in  telecommunications,  a 
business  it  sees  as  crucia' 
to  its  future.  In  the  late 
1970s,  its  Satellite  Busi 
ness  Systems  venture 
failed  to  win  a  chunk  ol 
the  burgeoning  market 
for  private,  corporate-communication.^ 
networks.  So  IBM  swapped  its  SBS  owner 
ship  for  16%'  of  MCI  Communication,^ 
Corp.,  the  No.  2  long-distance  phont 
company.  Then,  Big  Blue  bailed  out  o] 
MCI  before  its  current  recovery  was  com 
plete.  Meanwhile,  its  1982  investment  ii 
Canada's  Mitel  Corp.  fizzled  because  ol 
snags  in  a  new  Mitel  voice-data  switch. 

The  Rolm  debacle  was  the  most  shock 
ing.  By  the  time  IBM  bought  it,  Roln 
was  already  in  decline.  Insiders  say  that 
a  1983  IBM  study  showed  this.  But  some 
how,  the  executives  who  signed  off  or 
the  deal,  including  former  Chairmat 
John  Opel,  former  Vice-Chairman  Pau 
J.  Rizzo,  and  former  Chief  Financial  Of 
ficer  Allen  J.  Krowe,  now  CFO  at  Texac( 
Inc.,  either  didn't  get  the  message  oi 
underestimated  it.  "We  didn  t  buy  wit! 
the  expectation  that  Rolm  would  bt 
profitable  in  the  first  year  or  even  tht 
second,"  Krowe  says.  Still,  a  former  IR> 
executive  says:  "People  who  understooc 
the  market  best  weren't  asked"  by  tO{ 
managers  for  their  opinions. 
PERFECT  ANSWER?  Indeed,  IBM  seemec 
dazzled  by  Rolm.  A  model  startup,  its 
computerized  PBXs  revolutionized  the  in 
dustry  in  1975  by  routing  calls  fastei 
and  better  than  electromechanica 
switches.  Rolm's  sales  rocketed  to  $295 
million  by  1981  as  it  captured  15%'  of  th(| 
PBX  market — second  only  to  AT&T's  36% 
And  by  1982,  Rolm  had  already  devel 
oped  such  promising  new  products  as 
voice  mail,  PBX  software  that  turns  i 
basic  office  phone  into  an  answering  ma 
chine.  More  impressive,  Rolm  was  work 
ing  on  changes  to  let  its  PBX  handle  dati 
communications  between  computers. 
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n  fact,  Rolm  looked  like  the  per- 
t  answer  to  IBM's  worst  night- 
re:  AT&T's  entrance  into  the 
iputer  business.  On  the  eve  of 
3Sting  its  local  phone  companies, 
iT  had  big  plans  in  computers 
[  even  had  begun  hiring  some  of 
's  best  talent.  No  one  knew  that 
:T  would  spend  the  rest  of  the 
Os  losing  billions  in  computers. 
-  did  IBM,  whose  overall  sales 
rly  doubled  between  1980  and 
5,  know  that  it  was  on  the  verge 
a  deep  slump  that  could  make 
m  a  heavy  burden. 
Lolm  was  also  appealing  to  IBM 
ause  of  its  archetyi^al  Silicon 
ley  work  ethic.  Employees 
ed  long  hours  for  co-founder  M. 
meth  Oshman,  whom  they  re- 
sd  as  a  visionary.  Says  former 
as  Vice-President  J.  Geoffrey 
sch:  "It  was  no  problem  getting 
at  5  a.m.  because  every  day  you 

like  you  were  on  a  mission." 
'  Santa  Clara  (Calif.)  company 
tured  such  commitment  with 
r  bashes,  a  company  pool,  and 
;e-month  sabbaticals  after  si.x 
rs  of  employment. 
'S  MAKE  A  DEAL.  Still,  the  bigger 
ipany  should  have  known  that 
lething  was  amiss.  As  early  as 
2,  Rolm  was  under  stress, 
wth  in  the  $3  billion  PBX  market 
;  slowing.  AT&T  and  Northern 
jcom  had  caught  up  technologi- 
y  and  were  slashing  prices, 
m  a  high  of  19%  in  1979,  Rolm's 
3s  margins  had  sunk  to  149^.  By  ear- 
L983,  Oshman  was  worried  that  he 
Idn't  afford  to  develop  all  of  his 
:htest  ideas.  So  he  approached  his 
nd  Jack  D.  Kuehler,  then  a  division 
tf  for  IBM  in  Silicon  Valley  and  now 
's  president,  with  a  request  for  fi- 
cing.  Kuehler  told  his  bosses.  After 

king  it  over,  in  June,  1983,  Big  Blue 
ght  15%  of  Rolm  for  $229  million, 
eventeen  months  later,  IBM  pur- 
sed the  rest.  It  wanted  more  control 
r  Rolm,  whose  profits  rose  a  meager 
an  a  317^  sales  gain  in  the  year  ended 
e,  1984.  And,  sources  say,  IBM  want- 
o  assuage  its  own  lawj^ers.  To  avoid 
ther  antitrust  battle  with 

government,  they  had  been 
ng  joint  projects  between 

and  Rolm. 

oon,  however,  it  became 
r  that  Big  Blue  had  over- 
:ed  Rolm's  worst  problems, 
hough  Krowe  cites  both 
;es  and  minuses,  on  balance, 
m's  technology  had  lost 
and.  A  new  PBX  introduced 
■Jovember,  1983,  was  based 
an  eight-year-old  central 
lessor  that  ran  so  hot  it  re- 
•ed  special  air-conditioning 
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ROLM  UNRAVELS 


1975  Rolm,  a  six-year-old  supplier  of  specialized 
military  computers,  diversifies  into  computerized 
private  branch  exchanges  that  set  a  new  standard  in 
office  telecommunications  systems 

JUNE,  1 983  Rolm,  struggling  to  keep  up  with  com- 
petition from  AT&T  and  Northern  Telecom,  per- 
suades  IBM  to  buy  a  15%  stake  for  $229  million 

JANUARY,  1984  Bell  system  breakup  galvanizes 
AT&T  to  intensify  its  PBX  sales  and  slash  prices 

SEPTEMBER,  1984  IBM,  frustrated  in  its  efforts  to 
jointly  produce  equipment  with  Rolm,  decides  to 
purchase  the  rest  of  the  company  for  $1.3  billion 

FALL  1 985  Big  Blue  takes  charge,  forcing  Rolm  to 
hire  all  new  employees  from  within  IBM 

JANUARY,  1986  Rolm  co-founder  M.  Kenneth  Osh- 
man quits  company,  setting  off  a  wholesale  depar- 
ture of  key  executives 

MARCH,  1987  IBM  absorbs  Rolm's  force  of  6,000 
salespeople,  ending  Rolm's  cherished  autonomy. 
Oshman's  replacement,  Rolm  veteran  Dennis  Pa- 
boojian,  resigns.  Longtime  IBM  executive  Ray  S. 
AbuZayyad  takes  charge  of  Rolm 

DECEMBER,  1987  IBM  turns  Rolm  into  a  division 
and  turns  supervision  over  to  IBM  VP  Ellen  Han- 
cock, who  begins  full  review  of  the  switchmaker 

AUGUST,  1988  Hancock  concludes  that  IBM  must 
seek  a  partner  to  stay  competitive  in  PBXs.  So  IBM 
looks  to  Europe  and  cuts  a  deal  with  Siemens 

DECEMBER,  1 988  IBM  says  it  will  seU  most  of  Rolm 
to  Siemens.  But  IBM  will  retain  partial  control  over 
marketing  of  Rolm's  products  worldwide 


and  more  space  than  rival  machines. 
"We'd  get  thrown  out  of  deals  in  Man- 
hattan because  of  the  size  of  our  switch- 
es," says  a  former  Rolm  sales  manager. 

Rolm's  manufacturing  operations 
were  losing  their  gloss,  too.  Oshman  had 
set  up  three  production  lines,  with  three 
separate  management  staffs,  and  chal- 
lenged them  to  compete.  This  boosted 
quality  and  productivity,  but  it  also 
meant  triple  the  overhead  of  competitors 
that  had  a  single  staff.  As  PBX  prices 
fell,  the  high  overhead  killed  Rolm's 


OSHMAN:  HIS  STYLE  ENGENDERED 
LOYALTY— AND,  SOME  SAY,  WASTE 


margins.  The  manufacturing  cost 
squeeze  was  made  worse  by 
Rolm's  PBX  design,  which  used  doz- 
ens more  add-on  circuit  cards  than 
Northern  Telecom's  PBX  to  expand 
capacity. 

Similar  inefficiencies  plagued 
Rolm's  marketing.  It  had  14  region- 
al sales  companies,  many  of  them 
distributors  that  Rolm  had  bought. 
Oshman  kept  them  independent  to 
keep  them  entrepreneurial.  But 
Rolm's  prices  and  service  varied 
widely,  alienating  big  corporate 
customers  that  bought  all  over  the 
country.  "We  were  getting  our 
clock  cleaned  by  AT&T  in  large 
deals,"  claims  a  former  sales 
executive. 

Once  Big  Blue  got  a  look  at  the 
problems,  say  former  and  current 
insiders,  it  should  have  taken 
charge.  Instead,  "IB.M  people  kept 
saying:  'No,  no,  no!'  They  wanted 
to  try  their  hand  at  more  entrepre- 
neurial methods,"  says  a  former 
Rolm  insider.  In  a  symbolic  ges- 
ture, Rizzo  and  Akers  even  tipped 
a  glass  at  a  Rolm  beer  bash  in 
October,  1984,  despite  IB.M  rules 
against  imbibing  on  the  job. 

The  idea  was  to  avoid  antagoniz- 
ing Rolm's  talent — with  good  rea- 
son. Robert  M.  Nugent,  director  of 
sales  for  Rolm's  field  offices,  left 
the  day  IBM  arrived.  "I  didn't  want 
to  work  for  the  post  office,"  he 
says.  To  stanch  further  defections, 
IBM  agreed  to  delay  imposing  its 
employment  policies  for  at  least  a  year 
and  left  Rolm's  hefty  sales  commissions 
in  place. 

'PAINSTAKINGLY  SLOW.'  In  Other  matters, 
however.  Big  Blue  took  command.  Some- 
times the  help  was  welcome.  An  IB.M 
team,  in  a  matter  of  weeks,  solved  a 
technical  problem  on  a  device  to  speed 
data  transmission  over  PBXs.  Too  soon, 
though,  such  stories  became  the  excep- 
tion. Rolm's  pricing  had  to  be  reviewed 
by  IBM  staff,  sometimes  delaying  a  deal 
for  weeks — an  eternity  in  the  PBX  busi- 
ness. "It  was  ju.st  painstakingly  slow  to 
get  things  done,"  says  Robert  Finocchio 
Jr.,  a  former  sales  vice-president. 

By  the  fall  of  1985,  Rolm 
managers  were  getting  fed  up. 
Oshman,  tiring  of  IB.M's  control, 
told  his  lieutenants  he  would 
leave  the  next  January,  ulti- 
mately to  set  up  a  network 
equipment  company.  It  was  a 
crushing  blow  for  such  a  close- 
knit  group.  In  the  next  few 
months,  several  more  top  exec- 
utives left,  gutting  Rolm  of  its 
original  leaders.  These  included 
Richard  M.  Moley,  who  spear- 
headed Rolm's  original  move 
into  telecommunications  from 
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defense-related  computer  equipment. 
Says  Anthony  V.  Carollo  Jr.,  a  former 
Rolm  sales  vice-president:  "When  Ken 
left,  it  took  a  lot  of  the  spirit  out 
of  people." 

Indeed,  the  old  Rolm  soon  would  cease 
to  exist  in  anything  but  name.  IBM  was 
now  in  the  throes  of  the  computer 
slump,  and  in  October, 
1986,  Krowe  took  charge  of 
Rolm's  manufacturing  and 
cut  costs.  Five  months  lat- 
er, IBM  swallowed  Rolm's 
6,000  salespeople,  in  part  to 
placate  customers  who  had 
been  getting  PBX  pitches 
from  both  IBM  and  Rolm 
employees.  When  Rolm's 
higher  sales  commissions 
were  cut,  many  Rolm  veter- 
ans headed  for  the  exits. 
Among  them  was  Oshman's 
replacement,  Dennis  D.  Pa- 
boojian.  He  was  succeeded 
by  Ray  S.  AbuZayyad,  who 
had  run  IBM's  huge  general- 
products  division  in  nearby 
San  Jose,  Calif.,  but  knew 
little  about  PBXs.  The 
changes  doused  what  fire  was  left  in 
Rolm.  The  evidence  was  at  the  doorstep. 
"How  full  was  the  Rolm  parking  lot  at  6 
o'clock  Friday  night,  or  on  Saturday?" 
asks  Finocchio.  "Big  difference." 

It's  a  familiar  pattern.  The  old  Fair- 
child  Camera  &  Instrument,  a  pioneer 
chipmaker,  suffered  a  decline  after  be- 
ing bought  by  Schlumberger  in  1979,  as 
did  Atari  after  being  purchased  by 
Warner  Communications  in  1976.  Entre- 
preneurial companies  succeed  largely  be- 
cause development,  manufacturing,  and 
marketing  people  talk  to  each  other  reg- 
ularly, and  often  informally.  That 
doesn't  happen  as  much  in  a  hierarchy 
such  as  IBM's.  One  former  Rolm  execu- 
tive grumbles  that  his  marketing  sug- 
gestions were  usually  overruled  by  IBM 
staff.  As  a  result,  Rolm  employees  who 
relished  trying  new  jobs  felt  like  cogs. 
Says  another:  "Feeling  like  you  made  a 
difference — that  was  the  most  precious 
thing  lost  over  the  last  several  years." 
BOTCHED  JOB.  From  IBM's  standpoint,  of 
course,  a  change  was  overdue.  Oshman's 
methods  had  failed  to  keep  Rolm's  win- 
ning streak  going.  And  Big  Blue,  whose 
overhead  was  geared  to  selling  main- 
frames at  a  65%  gross  margin,  was  go- 
ing to  have  trouble  making  money  on 
PBXS  that  earned  8%  to  10%.  But  even 
with  IBM's  input,  Rolm's  technical  prob- 
lems multiplied.  IBM  needed  Rolm's  8750 
PBX,  which  was  due  out  in  October,  1987, 
to  keep  its  European  customers  from 
defecting  to  competitors  such  as  AT&T 
for  combined  voice  and  data  systems. 
With  IBM's  blessing,  Rolm  had  decided  in 


early  1985  to  use  Motorola  Inc.'s  new 
68020  microprocessor  for  the  product. 
But  the  massive  amount  of  new  soft- 
ware required  delayed  the  product  for  so 
long  that  IBM  eventually  canceled  it. 

By  December,  1987,  Rolm  had  become 
Hancock's  problem.  Akers,  hell-bent  on 
getting  IBM's  earnings  back  on  track  af- 
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ter  two  years  of  turmoil,  ordered  manag- 
ers at  each  of  Big  Blue's  business 
groups  to  justify  their  operations.  At 
Rolm,  Hancock  found  that  hard  to  do. 

PBX  industry  revenues,  which  in  1985 
had  declined  for  the  first  time  in  recent 
memory,  fell  3%  more  in  1987,  to  $3.2 
billion,  and  appeared  unlikely  to  re- 
bound. To  win  big  customers,  IBM  fre- 
quently offered  50%  off  on  Rolm's 
$150,000  PBXs.  That  worked:  Last  year, 
Rolm's  market  share  jumped  to  18',^^, 
from  167'  in  1987,  according  to  Eastern 
Management  Group,  a  Parsippany  (N.  J.) 
research  firm.  But  that  also  produced 
Rolm's  $300  million  loss.  Eastern  says. 
By  then,   because  of  price-cutting. 


The  Rolm  debacle  drives 
one  more  stake  into 
the  idea  that 
IBM  is  invincible 


Rolm's  revenues  had  dropped  20%  since 
IBM  bought  in. 

That  was  it  for  IBM,  which  was  still 
struggling  to  revive  its  computer  opera- 
tions. PBXs  are  "a  technology-driven  in- 
dustry," says  Hancock.  "You  must  al- 
ways be  making  investments  in  the  next 
product."  C.  Michael  Armstrong,  former 


chief  of  IBM  Europe  and  now  presider 
of  IBM  World  Trade  Corp.,  was  designa 
ed  to  find  a  partner.  He  put  together 
deal  with  Siemens'  Chairman  Karl  Hein 
Kaske,  who  wanted  to  boost  his  com}); 
ny's  PBX  business  in  the  U.  S.  The  pric 
was  $844  million,  plus  up  to  $305  millio 
more,  depending  on  Rolm's  performane 
this  year. 

The  deal  has  taken  lonj 
er  than  expected  to  con 
plete,  Hancock  says,  b( 
cause  it  involves  drawin 
up  joint  marketing  deal 
with  Siemens  in  the  man 
countries  where  the  tw 
operate.  "We  are  not  juj 
buying  a  business,"  say 
Peter  Pribilla,  chief  of  Si( 
mens'  Private  Communic; 
tions  Systems  &  Network 
Group:  "We're  forging 
long-lasting  partnership. 
Both  hope  to  close  the  de; 
by  yearend. 

'MAJOR  LOSS.'  Assumin, 
that  happens,  IBM  will  hav 
shed  most  of  its  telecon 
munications  problems  an. 
gained  a  strong  European  ally.  That's 
plus  as  Europe  prepares  to  open  its  ma 
kets  by  1992.  And  Big  Blue  has  starte 
to  apply  what  it  learned  from  Rolm.  1 
still  sells  Rolm's  PBXs  and  it  has  begu 
pushing  a  line  of  computer  systems  th£ 
manage  all  the  elements  in  communic; 
tions  networks.  A  new  software  produc 
called  Callpath,  transfers  voice  calls  an 
data-base  information  simultaneously  t 
sales  agents,  speeding  up  orders,  in 
also  has  learned  to  avoid  buying  comp; 
nies  outright  and  for  now  seems  conter 
to  invest  in  niche  players.  "This  is  th 
way  of  the  future  for  IBM,"  say 
Frances  Mclnerney,  a  Northern  Bus 
ness  Information/Datapro  analyst. 

Still,  such  gains  are  small  comfoi 
compared  with  the  damage  to  IBM's  rej 
utation.  "The  major  loss  for  IBM  is  cred 
bility,"  says  consultant  Frank  Dzubecl 
president  of  Communications  Networ 
Architects  Inc.  in  Washington. 

For  Rolm,  the  loss  is  even  greate 
Only  six  years  ago,  it  was  a  testamer 
to  American  ingenuity.  Soon,  it  will  b 
one  of  several  PBX  lines  sold  by  a  Ge 
man  company.  Because  of  all  the  tu: 
moil,  "new  sales  are  going  to  be  ver, 
difficult  to  come  by,"  says  K.  Eri 
Schmiedeke,  an  analyst  at  Eastern 
agement  Group.  Northern  Telecom  say 
its  PBX  sales  rose  20%  in  the  first  quai: 
ter — at  Rolm's  expense.  Indeed,  with  it! 
rivals  showing  no  signs  of  slowinjj 
Rolm's  toughest  days  may  lie  ahead. 

By  Robert  D.  Hofin  San  Francisco,  mt 
John  J.  Keller  in  New  York  and  burea 
reports  ' 
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ANNUAL  REPORTS 

1.  Alltel  Corporation 

2.  Anritsu  Corporation 

INANCIAL  PRODUCTS 

iND  SERVICES 

3.  Plus  Systems 

4.  Segespar  Titres 
RODUCTS/SERVICES 

5.  Allen-Bradley  Co. 

6.  Altos  Computer 
Systems 

7.  Ameritech  Digital 
Systems 

8.  American  Gas 
Association 

9.  ASK  Computer  Systems 


1  A 

lU. 

Audi  of  America 

11. 

Diamond  Anniversary 

rSana 

12. 

Eastman  Kodak 

Company 

13. 

Ebco  Mfg.  Co.  -  Oasis 

Water  Coolers 

14. 

Electronic  Management 

Systems 

15. 

Hayes  Microcomputer 

Products,  Inc. 

16. 

Hotel  Lotte 

17. 

Hotel  Nikko  Hong  Kong 

18. 

Learning  International 

19. 

Mobil  Oil  Corporation 

20. 

Okidata 

21. 

OMNIFAX/ 

Telautograph 

22. 

OMNINOTE/ 

Telautograph 

23.  Peninsula  Hotel - 
New  York 

24.  PeterbUt 

25.  Peter  Norton 
Computing 

26.  Sharp 

27.  3M  Information 
Systems  Division 

28.  U.S.  Postal  Service 
Automation  Program 

29.  U.S.  West 
Communications 

30.  Western  Union 
Corporation 

31.  Zenith  Data  Systems 
AREA  DEVELOPMENT 

32.  New  York  State 
Department  of 
Economic  Development 


BSN 


has  acquired  five  of  the 
European  food  businesses  of 


RJR  Nabisco,,  Inc. 


The  undersigned  acted  as  financial  advisors  to 
BSN  in  connection  ivith  this  transaction. 


Lazard  Freres  &  Co.  Lazard  Freres  &  Cie 

Lazard  Brothers  &  Co.,  Ltd. 

Tune  15, 1989 


>evelopments  to  Watc 


TED  BY  NAOMI  FREUNDLICH 


)0N,  A  BRUSH  A  DAY  MAY 

E  ENOUGH  TO  STOP  TOOTH  DECAY 


\  I  / 


Every  time  you  brush  your 
t 


teeth,  you  remove  some  of 
the  bacterial  buildup  that 
causes  periodontal  disease.  But 
since  the  active  ingredients  in 
toothpaste  are  washed  away  by 
saliva,  you  would  have  to  brush 
your  teeth  six  to  eight  times  a 
4"  1^^^^^''  day  to  protect  yourself  fully 
flHHHj  against  receding  gums. 

^^WW^^rW^  In  case  you  don't  have  time 

 I  for  all  that  dental  hygiene,  Syn- 

;en  Inc.  may  have  a  solution.  The  Boulder  (Colo.)  biotechnol- 
f  company  has  developed  a  new  glue-like  compound  that 
;ks  to  teeth  and  can  be  mixed  with  the  plaque-fighting 
;ymes  that  destroy  the  bacteria  responsible  for  gum  dis- 
ie.  "What  we  have  discovered  is  a  way  to  target  a  protein  to 
surface  of  a  tooth,"  says  Larry  Soil,  president  of  Syner- 
1.  Under  an  agreement  signed  last  month,  the  substance, 
led  Adheson,  is  being  evaluated  by  Colgate-Palmolive  Co.  If 
animal  tests  now  under  way  are  successful,  Adheson  could 
;ntually  be  put  into  a  toothpaste  or  mouthwash  that  would 
used  just  once  a  day. 


SUPER  THREESOME  TEAMS  UP 
I  SUPERCONDUCTORS 


|arly  this  year,  a  Presidential  advisory  committee  recom- 
mended the  creation  of  consortiums  to  help  the  U.  S.  com- 
e  in  the  contest  to  develop  high-temperature  superconduc- 
5.  The  first  such  group  was  created  in  May,  when  IBM, 
iT,  and  Massachusetts  Institute  of  Technology  banded  to- 
her.  Then  in  June,  Du  Pont,  Hewlett-Packard,  and  the  Los 
,mos  National  Laboratory  teamed  up  to  develop  electronic 
ilications  for  new  ceramic  materials.  These  conduct  electric- 
with  no  loss  of  current  at  temperatures  far  higher  than 
tailic  superconductors. 

I  top  priority  for  the  three  partners  will  be  making  thin  film 
tings  to  make  electronic  circuits  for  instruments,  comput- 
,  and  communications  equipment.  The  joint  venture  will 
sist  of  at  least  25  researchers  and  an  estimated  $10  million 
"th  of  equipment  and  facilities. 

'he  partners  each  had  more  than  25  years  of  superconduc- 
research  behind  them  before  the  discovery  of  the  new 

terials.  They  complement  each  other  well.  Du  Pont  excels  in 
discovery,  synthesis,  and  development  of  materials  for 

;tronic  applications.  Computer  and  instrument  maker  hp 
an  excellent  track  record  for  applying  new  technology. 

i  Los  Alamos,  one  of  three  Energy  Dept.  labs  designated 

pilot  centers  for  superconductivity  research  and  develop- 

;it,  has  expertise  in  materials  processing,  fabrication,  and 

d-state  physics. 


IIS  STATE-OF-THE-HEART  TEST 
EASY  ON  YOUR  WALLET 


you  suffered  a  heart  attack  tomorrow,  there's  a  60% 
hance  you  would  have  no  warning.  Coronary  artery  dis- 
e,  the  No.  1  killer  in  the  U.  S.,  often  lurks  silently  for  years 

then  strikes  suddenly.  But  a  new  application  of  the  posi- 


tron-emission tomography  (PET)  scanner,  an  imaging  system 
primarily  used  in  brain  research,  may  help  doctors  spot  heart 
disease  earlier  than  such  traditional  techniques  as  stress  tests. 

A  PET  scan,  unlike  X-rays  or  magnetic-resonance  imaging 
(MRI),  captures  subtle  chemical  changes,  such  as  oxygen  depri- 
vation and  tissue  damage,  that  signal  a  heart  attack.  The  two- 
hour  test  is  98%  accurate,  according  to  cardiologists  at  the 
Memorial  PETscan  Center  in  Jacksonville,  Fla.,  who  are  among 
the  first  to  use  PET  scans  for  heart  diagnosis. 

The  new  noninvasive  process  is  also  better  than  cardiac 
catheterization,  an  uncomfortable  and  risky  surgical  procedure 
that's  used  to  determine  the  extent  of  heart-muscle  damage 
after  heart  disease  has  been  diagnosed.  That  process  involves 
running  a  probe  through  the  veins  into  the  heart.  A  PET  scan 
costs  $1,800  at  Memorial — less  than  half  the  cost  of  catheter- 
ization. So  far,  about  20  insurance  companies  have  agreed  to 
pay  for  the  procedure. 


NOW,  TOXIC  DIRT  CAN  BE 
LAUNDERED  ON  THE  PREMISES 


The  same  chemicals  that  clean  your  dirty  socks  may  soon  be 
cleaning  soil  contaminated  by  toxic  waste.  John  C.  Foun- 
tain and  Dennis  S.  Hodge,  two  geologists  at  the  State  Univer- 
sity of  New  York  in  Buffalo,  believe  that  surfactants — the 
substances  in  laundry  detergents  that  cause  dirt  to  float  off 
fabrics — can  rinse  away  toxic  compounds  from  tainted  earth. 
Drill  an  array  of  wells  on  a  contaminated  site,  inject  a  surfac- 
tant-and-water  mixture,  and  toxic  wastes  would  be  flushed 
into  the  wells,  making  recovery  easy  and  inexpensive. 

The  standard  cleaning  technique  is  excavation,  which  is  cost- 
ly because  acres  of  bad  soil  must  be  carted  to  landfills.  Laun- 
dering the  ground.  Fountain  says,  could  slash  the  cost  of  a  $50 
million  excavation  cleanup  to  only  $3  million.  The  pair  plans  to 
test  the  technique  in  the  field  next  year,  wdth  funding  from 
Bell  Aerospace  Textron,  a  division  of  Textron  Inc.,  and  the 
New  York  State  Center  for  Hazardous  Waste  Management. 


STEREOS  THAT  MAKE 

EVEN  A  WALKMAN  SEEM  WEIGHTY 


V  ^^^^^^^^^^^  


'ven  at  a  beach  or  * 
Kcampsite  that's 
far  from  the  mad- 
ding crowd,  music 
lovers  who  make 
fetish  of  packing 
light  should  soon 
be  able  to  enjoy 
full  stereo  music. 
Lugging  a  Walk- 
man-type tape  player 
won't  be  necessary 
either.  Now,  there's  plenty  of  room  in  even  a  lightweight 
headset  for  Motorola  Inc.'s  new,  single-chip  AM-stereo  receiver 
and  the  two  AA-size  batteries  it  needs  for  power. 

Developed  by  Motorola's  Phoenix-based  semiconductor  divi- 
sion, the  new  chip  crams  all  of  the  circuitry  for  a  complete 
high-fidelity  AM-stereo  radio  on  a  sliver  of  silicon.  With  its 
protective  plastic  housing,  the  one-chip  radio  is  just  slightly 
bigger  than  a  paper  clip.  The  chips  will  cost  less  than  $2  when 
supplied  in  quantity  to  radio  makers.  More  than  700  radio 
stations  in  the  U.  S.  and  overseas  have  adopted  the  AM-stereo 
broadcast  technology  pioneered  by  Motorola,  so  there  are  few- 
er and  fewer  places  where  a  headset  radio  with  the  new  chip 
can't  pull  in  music. 


CE  &  TECHNOLOGY 
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THERE  IS  NO  SECOND  PLACE. 


WE  HAVE  SOME  CHOICE  WORDS  FOR  THOSE 
WHO  MISSED  OUR  1989  CONFERENCES 


Our  conference  transcripts.  And  they're 
available  now — on  a  very  limited  basis. 

Although  it's  impossible  for  these  tran- 
scripts to  include  the  lively  and  informative 
v^orkshop  discussions  (you  should 've  been 
there),  each  does  contain  all  the  general  session 
presentations  and,  w^henever  possible,  hard  cop- 
ies of  the  audiovisual  materials  used  by  the 
speakers.  Each  transcript  contains  information 
not  available  from  any  other  source,  an  invalua- 
ble reference  tool  for  your  office. 

To  receive  your  transcript(s),  complete  this 
form  and  send  it  w^ith  the  proper  amount  to 
Business  Week  Executive  Programs,  Transcript 
Department,  1221  Avenue  of  the  Americas, 
New  York,  NY  10020.  Payment  must  accom- 
pany all  orders. 


BusinessWeek 


Q  U.S.  lapan  Business  Toward  2000: 
Competition  and  Partnership 
March  7-8,  1989,  $99.00 

Topics  include:  lapan's  Economic  Policy,  Japan's  Trade  and  Invest- 
ment Policy,  Emerging  Business  Opportunities  in  Japan,  Choosing 
Investment  Strategies  for  [apan  Entry,  japan-U.S.  Venture  Business 
Opportunities,  Managing  Corporate  Image  in  Japan  and  many 
more. 

□  1992  and  Beyond 

The  Reshaping  of  Europe: 
Implications  for  Global  Business 
May  2-3,  1989,  $99.00 

Topics  include:  The  New  European  fiscal  and  monetary  order,  Eu- 
rope's new  corporate  playing  field,  Pan-European  manufacturing, 
Pan-European  media  and  marketing  strategies,  and  many  more. 


Name  Title 

Company  

Address  

City/State/Zip  


SEMICONDUCTORS! 


HONEST,  JAPAN  WOULD  LOVE 
TO  BUY  AMERICAN  CHIPS . . . 


But  it  claims  U.S.  companies  don't  make  the  kind  it  needs 


ismatch,"  intoned  Hiroyuki 
[Mizuno,  senior  managing  di- 
rector of  Matsushita  Electric 
Industrial  Co.,  at  a  press  conference 
marking  the  conclusion  of  the  latest 
round  of  U.  S.-Japanese  semiconductor 
trade  talks.  Around  the  roomful  of  most- 
ly Japanese  reporters, 
heads  nodded  sagely.  That 
one  word  was  all  the  expla- 
nation they  needed  to  ac- 
count for  the  dismal  show- 
ing of  U.  S.  chip  producers 
in  Japan. 

But  Mizuno  elaborated 
anyhow,  reciting  what  has 
become  a  familiar  refrain. 
In  Japan,  40%  of  all  chips 
bought  are  for  use  in  con- 
sumer-electronics products 
such  as  vcRs  and  micro- 
wave ovens,  vs.  just  6%  in 
the  U.S.  Therefore,  the 
Japanese  contend,  U.  S. 
chipmaking  skills  don't 
meet  their  requirements. 
Never  mind  that  American 
companies  pioneered  and 
currently  produce  at  least 
80%  of  the  types  of  chips 
used  by  Japan's  consumer- 
electronics  industry 


to  U.  S.  chipmakers.  Retorts  Charles  E. 
Sporck,  president  of  National  Semicon- 
ductor Corp.:  "Regardless  of  what  they 
say,  the  agreement  was  signed  by  the 
Japanese  government — and  a  significant 
number  of  Japanese  companies  knew  it." 
But  the  Japanese  are  far  from  making 


Even  more  disheartening  to  U.  S.  ex- 
ecutives is  that  the  mismatch  theme  is 
often  endorsed  by  the  very  Japanese  of- 
ficials charged  with  helping  to  spur  im- 
ports of  U.  S.-made  chips.  After  the 
trade  talks,  for  instance,  Mizuno  was  in- 
stalled as  the  new  chairman  of  the  for- 
eign semiconductor  users'  committee  at 
the  Electronics  Industries  Assn.  of  Ja- 
pan (EIA,J).  That's  one  reason  a  senior 
member  of  the  Semiconductor  Industry 
Assn.  (SIA)  negotiating  team  admits  that 
the  U.  S.  doesn't  sUnd  a  chance  of  win- 
ning by  1991  the  20'/  share  of  the  Japa- 
nese chip  market  that  was  stipulated  in 
a  side  letter  to  the  1986  Semiconductor 
Trade  Agreement. 

That  pledge  has  been  a  bone  of  con- 
tention ever  since,  with  the  U.  S.  rebuk- 
ing Tokyo  for  failing  to  hold  up  its  end 
of  the  bargain.  The  eiaj  denies  that  it 
ever  did,  or  could,  assent  to  a  promise  to 
deliver  20%  of  Japan's  domestic  market 


good.  In  1988,  the  U.  S.  market  share  in 
Japan  posted  a  slim  0.5  percentage-point 
gain,  nudging  America's  slice  of  Japan's 
chip  pie  to  10.5%.  That's  less  than  in 
1984  and  way  short  of  the  chip  pact's 
14%'  goal  (chart).  Meanwhile,  Japan's 
share  of  the  American  market  soared  to 
24.3%— already  more  than  the  20%  the 
pact's  negotiators  envisioned  for  1991. 
AUTO  MARKET.  Japan's  leading  semicon- 
ductor users  are  not  the  main  problem. 
Collectively,  giants  such  as  NEC  Corp. 
now  buy  20%  or  more  of  their  chips  from 
U.  S.  producers.  "The  major  electronics 
companies  in  Japan  are  clearly  trying  to 
improve  the  situation,"  concedes  Sporck. 
But  dozens  of  smaller  holdouts,  includ- 
ing Sony,  Sharp,  and  JVC,  continue  to 
shun  chips  with  American  labels. 

To  spur  the  recalcitrants,  the  EIAJ  has 
formed  a  Consumer  Electronics  Task 
Force  to  promote  the  use  of  imported 
semiconductors.  This  group  will  help 


U.  S.  producers  match  their  chips  to  J 
pan's  needs — and  suggest  modificatioi 
to  make  U.  S.  chips  more  salable. 

In  addition,  the  Japan  Auto  Parts  I 
dustries  Assn.  for  the  first  time  gave 
list  of  standard-chip  specifications  to  tl 
SIA  and  will  co-sponsor,  with  the  eiaj, 
roundtable  to  assist  U.  S.  suppliers 
gaining  access  to  Japan's  automoti) 
market.  The  eiaj  even  proposed  a  pr 
grarn  to  explore  ways  for  U.  S.  chi 
makers  to  get  in  on  the  ground  floor 
Japan's  high-definition  TV  industry. 

But  some  Americans  worry  that  the! 
new  signs  of  cooperation  may  pro^ 
fleeting.  They  come  in  the  shadow 
threatened  "Super  301"  sanctions  for  u 
fair  trading  practices  and  punitive  ta 
iffs  already  imposed  by  the  U.  S.  on  ce 
tain  electronic  item 
Moreover,  "mismatch" 
just  the  preamble  to  a  1 
any  of  alleged  drawbacl 
to  dealing  with  forei^ 
producers:  negligent  aftc 
sales  service  and — wor 
of  all — poor  quality. 

Actually,  quality  pro 
lems  are  rare  in  the  ch 
business.  But  when  exai 
pies  do  surface,  they 
rehashed  endlessly  by  tl 
Japanese  media.  Last  ye< 
the  press  howled  about 
December,  1987,  rock 
launch  that  was  suppose 
ly  delayed  by  a  faulty  U. 
chip.  An  investigation 
solved  the  chip:  It  h; 
been  misused  by  Japar 
space  agency.  But  th 
hasn't  deterred  the  ret€ 
ing  of  the  original  tale. 
To  counter  this  ima 


crisis,  some  Americans  believe  that  U. 
industry  and  the  Commerce  Dept.  mi 
mount  a  public-relations  drive  to  sell  i 
pan  on  U.  S.  products.  There  are  succe 
stories  to  trumpet.  Fully  70%  of  all  t 
modems  in  Japanese  facsimile  machim 
for  example,  are  supplied  by  Rockw 
International  Corp.,  and  the  quality 
these  parts  is  so  reliable  that  most  f 
makers  don't  bother  checking  them 

And  the  need  to  repair  America's  r< 
utation  is  urgent.  "We  can't  go  on  mu 
longer  exchanging  their  products  for  o| 
real  estate  and  capital  assets,"  declar? 
Robert  N.  Noyce,  vice-chairman  of  In*! 
Corp.  "We've  got  to  convince  them  tit 
they  must  take  manufactured  goods  i 
payment  for  manufactured  goods."  Bt 
product  appeal,  as  U.  S.  chipmakers  wl 
know,  isn't  something  that  can  be  le^ 
lated  in  Washington  or  Tokyo. 

By  Neil  Gross  in  Tokyo,  with  Rich  a' 
Brandt  in  San  Francisco 
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WHEN  I  SAY  SHARP 
I  MEAN  BUSINESS!" 


No  matter  what  your  business.  Sharp  means  business, 
jm  heavy  construction  to  high  fashion  to  world  banking. 

Right  now,  all  over  America,  more  Sharp  fax 
achines  are  being  bought  than  any  other  brand.  Sharp 
ringing  up  the  most  electronic  cash  register  sales  in  the 
luntry.  Sharp  computers  are  breaking  sales  records, 
larp  copiers  are  rated  number  one  in  the  country  for 


copy  quality.  And  Sharp  business  calculators  are  the 
number  one  sellers,  coast  to  coast. 

No  wonder  more  and  more  companies  are  relying 
on  Sharp's  advanced  technology  and  quality  products. 

What  will  Sharp  mean  to  you? 
Business.  Good  business. 

Call  1-800-BE-SHARP,  and  we  will  tell  you  more. 


FROM  SHARP  MINDS 
COME  SHARP  PRODUCTS'" 

KING  SYSTEMS  •  CALCULATORS  •  COMPUTERS  •  COPIERS  •  ELECTRONIC  CASH  REGISTERS  &  TYPEWRITERS  •  FACSIMILE  MACHINES  •  LASER  PRINTERS 


FOR  AD  RATES 
AND  INFORMATION 
PHONE: 
1312)  337-3090 
OR  WRITE: 


BUSINESSi 


BUSINESSWEEK 
MARKET-PLACE 
100  EAST  OHIO  STREET 
SUITE  632 
CHICAGO,  IL  60611 


Executive  Gifts 


LOOK! 

EXECUFOLD^" 
Desktop  Folder 


Simply  drop  m  a  letlei,  13  sheets  stapled  or 
tinstapled  lor  a  perfect  fold  everylirrte 

List  $279  00  —  30  Day  Money  Back  Guarantee 


Machines  for  Business . 

20W6  EAST  vftLLf  f  81  VD  »VALNUT,CA' 

Call:  800-255-3713 


Travel/Resorts/Hotels 


■mAVELLING  ABROAD?? 


Learn  to  use  foreign  phones  without 
neetjing  a  foreign  language,  pay- 
phones  without  needing  coins  and 
hotel  phones  without  having  to  pay 
long  distance  surcharges 

Write  for  a  free  pamphlet 

"US  Phone  Services  Overseas  - 
Calling  Home  from  Abroad" 

Credit  Card  Calling  Systems,  Inc. 
Suite  2411.  67  Wall  St.,  New  York 
NY  10005 


Steel  Buildings 


WHOLESALE 

Steel  Buildings,  Inc. 
1-800-462-9992 

40x80x12    $8,995* 

50x80x12   $11,500* 

80x150x16  $21,300* 
100x200x16  $36,000* 

Now  you  can  purchase  your  Steel 
Building  at  Wholesale  Prices  anrj  Save 
Thousands  of  Dollars.  Complete 
Building  Includes  All  Steel  frames, 
purlins,  girts  &  hardware.  (No  Wood 
Required).  (MBMA)  Engr  Approved.  Any 
Style.  Size  or  Color.  Labor  Available.  Call 
toll-tree  or  FAX  716-632-2323 
■FOB  a  Cost  based  on  LL/WL 


Inventories  Purchased 


U  H 


REDUCE  YOUR  INVENTORY 
FOR  CASH  NOW! 

We  Buy  •  Integrated  Circuits  •  Semiconductors 
•  Discrete  Components  •  Electromechanical  Equip. 
•  Computer  Parts  &  Peripherals 
•  Sub  Assemblies  to  Finished  Goods 

NO  RISK! 

For  a  spot  quote  or  further  information, 
Call:  (201)  941-5000,  or  just  Fax  your  list:  (201)  939-8918 

Attention:  Allan  Berkun 

AMERICAN  SURPLUS  TRADING 

81 5  Fairview  Avenue,  P.O.  Bex  220,  Fairview,  N J  07022 


Computers/Office  Equipment 


Optical  Imaging  Software 
for  the  Business  User 

Operates  on  \BM  &  Compatible  PC's. 
EGA  &  VGA  monitors  and  laser  pnnters 
v»/ithout  modifications  or  special  boards. 
Interfaces  with  Canon.  Fujitsu,  HP  and 
Panasonic  scanners  &  most  optical 
drives.  All  Keyboard  controlled 

ALEXSYSEZ    $795.00 

(single  workstation  version} 

ALEXSYS  EZ/LAN   $1,295.00 

(5  workstation  networked  version) 

Send  check  or  Money  Order  to 

Courtland  Marketing,  Inc. 
1 0480  Little  Patuxent  Parkway 
Columbia,  Maryland  21044 

FAX:  301  -740-8704     Ptione:  301  -740-871 6 


FAX  HOTLINE 

Next  Day  Delivery  Anywhere  In  U.S. 

MUMTA  PAHAFAX  SHARP 

M1200  J599  iPanasoitic)  FO  220  $739 
M160C  5699  150  $919  fO  300  $959 
nKOH  155        S889  FO  420  $1159 

RF800Spec/a/J659  250      $1349  UX  180  $899 
FAX10E     $1019  120w/Ans  $929  UX  S'.n  $1159 
$1299  260       $1479  ,gsHIBA 
$1649  CANON  30100  $869 

$2195  fAX8  $669  3300  $979 
Call  lor  Prices  f  AX20  $899  3700  $1239 
on15,25.65,75    FAX25  $1469 

All  Models  Brand  New.  Factory  Fresti 
w/  Full  Manulaclurer's  Warranty 

?!1?JS(718)821-2121 

KENCO  ELECTRONICS 

5718  FLUSHING  AVE    MASPETH  NV  11378 


FAX20E 
FAX35E 
FAX60E 
FAX70E 


NOBODY  DOES  FAX  BETTER.  Discou 
prices,  full  service  and  training  on  ttie  li 
lines  of  facsimile  machines  Sharp.  Mura 
and  Ricoh  C.3II  us  before  you  pay  more  ai 
receive  less  from  somewhere  else  Call  t 
free  1  800-342-3299.  FAX  OF  AMERIC 
America  s  low  price  fax  distributor 


iiiimflRYmpCi 


Our  I3lh  Year  of  DISCOUNTS 
Computers  and  Cellular  Phones 
Freight  Prepaid— Save  Tax 
Toll  Free  800-231-3680 


TANDYRadW 


22511  Kaiy  Fwy  .  Katy  (Houston)  TX  774M 
l-7l3.3'»2-0747  Fan  (713)  574-4567  j 


Consumer  Information  Center 
Department  RW 
Pueblo,  Colorado  81009 

U  S.  General  Services  Administration 


n  you're  looking  for  some 
good  reading,  you've  just 
found  it.  The  free  Consumer 
Information  Catalog. 

The  Catalog  lists  about  200 
federal  publications,  many 
of  them  free.  They  can 
help  you  eat  right, 
manage  your  money,  stay 
healthy,  plan  your  child's 
education,  learn  about 
federal  benefits  and  more. 

So  sharpen  your  pencil. 
Write  for  the  free 
Consumer  Information 
Catalog.  And  get  reading 
worth  writing  for. 


PRESERVATION 

PLAN  ON  IT 


Write 

National  Trust 

for  Historic  Preservation 
Department  PA 
1785  Massachusetts  Ave.,  N.W 
Washington,  D.C.  20036 


FOR  AD  RATES 
AND  INFORMATION 
PHONE: 
(312)  337-3090 
OR  WRITE: 


mmBUSINESSnWEEK 


BUSINESSWEEK 
MARKET-PLACE 
100  EAST  OHIO  STREET 
SUITE  632 
CHICAGO,  IL  60611 


Business  Opportunities 


Your  Money  Rolls  In  With  Our 
Food  Carts  And  Trucks 

LOW  STARTUP  COSTS,  HIGH  EARNINGS. 
HOT  FOOD,  HOT  DOG,  AND  ICE  CREAM 
CARTS,  TRAILERS  &  TRUCKS  AVAILABLE. 

Westrock  Vending  Vehicles  Corp. 

1565  Fifth  Industrial  Court  •  Baysfiore,  NY  1 1706 
800-831-3166  •  NY  516-666-5252 


INCORPORATE  IN  DELAWARE! 

specialists  in  setting  up  Delaware 
Corporations.  General,  Aircraft, 
Boat  &  Shelf  Corporations. 
f)el<murc   Ca'I'Write  for  FREE  KIT: 

K  ^Jlyiarv       P     Box  484-BW 
i    "VV        Wilmlnglon,  DE 19899 

L-S  -^"'^  80M21-CORP- 302-652-6532 


corporate  Delaware  Law  Offices, 
HITTINGTON  &  AULGUR  $225  Com- 
;te  Free  Info.  Call  Or  Write  P.O.  Box 
50,  Wilm..  DE  19808  —  1- 
0-441-9459. 


)fitable  Established  Businesses  for 

e  by  owners  Located  West  Midwestern 
tes  AFFILIATED  BUSINESS  CONSUL 
NTS  719-548-8888 


000  Business  &  Investment  Op- 
rtunities.  For  Sale  By  Owners  No  com- 
isions  Business  Owners  MLS  Call  loll 
5  1  800-327-9630 


Financial  Services 


ALL  DISCOUNT  BROKERS 
ARE  NOT  ALIKE! 

jriel  Siebert  tailors  rates  to  your  needs 
ample  1000  stirs  @  5<t.  2000  to  4999 
rs  @  4t,  5000-1-  stirs  @  3«,  OTC  3«, 
00-1-  2«,  $50  mm  Trade  with  the  dis 
unt  professionals  —  Muriel  Siebert  &  Co  . 
; ,  444  Madison  Ave  ,  NY,  NY  10022 
'18  SIE  BERT  1-800-USA-0711  Member 
'SE  1967,  SIPC   BW 


SDAQ  Road  Shows  Stockbroker  net 
■k  of  key  players  can  give  your  company 
!ded  support  We  specialize  in  NASDAQ 
npanies  under  $10  Robert  Dresser 
3)937-8300 


HARD  TO  BORROW? 

No  Credit  Ctieck 
Guarantees  Provided 


We  do  not  make  loans 
Minimum  $100,000 
5-20  years 
The  Funding  Assistance  Corp. 
U.S.A.  (212)  755-9400 
Fax  (212)  755-7339 


ALL  NEW  1989  Franctiise  Annual  Directory 
fully  descnbes  4,185  Francfiisors  Includes 
Handbook  concerning  wtiat  you  stiould 
know  before  entenng  franchise  agreement 
Completely  Updated  20tti  yr  $26  95  plus 
$3  00  first  class  postage  Money  back 
Guarantee 

INFO  FRANCHISE  NEWS 
728  Center  St  ,  Box  550 
Lewiston,NY,  14092 


Executive  Gifts/Merch. 


YOU  ARE  A  BUSY  EXECUTIVE  I 
SAVE  TIME  iSMONElf...,„  .. 


WE  OFFER 
QUALin  OXFORD 
BUnON  DOWN 
DRESS  SHIRTS 
AT  INCREDIBLE 
PRICES  I 


Pinpoint  $5ett;     $29  50  3  lor  $85 

100%  Cotton  $1950  3  lor  $55 

60/40  ^-1-     $1750  3  (or  $50 

Sizes  14'«-17'ft  Neck,  32-36  Sleeve-Colors  BlueorWhile 
SEND  CHECK  OH  VISA/MC  NO  &  EXP  DATE 
SATISFACTION  EUARANTEED 

 ^rqafic  

8306  WilsNre  Blvd  ,  Suile~7051.  Beveily  Hills,  CA  90211 

1-800-444-5519  Ext.  511 

Add  S3  50  lor  Shipping  and  Handling 


Corporate 

(150  PC.  nninimum) 

Gain  recognition  from 
neckties  customized 
with  company  logo. 

Free  literature  upon  request. 

Barnard  Maine  ltd. 

33  Mead  Ave.  •  Cos  Cob 
Cr  06807  •  II.S.A. 
DepL  BW  (205)  869  3006 


Wine  Cellars 


We  Will  Not  Be  Vnder.sold-Call  us  First! 

WINECELLARS-  USA 

Most  Units  Shipped  From  Stock! 
Single  Temp  Models  ReUil  Your  Cost 
440  Bottle  Capacity 
700  Bottle  Capacity 
250  Bottle  Capacity 
296  Bottle  Credcnza 
Dual  Temp  Models 


$  2495  $  1695 
3495  1995 
1795  1395 
2495  1695 

Retail  Your  Cost 


600  Bottle  Capacity  $  4995       $  3495 

880  Bottle  Capacity  4495  2995 

1400  Bottle  Capacity^  door    6500  3795 
Visa/MC/AmEx/Discover 


Model  700 


Custom  Cellars  &  Racking  Systems  -  Call  For  Catalog 

134  W  131ST  St.  Los  Angeles  •  800/777A'INO  (777-8466)  or  in  CA  213/719-9500 


Weather  Computer 


!:  DICITAR 


A  Power-Packed  Micro 
Weather  Computer 


Credit  Card  Orders  Call  Today  Toll  Free 
Nationwide1-800-882-7388  i'J'"^'°''PM  P.I 


Corporate  Gifts 


FREE  10  24K  GOLD  GOLF  TEES 


I Aurora  goif  scorekeepet  $49  00 
Panasonic    massager  EV223W 
I  $36  00 

I  each  ofder  wilh  tree  10  gold  golf 
1  lees 

o<.idge$3  00  MO  res  add  tan 


Eurocave 

WINE  CELLARS 


Spoil  yourself,  not 
your  wines,  with  the 
perfect  temperature  and 
humidity  control  of  a 
Eurocave  wine  cellar. 

IMMEDIATE  DELIVERY 
on  units  up  to  2,000  bottles, 
prices  from  only  $99501. 

FREE  Cf //<jr  Catalog 

800-356-VINO 

Dept.  P-J 


THE  WINE  ENTHUSIASr 

Box  _W,  Pleasantville,  NY  10570 


Mailing  Lists 


Free  Mailing  List  Ideas,  25  Years  Experi 
ence.  Business  Lists.  Consumers,  Oc- 
cupants, Opportunity  Seel<ers.  Financial 
Lists,  Telemarl<eting  Lists  Bob  Burnett 
1-800-876-LIST 


Corporate  Gifts 


Promote  your  corpororte  image  witfi  Polo  Shiirts  from  our 
Corporate  Casuals  Collection  Have  your  logo  embroi 
dered  on  a  soft,  luxurious  100%  cotton  Polo  Uncondi- 
tionally guaranteed,  our  designer  quality  stiirt  features 
an  e)ctended  tennis  tail  and  generous  cut  Available 
in  eigtit  colors  and  two  knit  styles 
Polo  stiirts  are  not  our  only  line  We  also  offer  deluxe 


CORPORATE  DRESS  CODE: 


JSoSrart  cx       quality  caps,  sw/eaters,  Jack- 
Act*  coipwaiior.  ets  and  a  select  group  ol  ex- 
ecutive gifts  Wtien  tfie  dress 
code  calls  for  a  ctiange  of 
pace,  try  on  Corporate 
Cosuals  They  fit  right  in 
the  laoardroom 


Call  for  our  free  Cotalog. 

800-792-2277 
^.rair  800-826-8585 

FAX  415  786-1 111 

The  Corporate  Choice 

3952  Point  Eden  Way,  Havward,  CA  94545 


I 


ersonal  Business 


EDITED  BY  MARC  FRONS 


Health 


IT'S  NOT  A  HEART  ATTACK 
—BUT  IT  MAY  BE  WORSE 


Four  years  ago,  Stanley 
W.,  a  65-year-old  Queens 
(New  York)  accountant, 
thought  he  was  suffering  a 
massive  heart  attack.  On  a 
sultry  July  afternoon,  he  was 
standing  near  the  backyard 
barbeque,  talking  with  his 
children,  when  suddenly  his 
heart  began  racing  out  of  con- 
trol. Panicking,  he  ran  into 
the  bathroom  to  splash  water 
on  his  face.  But  within  mo- 
ments he  blacked  out  and  fell 
to  the  floor.  Paramedics 
rushed  him  to  a  hospital,  his 
life  in  limbo. 

Stanley  didn't  suffer  a 
heart  attack.  He  was  the  vic- 
tim of  a  cardiac  arrhythmia — 
the  most  lethal,  and  probably 
least  understood,  heart  condi- 
tion. Arrhythmias  are  electri- 
cal malfunctions  of  the  heart 
that  suddenly  make  it  beat  er- 
ratically or  send  it  skipping 
into  overdrive.  The  condition 
kills  400,000  people  in  the 
U.  S.  each  year,  compared  to 
100,000  people  who  die  from 
heart  attacks.  Doctors  esti- 
mate that  arrhythmias  are  re- 
sponsible for  two-thirds  of  all 
heart-related  deaths. 
DEFUSED.  Only  100,000  people 
each  year  are  fortunate 
enough  to  survive  bouts  with 
arrhythmia,  but  only  if  they 
get  immediate  attention.  Stan- 
ley W.  was  one  of  them.  Doc- 
tors suspected  arrhythmia 
when  blood  tests  showed  that 
he  had  not  had  a  heart  attack. 
Near  death,  he  was  shortly 
transported  to  the  pioneering 
arrhythmia  unit  at  Massachu- 
setts General  Hospital  in  Bos- 
ton. There,  a  staff  of  electro- 
physiologists — a  new  breed  of 
cardiologists  who  specialize  in 
arrhythmia  research  and 
treatment — opened  up  his 
heart.  Using  a  computer 
mapping  system,  they  spot- 
ted the  exact  location  of  the 
tissue   affected   by   the  ar- 


rhythmia, then  snipped 
away.  Six  weeks  later,  Sta 
ley  W.  left  the  hospital 
arrhythmia  defused.  He  w 
once  again  able  to  lead 
somewhat  normal  life,  wil 
out  need  for  medication. 

Not  all  arrhythmias 
life-threatening.  The  skipp 
beat  we  all  experience  oc< 
sionally  is  inconsequent! 
'And  at  least  500,000  Ame 
cans  suffer  from  atrial 
rhythmias,  which  affect  t 
nonpumping  chambers  of  t 
heart,  or  from  arrhythmi 
caused  by  heart  valve  pre 
lems.  Although  discomfortir 
these  can  often  be  controll 
by  drugs. 

JUMP  START.  Life-threateni: 
arrliythmias  attack  the  veni 
cles,  the  pumping  chamb( 
of  the  heart.  When  the  vent 
cles  become  arrhythmic,  t 
heart  attempts  to  send  bio 
to  the  body  or  lungs  befc 
it  is  adequately  filled, 
result  is  a  drop  in  blood  pri 
sure,  unconsciousness,  ai 
'requently,  death. 

What  makes  arrhythmi 
so  insidious  is  that  they  se( 
to  strike  at  random.  Diet  a 
exercise  do  not  seem  to  plaj 
crucial  role  in  causing  or  p 
venting  them.  While  they  c 
occur  from  cardiac  damaj 
such  as  scarring  from  pre 
ous  heart  attacks,  in  at  le; 
half  of  the  cases  arrhythm 
are  the  first  sign  of  he; 
trouble.  And  they  usually 
their  damage  so  rapidly  tl 
their  symptoms — among  tb 
heart  palpitations,  sweatii 
and  dizziness — are  barely  i 
before  a  person  collaps 
Only  quick  cardiopulmom 
resuscitation  and  a  count 
shock  from  a  defibrillator- 
device  that  delivers  an  elect 
jolt  from  paddles  placed 
the  chest — can  make  t 
heart  beat  normally  again 
The  procedure  perforir  f; 
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PERSONAL  BUSH 


Stanley  W.  is  one  of  the 
•e  radical  of  those  devel- 
d  by  electrophysiologists 
their  decade-long  battle 
inst  arrhythmias.  They've 
>  come  up  with  far  less  in- 
ive  treatments  that  pro- 
e  equally  dramatic  results. 

instance,  during  a  proce- 
e  called  catheter  ablation, 

doctors  locate  the  site  of 

arrhythmia  using  electri- 
y  charged  catheters  insert- 
through  the  arm  or  the  ab- 
len.  Then  they  destroy  the 
ue  with  a  targeted  shock, 
nother  technique,  cryosur- 
y,  is  similar  to  ablation  but 
)lves  freezing-  the  site.  In 
•e  advanced  cases,  a  porta- 

defibrillator,  which  coun- 


tershocks  an  arrhyth- 
mia at  the  first  sign 
that  it  is  about  to  oc- 
cur, can  be  implanted 
under  the  skin  in  the 
abdomen. 

These  approaches 
are  reaping  rewards. 
Fewer  than  10%  of 
those  treated  by  elec- 
trophysiologists have 
another  life-threaten- 
ing arrhythmia  within 
two  years,  according  to 
studies  conducted  at  Mass 
General.  The  more  traditional 
treatment  favored  by  main- 
stream cardiologists  is  to  pre- 
scribe drugs  without  exten- 
sive patient  testing.  But  more 
than  40%  of  these  patients 


have  another  episode  within  a 
year — and  many  die  of  it. 

There  is  still  no  way  to 
identify  those  who  are  about 
to  suffer  an  arrhythmia  be- 
fore it  occurs.  But  advanced 
electrocardiograms  are  in  the 


works  that  will  be  able 
to  discern  the  most 
subtle  electric  patterns 
in  the  heart  and  deter- 
mine when  an  underly- 
ing arrhythmia  exists. 
Then,  treatment  can  be 
performed  in  time  to 
prevent  an  attack. 

For  more  informa- 
tion on  arrhythmia 
treatments,  contact  the 
North  American  Soci- 
ety of  Pacing  &  Elec- 
trophysiology  at  13  Eaton 
Court,  Wellesley  Hills,  Mass. 
02181.  Jeffrei/  Rothfeder 

BW Information  Management 
Editor  Rothfeder's  book,  Heart 
Rhythms  (Little,  Brown),  ivas 
published  last  January. 


rou've  picked  out  your 
dream-mobile,  com- 
plete with  air-condi- 
ing  and  compact  disk  play- 
-and  even  managed  to 
otiate  a  good  deal.  But  the 
sman  isn't  through  with 
yet:  He's  pushing  options 
n  rust-proofing  to  mud 
s  to  extended  service 
tracts.  Do  you  really 
it  all  this  stuff? 
^ant?  Maybe.  Need? 
bably  not.  The  first 
Don't  be  forced 
anything.  Salespeo- 
aggressively  push 
i-margin  options,  in- 
ling  extended  war- 
ties.  But  with  deal- 
lots  bulging,  you 
t  have  to  pay  for  an 
'anted  option  to  get 
model  you  want.  In 
isachusetts,  it's 
inst  the  law  for  a 
er  to  force  you  to  - 
!  an  option  to  get 
vehicle  you  want, 
sumers  should  be 
*e  the  decision  on  what  to 
is  theirs,"  says  Robert 
'ens,  head  of  the  Consum- 
'rotection  Div.  of  the  state 
)rney  General's  office, 
ere's  a  guide  to  some  of 
more  common  offerings: 
jst-proofing.  By  far  the 
t  often  recommended  op- 
,  rust-proofing  is  also  the 
t  controversial.  Certainly, 
areful  rust-proofing  job 
add  years  to  the  life  of  a 
1  used  car.  But  carmakers 
e  made  tremendous 
ies  in  anticorrosion  in  re- 


Autos 


CAR  OPTIONS:  WHY  YOU  SHOULD 
KICK  THE  TIRES— HARD 


cent  years,  and  many  of  to- 
day's new  cars  just  don't  need 
the  extra  treatment,  which 
runs  about  $200.  In  fact,  Gen- 
eral Motors  advises  against 
additional  rust-proofing  on 
any  of  its  cars — and  cautions 
that  an  improperly  applied 
rust-proofing  can  actually 
make  your  car  rust  faster. 
■  Paint  and  fabric  protection. 
These  claim  to  shield  your 
car's  paint  and  interior,  re- 
spectively, from  scrapes  or 
drips.  These  options,  too,  are 
becoming  standard.  GM's  new 


Lumina  family  sedans  anc 
minivans,  which  are  expected 
to  haul  kids  with  ice  cream 
cones,  come  with  Scotchgard 
fabric  protector  as  a  standard 
feature.  Unlike  rust-proofing, 
you  can  apply  a  paint  sealant 
or  fabric  protector  yourself 
easily  and  inexpensively. 
■  Pinstripes.  These  and  other 
small  options  such  as  mud 
flaps,  door-edge  guards,  and 
engine  sound  shields  can  add 
hundreds  of  dollars  to  your 
car's  price.  Like  them?  Buy 
'em.  But  you  might  weigh  the 


convenience  of  buying  from 
your  dealer  against  the  al- 
most-always-lower cost  of  go- 
ing to  an  independent  special- 
ty auto  parts  store.  The  same 
holds  true  for  security  sys- 
tems, a  must  in  some  areas. 
■  Extended  warranties.  Deal- 
ers offer  a  variety  of  car  re- 
pair insurance.  Extended  ser- 
vice contracts  and  mechanical 
breakdown  insurance  are 
most  common.  The  latter  can 
be  a  relief  when  you're 
stranded  on  a  lonely  road, 
but  if  you  belong  to  a  motor 
club,  you're  probably  already 
covered.  Most  factory 
warranties  cover  the 
powertrain:  engine, 
drive  shaft,  and  trans- 
mission. Bumper-to- 
bumper  policies  cover  ev- 
ery little  problem,  but 
deductibles  can  be  as 
high  as  $100  per  visit. 

If  you're  undecided 
between  two  cars  but 
want  thorough  cover- 
age, compare  the  total 
cost  of  one  car  that  has  a 
bumper-to-bumper  factory 
warranty  with  that  of  another 
car  with  a  less  extensive  war- 
ranty. Then  see  what  it  costs 
to  make  the  coverage  equiva- 
lent. Optional  coverage  is 
sometimes  more  expensive 
when  bought  separately, 
sometimes  less.  If  you  decide 
to  go  with  an  extended  ser- 
vice contract,  many  dealers 
say  you  might  be  most  satis- 
fied with  a  factory  policy 
rather  than  one  from  an  inde- 
pendent concern.     Jim  Treece 
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Smart  Money 

A  FUTURE?  A  STOCK?  OR  JUST  A 
GOOD,  CHEAP  HEDGE? 


Am  I  investing  in  securi- 
ties or  taking  a  flier  in 
futures?  That's  the  question 
to  ask  if  your  broker  tries  to 
sell  you  the  index  participa- 
tions (IPs)  that  the  American 
and  Philadelphia  Stock  Ex- 
changes began  offering  in 
May.  But  your  broker  can- 
not know  for  sure,  because 
the  industry  is  embroiled  in 
what  could  be  a  lengthy  le- 
gal battle  over  the  status  of 
this  hybrid. 

Basically,  IPs  are  a  re- 
sponse to  the  Brady  Commis- 
sion report  on  the  '87  crash. 
The  panel  proposed  an  in- 
strument that  would  create  a 
link  between  futures  and 
stocks,  one  that  would  follow 
broad  stock  market  move- 
ments without  adding  to 
market  volatility.  IPs  were 
the  result. 


Index  participations 
are  the  subject 
of  a  legal  battle 


The  Amex  calls  them  Equi- 
ty Index  Participations  (EIPs), 
and  the  Philadelphia  Stock 
Exchange  calls  them  Cash 
Index  Participations  (CiPs). 
The  Chicago  Board  Options 
Exchange,  which  hasn't  yet 
begun  trading,  calls  them 
Value  of  Index  Participations 

(VIPS). 

Unlike  index  options  and 
futures,  whose  prices  have  a 
life  of  their  own,  the  value  of 
an  IP  is  directly  tied  to  the 
Standard  &  Poor's  500-stock 
index  or  the  30-stock  Dow 
Jones  industrial  average. 
The  standard  unit  of  tradin^^ 
is  100  IPS,  and  each  IP  is 
equal  to  of  the  index  vai 
ue.  That  means  if  the  S&r 
index  is  327,  the  unit  value  is 
$32.70,  which  means  you'd 
pay  $3,270  for  a  round  lot. 

Like  stock,  IPs  can  be 


bought  on  margin  with  50% 
down,  have  no  expiration 
dates,  and  generate  quarter- 
ly cash  dividend  equivalents. 
They  yield  as  much  (about 
3%)  as  the  stocks  in  each  in- 
dex— the  money  is  debited 
from  the  accounts  of  those 
who  are  short  IPs. 
NO  FEES.  What's  the  advan- 
tage of  an  IP  over  a  mutual 
fund?  "This  is  the  cheapest 
and  easiest  way  that  the 
retail  investor  can  hedge," 
says  Bob  Gordon,  president 
of  Twenty-First  Securities, 
who  helped  the  Philadelphia 
Exchange  develop  the  CIP. 
IPs  are  cheaper  than  mutual 
funds  since  there  are  no 
custodial  or  management 
fees.  Besides,  brokerage 
houses  are  using  the  same 
commission  schedules  that 
they  apply  to  options,  so  the 
cost  is  about  10%  less  than 
what  you  would  pay  to  trade 
a  stock. 

So  far,  most  of  the  trading 
in  IPs  has  been  done  by  spe- 
cialists and  market  makers. 
But  Michael  Schwartz,  senior 
vice-president  and  options 
strategist  at  Oppenheimer, 
says  that  some  of  his  "more 
adventurous"  retail  clients 
are  also  buying  them.  Mean- 
while, big  houses  like  Merrill 
Lynch  and  Shearson  Lehman 
Hutton  are  waiting  to  see 
how  the  courts  resolve  the 
dispute  before  they  start 
marketing  IPs  to  their  retail 
customers,  while  others,  in- 
cluding Kidder  Peabody, 
J.  C.  Bradford,  Baird,  Pat- 
rick, Gruntal,  and  Blunt  Ellis 
&  Loewi,  are  taking  orders. 

Should  the  courts  decide 
that  the  IP  is  a  futures  con- 
tract and  not  a  security,  the 
experiment  likely  will  end. 
The  exchanges  say  they'll 
allow  time  for  everyone  to 
get  out.  Still,  it  may  be 
worth  waiting  until  the 
courts  determine  the  true  na- 
ture of  this  beast  before  you 
invest.  Laura  Zinn 


Collecting 

CRACKIHG  THE  CRYPTIC  CODE 
OF  THE  AUCTIOH  WORLD 


In  art,  as  in  life,  things  are 
seldom  what  they  seem. 
Especially  in  art.  Auction 
catalogs  brim  with  adjectives 
that  take  on  special  meaning 
when  used  to  describe  pricier 
paintings,  jewelry,  furniture, 
and  other  objets  d'art. 

A  Ming  vase,  for  example, 
may  be  "important."  Another 
piece  of  Chinese  porcelain  is 
"highly  important."  Still  an- 
other is  "rare,"  or  "fine,"  or 
even  "magnificent."  In  con- 
versation you  might  hear 
something  else  described  as 
"museum  quality."  But  is  that 
better  than  "important," 
"rare,"  or  "fine"? 

Call  it  "auction  talk" — a 
cryptic  code  the  art  world 
uses  to  separate  the  (dare  we 
say)  important  pieces  from 
the  merely  ordinary.  There  is 
a  definite  hierarchy  of  adjec- 
tives starting  out  with  "fine" 
on  the  low  rung  and  moving 
up  to  "important,"  "highly  im- 
portant," and  "magnificent" 
(a.k.a.  "superb").  On  that  end 
of  the  spectrum,  things  can 
get  very  expensive.  These 
days,  for  example,  a  magnifi- 
cent white  diamond  would 
probably  weigh  more  than  20 
carats  and  cost  more  than  $1 
million,  says  Christie's  jewel- 
ry expert  Russell  Fogarty. 

But  that  doesn't  mean  a 
magnificent  piece  of  jewelry 
is  of  the  same  quality,  let 


alone  price,  as,  say,  a  magn 
cent  piece  of  furniture.  T 
terms  have  different  mei 
ings  for  different  cate^ 
ries — and  even  when  us 
within  the  same  one  can 
maddeningly  imprecise. 

An  18th-century  chest  m 
be  "important"  because 
one  of  the  few  remaining  o 
particular  type,  but  it  may 
be  in  perfect  condition.  On 
other  hand,  an  important 
pressionist  or  modern  pai 
ing  would  probably  be  one 
the  artist's  great  works. 

Art  experts  save  their  m^ 
colorful  definitions  for  "m; 
nificent."  In  Chinese  cera 
ics,  a  magnificent  piece  woi 
be  "so  extraordinary  it  tal 
your  breath  away,"  says  So 
eby's  expert  Mee  Seen  Loo: 
Christie's  American  furniti 
expert  Dean  Failey  says  m 
nificent  means  "this  v 
knock  your  socks  off." 

Other  labels  fall  outside 
hierarchy.  "Unusual"  is 
equivalent  of  calling  a  b£ 
"interesting,"  while  a  "mu 
um  quality"  piece  is  the  soi 
respected  museum  might 
play.  And  watch  out 
"rare,"  which  usually 
hances  value,  except  in  pa 
ings,  where  collectors  pre 
works  that  are  typical  of 
artist's  work.  The  moi 
These  adjectives  are  not 
last  word.      Judy  Dobrzyn 
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This  year,  tell  her  you'd  marry  her  all  over  again. 
The  Diamond  Anniversary  Band. 


A  diamond  is  forever. 


;gested  retail  price  for  rings  $2, 500-$6,000.  V  .) 

more  information,  call  800  777-8220.  ' "       '  / 

H®,  BEST  PRODUCTS,®  and  ISST  Jewelry  ®are  registered  serv  ice  marks  of  Best  Products  Co.,  Inc.,  a  VA  Corp. 


ersonal  Business 


ecoming  fluent  in  a  for- 
-eign  language  can  take 
'years  of  study  and 
practice.  But  if  you  need  a 
working  knowledge  fast,  lan- 
guage "immersion"  programs 
are  a  timely  alternative.  In- 
tensive programs  promise  a 
solid  grasp  of  a  language  in 
as  little  as  a  few  weeks — and 
you  may  even  enjoy  it. 

The  best  of  these  learn-a- 
thons  are  worlds  away  from 
the  tedious  drills  and  parrot- 
ing of  phrases  that  you  suf- 
fered in  high  school.  But  each 
program  does  have  its  own 
philosophy.  The  most  widely 
known  language  school  is 


Education 


DIVING  RIGHT  INTO 
A  NEW  LANGUAGE 


specific  business.  The  all-day 
"crash  intensity  program" 
runs  five  or  six  days  a  week 
for  two  to  five  weeks  ($2,500 
for  10  days). 

The  Michel  Thomas  Lan- 
guage Center  in  New  York 
(212  972-5588)  takes  a  differ- 
ent approach.  Much  of  the  in- 
struction is  in  English  and 
concentrates   on   giving  a 


of  the  intensive  summer  lan- 
guage courses  offered  by 
many  colleges  and  universi- 
ties. Middlebury  College  in 
Vermont  has  one  of  the  most 
popular  programs  (802  388- 
3711).  The  school  offers  sev- 
en-week sessions  in  French, 
German,  Italian,  and  Spanish, 
as  well  as  nine-week  courses 
in  Arabic,  Chinese,  Japanese, 


students  are  encouraged  > 
speak  in  the  new  tongue  , 
much  as  possible. 

Instructors  use  overblov, 
theatrical  flair  to  encoura; 
inhibited  adults  to  blurt  ct 
whatever  they  want  to  s:. 
The  method  combines  te- 
book  work  and  rigorous  dril 
Says  Rassias:  "We  encoura 
people  to  make  mistakes." 
IN  SITU.  But  studying  the  1;  - 
guage  in  the  host  country  s 
the  best  way  to  learn.  Berli ' 
"study  abroad"  program 
fers  travel  and  study  pa^ 
ages  in  Spain,  France,  a 
Germany.  The  "maximum 
tensity  program"  offered  y 
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Berlitz  (800  528-8908).  But 
there  are  plenty  of  others, 
and  each  lends  a  slightly  dif- 
ferent accent  to  the  approach. 

The  Berlitz  method  has  stu- 
dents hear  and  speak  only 
the  language  being  studied, 
so  you'll  start  thinking  in 
the  language  and  learn  the 
grammar  simply  by  using  it. 
Its  "total  immersion  pro- 
gram" plunges  students  in- 
to two  to  six  weeks  of  9  a.m. 
to  6  p.m.  days.  By  the  end  of 
a  minimum  course  (12  days 
and  $4,260)  "you  can't  nego- 
tiate a  business  deal,  but 
you'll  have  a  strong  basis  in 
social  conversation,"  says  Pa- 
tricia Sze,  Berlitz's  marketing 
director. 

NO  ENGLISH.  Another  well- 
known  program  is  run  by  in- 
lingua  (212  682-8585),  which 
specializes  in  language  train- 
ing for  business  and  industry. 
Here,  too,  no  English  is  spo- 
ken. The  focus  is  on  terms 
you  need  to  know  for  your 


sense  of  the  framework  and 
syntax  of  the  language.  Stu- 
dents focus  on  learning  to  ex- 
press their  own  thoughts. 
"Rote  learning  is  too  sur- 
face," says  Thomas.  "It's  like 
cramming  for  a  test,  and  then 
you  forget  it." 

Lessons  are  structured  in  8- 
hour  days  of  intensive  tetes-a- 
tetes  and  interactive  work 
with  a  tape  recorder.  A  10-day 
private  course  is  $4,200. 
Thomas  promises  proficiency 
by  the  end  of  the  course.  Re- 
fresher courses  are  free. 

If  you  are  already  thinking 
ahead  to  a  long  vacation  next 
year,  you  might  consider  one 


Worth  Noting 


■  TAPE  TIP.  By  yearend, 
many  classic  and  recent  mov- 
ies on  videocassette  will  be 
available  for  less  than  $10, 
says  industry  watcher  Seth 
Goldstein.  With  new  high- 


and  Russian.  The  courses  are 
taught  in  the  language  of 
study,  and  participants  must 
sign  a  formal  pledge  that  they 
won't  lapse  into  English  for 
the  duration  of  the  program, 
both  in  class  and  in  the  dormi- 
tories Avhere  they  live  and  eat 
with  their  group.  Lessons  last 
for  four  hours  in  the  morning, 
and  there  are  five  to  seven 
hours  of  homework  each  day. 

Dartmouth  College's  ac- 
claimed immersion  program 
uses  the  method  developed  by 
Professor  John  Rassias.  The 
10-day,  $1,200  course  takes 
place  on  the  college's  bucolic 
Hanover  (N.  H.)  campus,  and 


speed  equipment,  duplicators 
can  make  copies  in  extended- 
play  mode,  so  a  film  needs 
one-third  as  much  tape. 
■  BUYING  GREEN.  Seventh 
Generation's  environmental- 
ly correct  catalog  includes 
biodegradable  diapers  (32 
for  $50)  and  garbage  bags 


inlingua  is  available  in  4 
countries. 

You  might  opt  for  a  schd 
that  focuses  on  only  one  h- 
guage.  The  Munich-basd 
Goethe  Institute  (212  9J- 
3960)  has  16  locations  in  Wst 
Germany  where  you  can  t;;e 
eight-week  "compact  cours." 
in  German  (about  $7,800, 
lodging  and  meals).  Tin 
there's  the  Institut  de  Fri- 
^ais  in  Villefranche,  mr 
Monte  Carlo  (93  01  88  44)  A 
four-week,  $2,500  cou 
mixes  the  rigors  of  the  i 
guage  lab  with  the  ambie« 
of  the  Riviera.  Suzn  >■ 

Wool  ley,  with  Katie  Hafner 


(30  for  $10):  802  862-291 
■  SOUND  STATUS.  Marki 
the  10th  anniversary  of 
Walkman  personal  sten, 
Sony  is  producing  2,000  ;- 
ver-plated  models  priced  ^ 
$650.  They  come  with  i 
ownership  card  signed 
Sony  CEO  Akio  Morita. 
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And  our  readers  are  leaders,  in  Europe,  Asia,  Latin  America. 
In  fact,  Business  Week  International  leads  all  other 
international  business  magazines  in  cost-efficiency  in  reaching 
senior  and  chief  executives  in  Europe  and  Asia. 
And  as  an  advertiser,  you  reach  them  when  and  where 

they're  thinking  business  and  talking  business. 
Business  Week  International.  The  world's  only  international 
newsweekly  of  business. 

H^l  NTERNATION  AL  m  m  *  ■ 

BusinessWeekr;;s 

The  world's  only  international  newsweekly  of  business. 
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Match  the  market  to  your  ad  ««e  uiter  an 

"  of  targeted  circula- 
"lility  and  economy, 
lessage  to  your  geo- 
'  ic  market-and  do 
it  "iget  requirements. 

''f  combination  of 
I  or  international 
'  the  top  manage- 
and  you  get 
^han  with  any 
.  Put  your  ad  in 
I  in  Busines^Afeek 


lOOB^A 


Busines^^sek 


THERE  IS  NO  SECOND  PLACE. 


Information  technology  companies  need 
o  reacli  more  top  managers.  More  top  managers 
read  Business  fleelc.  It^s  tliat  simple. 


For  more  information  on  the  Purchase  Influence  in  America  Business  Survey  call  (312)  751-3756. 


THE  WALDORF 
REGULARS 

William  Beebe, 

Eastern  Regional  Sales  Manager 
Hasbro  Inc.,  Pawtucket,  RI 


idex  to  Companies 

index  gives  the  starting  page  for  a  story  or  fea- 
with  a  significant  reference  to  a  company.  Most 
idiaries  are  indexed  under  their  own  names, 
ipanies  listed  only  in  tables  are  not  included. 
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Eastern  Air  Lines  24 
Eastman  Kodak  78 
Enron  78 


Ford  Motor  60 


Gartner  Group  70 

Genentech  64 

General  Electric  28,  56 

General  Motors  56 

Gerber  Products  65 

Golden  Valley  Microwave 
Foods  30 

Grumman  78 
H 


Hall,  Stuart  80 
Hanson  41 
Hay  Group  70 
Hewlett-Packard  89 
Highland  Superstores  50 
Holly  Farms  29 
Hondo  31,56 


IBM  82,89 

IBM  Japan  31 
Inland  Steel  56 
Intel  92 


Keico  Disposal  27 

K  mart  50,  80 

Kidde  41 

Kinder-Core  65 

Kohlberg  Kravis  Roberts  78 

Korbei  36 


Lo  Petite  Academy  65 
Lamb-Weston  30 
Lepercq,  de  Neuflize  65 

M 


MAI/Basic  Four  28 

Matsushita  Electric 
Industrial  92 

Mazda  Motor 
Manufacturing  (USA)  60 

McBer  70 

McDonald's  50 

McDonnell  Douglas  28 

MCI  Communications  82 

Merrill  Lynch  5,  36 

Metropolitan  Life  78 

Mitel  82 

Montgomery  Ward  50 
Morgan  Stanley  65 
Motorola  28,82 
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Notional  Semiconductor  92 
NEC  92 

New  United  Motors 
Manufacturing  56 

Newmont  Mining  41 

NGK  Spark  Plugs  31 

Nikko  Securities  31,36 

Nissan  56 

Northern  Telecom  82 
Northrop  36 

o 


Obion,  Spivok,  McClelland, 
Maier  &  Neustodt  5 


Pay  Less  Drug  Stores  80 
Penney,  J.  C.  50,  80 
PepsiCo  30 
Placer  Dome  41 
Prime  Computer  28 


Prospect  Group  65 
Prudentiol-Boche  65 


Recruit  31,47 

Revlon  50 

RJR  Nabisco  78 

Rockwell  International  92 

Rolm  82 


Saatchi  &  Saotchi  70 

Santo  Fe  Pacific  5 

Schwab,  Charles  80 

Scott  Paper  56 

Sears  50,80 

Sequent  Computer 
Systems  28 

Siemens  82 

Smith,  A.  O.  56 

Sony  100 

Sotheby's  98 

Standord  &  Poor's  78 

Steelcose  64 

Sumitomo  31 

Sun  Microsystems  28 
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Texaco  82 
Texas  Air  24 
The  Limited  50 
Toyota  56 
Toys'R'  Us  50 
Tyson  Foods  29 
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USX  36 
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Woddell  &  Reed  50 
Woldenbooks  80 
Wal-Mart  50,80 
Wang  Laboratories  28 
Wells  Fargo  36 
Whitney,  J.  H.  28 


The  Hotel  Nikko  Hongkong 
stands  majesticalltj  on  the  Kowloon 
peninsula,  overlooking  the  world's 

most  fascinating  harbor 
Just  10  minutes  from  the  airport, 
this  contemporan;.  elegant  hotel  is 
idealli^  located  to  keep  business 
travelers  close  to  all  their 
appointments.  Its  deluxe  comforts 
include  up-to-date  health  facilities, 
a  full-function  business  center 
relaxing  lounges  and  some  of 
the  area's  finest  cuisines. 


hotel  nikko  hongkong 

7:  Modv  Kujd.  Ismish.ilsu:  F  jm,  Kowloon.  Ilunt  Kiiiii; 
Teleptione  .l-7.1')llll  Telex  .113(12  NIKHO  H\ 
Cable  Address  NIKIKJTEL  Fjx:  .1-.11 1.1122 


nikko  hotels  international 

For  reservalions,  call  your  travel  agent. 
Japan  Air  Lines  or  Nikko  Hotels  International: 
Toll  tree  in  U  S  and  Canada 
1-800-NIKKO-US  (645-5687) 
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Here's  a  sure-fire 
to  find  out  howgxxl 


your  fifing  systeip  is. 


The  building  could  be  replaced. 
But  what  about  your  company's  files? 
Or  suppose  you're  audited  by  a  major 
client.  Would  your  Accounts  Receiv- 
able department  have  immediate 
access  to  all  the  necessary  files,  or 
would  it  take  days  of  sifting  through 
old  files  and  storage  rooms? 

The  problem  is,  and  always  has 
been,  paper.  Paper  that  when  misfiled 
or  misplaced  could  spell  disaster.  Paper 
that  when  destroyed,  could  possibly 
destroy  your  business. 

The  solution  is  a  computerized 
filing  system  from  3M  Information 


Systems  Group. 

3M  provides  systems  that  use 
computer  technology— very  likely 
the  computers  you  already  have  in 
place— to  speed  and  secure  the  stor- 
age and  retrieval  of  documents  with 
evidentiary  value.  Documents  that 
can  be  combined  with  the  data  files 
you  already  generate  on  computer. 

For  many  businesses,  the  storage 
media  may  be  microfilm  or  micro- 
fiche. With  certain  applications,  a 
digital  document  management  sys- 
tem integrated  with  a  mainframe 
database  may  be  most  appropriate. 


Either  way,  the  system  you 
choose  will  work  with  the  technolog 
3M  is  developing  for  the  future.  We'v 
already  assembled  packages  to  help 
those  in  the  areas  of  Accounts  Payabl 
Engineering,  Manufacturing,  Financi; 
Records,  Hospital  Records  and  more 

For  more  information  on  how 
to  protect  your  company  against  bot 
natural  and  unnatural  disasters,  call 
3M  Information  Systems  at 
1-800-328-1684. 

But  call  soon.  Because  like  yoi 
records,  even  the  best  of  intentions 
can  go  up  in  smoke. 
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nvestment  Figures  of  the  Wee 


NMENTARY 

/eek  of  ecstasy  and  agony  in 
financial  markets,  which  were 
psawed  by  economic  events, 
gram  trading  added  to  the  vol- 
ty  among  equities.  Bonds 
red,  and  the  Dow  Jones  indus- 
I  average  rose  almost  50 
its  on  June  23,  as  a  reported 
line  in  durable  goods  orders 
sted  speculation  that  interest 
;s  were  on  the  wane.  But  prof- 
iking  and  sell  programs  sent 
market  lower  on  June  26  and 
Small-company  stocks  trailed 
le-cap  issues. 


STOCKS 

June       Dec.       June     June  22-28 


BOHDS 


THE  DOLLAR 


52-week  change 
+20.2% 


335  1500 


330  1350 


320  1050 


Shearson  Lehman 
Treasury  Index 


52-week  change 

■h7.8% 


1-week  change 
-1-2.0% 


1260  70 


J.  P.  Morgan 
Index 


52-week  change 
-h4.4% 


1  -week  change 
-0.2% 


MARKET  ANALYSIS 


STOCKS 

latest 

%  change 
Week  52-week 

FUNDAMENTALS 

Latest 

Week  ago 

Year  ago 

N  JONES  INDUSTRIALS 
COMPANIES  (Russell  1000) 

m.  COMPANIES  (Russell  2000) 
COMPANIES  (Russeii  3000) 

2504.7 
172.4 
170.8 
185.0 

1.6 
1.4 
0.3 
1.3 

18.0 
19.7 
14.2 
19.3 

90-DAY  TREASURY  BILL  YIELD 
30-YEAR  TREASURY  BOND  YIELD 
S&P  500  DIVIDEND  YIELD 
S&P  500  PRICE/EARNINGS  RATIO 

8.3% 
8.1% 
3.4% 
12.7 

8.4% 
8.3% 
3.5% 
12.5 

6.8%. 
8.9% 
3.6% 
14.6 

%  (bonge  (locol  cuiremy) 

TECHNICAL  INDICATORS 

Latest 

Week  ago 

Reading 

tEiGH  STOCKS 

latest 

Week 

52-week 

S&P  500  26-week  moving  average 
Stocks  above  26-week  moving  average 
Speculative  sentiment:  Put/call  ratio 
Insider  sentiment:  Vickers  sell/buy  ratio 

301.5 
68.0% 
0.23 
2.04 

299.6 
67.7% 
0.25 
2.00 

Positive 
Neutral 
Negative 
Neutral 

IDON  (FINANCIAL  TIMES  100) 
YO  (NIKKEI  INDEX) 
.ONTO  (TSE  COMPOSITE) 

2209.4 
33,245.6 
3766.6 

1.7 
-0.3 
1.0 

19.1 
20.4 
9.8 

MDUSTRY  GROUPS 

BRIDGE  INFORMATION 

SYSTEMS  INC. 

JR-WEEK  LEADERS 

% 

4-week 

change 

52-week 

Strongest  stock  in  group 

%  change 
4-week  52-week 

Price 

OTELS  AND  MOTELS 

14.3 

50.4 

HILTON  HOTELS 

24.5 

101.2 

102'/8 

UBUSHING 

13.8 

34.7 

HARCOURT  BRACE  JOVANOVICH 

55.1 

53.2 

i5y8 

OLD  MINING 

10.6 

-3.0 

NEWMONT  MINING 

14.7 

-4.5 

40 

OMEBUILDING 

10.4 

53.6 

KAUFMAN  &  BROAD 

22.9 

66.7 

18 '/a 

ROADCASTING 

10.1 

54.5 

LIN  BROADCASTING 

19.6 

96.4 

123% 

IR-WEEK  LAGGARDS 

%  change 
4-week  52-week 

Weakest  stock  in  group 

% 

4- week 

change 

52-week 

Price 

ilSURE  TIME 

-9.5 

4.8 

HANDLEMAN 

-14.0 

44.6 

30 

APER  CONTAINERS 

-7.6 

-2.8 

STONE  CONTAINER 

-15.0 

-25.6 

26^/8 

lACHINE  TOOLS 

-5.8 

-15.7 

MONARCH  MACHINE  TOOL 

-10.0 

-18.2 

16% 

OMMERCIAL  SERVICES 

-4.3 

2.5 

NATIONAL  EDUCATION 

-23.7 

-46.0 

161/8 

EALTH  CARE  SERVICES 

-4.2 

-14.2 

BEVERLY  ENTERPRISES 

-7.1 

30.0 

81/8 

lirrUAL  FUNDS 

DERS 

-week  total  letum 

% 

LAGGARDS 
Four-week  total  return 

% 

TRATEGIC  INVESTMENTS 
INITED  SERVICES  GOLD  SHARES 
»iTERNATIONAL  INVESTORS 

12.5 
12.0 
9.7 

FIDELITY  SELEQ  SOmVARE  &  COMPUTER 
TYNDALL-NEWPORT  GLOBAL  GROWTH 
FIDELITY  SELEQ  COMPUTERS 

-5.8 
-5.3 
-4.7 

week  total  return 

% 

52-week  total  return 

% 

AUFMANN 

IDELITY  SELEa  BROADCAST  &  MEDIA 
lEUWARE  GROUP  TREND 

53.7 
50.1 
44.9 

STRATEGIC  GOLD/MINERALS 

SLH  PRECIOUS  METALS  &  MINERALS 

FINANCIAL  STRATEGIC  GOLD 

-21.4 
-19.0 
-18.0 

MORNINGSTAR  INC, 


4-week  total  return 


]  Average  fund 


52-week  total  retui 


LATIVE  PORTFOLIOS 


or  amounts 
esent  the  present 
le  of  $10,000 
!sted  one  year 
in  each  portfolio 

entoges  indicate 
day  total  returns 


DATA  RESOURCES  INC. 


U.  S.  stocks 
$12,385 

+  2.24% 


Foreign  stocks 
$12,013 

+  2.75% 


Treasury  bonds 
$11,967 

+  1.99% 


nil 


Money  market  fund 
$10,694 

+  0.16% 


Gold 
$8,488 

+  2.63% 


3ta  on  this  page  are  as  of  market  close  Wednesday,  June  28,  1989,  unless  otherwise  indicated, 
'ry  groups  inckde  S&P  500  companies  only;  performance  and  share  prices  are  as  of  market  close 


June  27,  Mutual  fund  returns  ore  as  of  June  23.  Relative  portfolios  ( 
detoiled  explanation  of  this  page  is  available  on  request. 
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REWARD  PRAGMATISM 
IN  LATIN  AMERICA 


TEAMS  THAT  SCORE  BIG 
ON  PRODUCTIVITY 

Worker  participation,  which  now  toils  under  the 
sobriquet  "employee  involvement,"  has  a  contro- 
versial history  in  the  U.  S. — in  sharp  contrast  to 
the  esteem  it  commands  in  Japan  and  Western  Europe. 
Here,  the  labor  movement  has  tended  to  regard  Ei  as  a 
device  for  busting  unions.  And  even  among  academics,  there 
has  been  contention  whether  the  technique  has  any  practical 
impact  on  productivity. 


But  new  evidence  is  coming  in  that  shows  that  El,  in 
uniquely  American  structure  based  on  self-managing  woi 
teams,  can  have  a  massive  impact  on  productivity  (page  5( 
In  plants  that  employ  such  an  approach,  members  are  cros 
trained  to  perform  all  tasks,  so  slowdowns  from  absenteeis 
are  reduced.  Flexibility  is  the  name  of  the  game. 

At  General  Electric  Co.'s  Salisbury  (N.  C.)  plant  that  a 
sembles  lighting  panelboards,  productivity  increased  a  r 
markable  250%  over  ge  plants  that  made  the  same  produc 
in  1985.  Because  of  results  such  as  this,  the  team  idea  hi 
been  adopted  by  other  U.  S.  companies,  including  Procter 
Gamble,  General  Motors,  Ford,  ltv  Steel,  Boeing,  and  Char 
pion  International.  At  GE  itself,  the  goal  is  to  have  35%  > 
the  work  force  in  teams  by  the  end  of  1989. 

If  the  U.  S.  is  to  regain  its  place  in  the  manufacturin 
nation  big  leagues,  the  productivity  gains  possible  fro 
flexible  work  practices  and  from  workers'  willingness 
move  from  job  to  job  are  going  to  be  a  key.  If  it  can  1 
shown  that  there  is  a  relationship  between  productivi 
gains  and  the  new  teamwork  concept,  then  the  federal  go 
ernment  should  promote  teamwork  as  a  matter  of  nation 
policy.  On  an  immediate,  practical  level,  the  substantial  U 
advantages  for  ESOPs  should  be  made  contingent  on  work 
participation. 


A  PAY  HIKE  MIGHT  MAKE 
CONGRESS  MORE  ETHICAI 

Good  ideas  have  a  way  of  overcoming  seemingly  i 
surmountable  obstacles.  Let's  hope  that  happens 
renewed  efforts  by  President  George  Bush  ai 
House  Speaker  Thomas  S.  Foley  (D-Wash.)  to  enact  a  cc 
gressional  pay  raise.  The  raise  would  come  as  a  trade-off  f 
new  restrictions  on  the  outside  income  that  lawmakers  i 
ceive  from  special  interests.  The  restrictions  are  sorely  net 
ed  to  reduce  conflict  of  interest  in  Washington.  And  su 
action  will  free  up  a  badly  needed  pay  raise  for  fedei 
judges  and  senior  government  officials  who  increasing 
view  public  service  as  a  monastic  vow  they're  not  interest 
in  keeping. 

There's  reason  to  hope  a  deal  can  be  struck.  Congress 
desperate  to  rid  itself  of  the  scandals  surrounding  form 
Speaker  Jim  Wright  (D-Tex.)  and  former  Democratic  W\ 
Tony  Coelho  (D-Calif.),  who  resigned  in  disgrace  over  th^-* 
shameless  pursuit  of  outside  income.  And  rather  than  tryir 
to  sneak  a  pay  raise  through — Congress'  traditional  way 
raising  its  salary — Foley  is  methodically  promoting  the  id 
in  public  forums.  He  wants  the  pay  raise  phased  in  ;i 
special-interest  money  phased  out  as  part  of  a  larger  ethu 
reform  package.  And  the  Speaker  is  willing  to  raise  fedeiJ 
salaries  first  and  let  the  congressional  salary  hikes  go  iri) 
effect  after  an  intervening  election. 

This  is  a  fresh,  new  approach.  Good  people  in  governnie: 
are  demoralized  and  getting  out  fast.  Talented  people  in  t; 
private  sector  sneer  at  public  service.  Congress  is  legally  i 
the  take,  and  America  is  more  cynical  than  ever  about  ^ 
institutions.  It's  a  sad  state  of  affairs,  yet  a  few  good  ide; 
could  fix  it.  This  is  one  of  those  good  ideas. 


Latin  America  is  crumbling.  After  a  decade  of  scram- 
bling just  to  pay  debt  bills,  the  region  is  decapitalizing: 
Its  infrastructure  is  rusting  out,  telephones  don't  work, 
and  energy  outages  are  commonplace.  Argentina,  Brazil, 
Mexico,  and  Venezuela  are  in  danger  of  slipping  from  their 
status  as  developing  Third  World  nations  into  a  new  catego- 
ry that  could  be  called  the  Undeveloping  World.  The  First 
World  has  a  stake  in  helping  to  prevent  this. 

Surprisingly,  the  current  economic  crisis  has  not  pushed 
Latin  America's  leaders  into  ideological  bunkers.  Instead  it 
has  created  a  new  pragmatism.  From  Carlos  Saiil  Menem  in 
Argentina  to  Carlos  Salinas  de  Gortari  in  Mexico,  leaders  are 
casting  aside  dogma  from  the  past.  The  challenge:  to  come 
up  with  development  strategies  that  create  wealth  and 
spread  some  of  it  around.  The  new  pragmatism  comes  from 
a  clear  consensus  that  extreme  solutions  have  failed. 

Foreign  investors,  for  example,  used  to  be  greeted  warily. 
There  was  good  reason,  what  with  the  familiar  history  of 
big  companies  running  small  countries,  spawning  the  term 
banana  republic.  But  now  the  pragmatists  are  figuring  out 
that  they  can  keep  the  crown  jewels — maintaining  control  of 
strategic  assets — but  open  the  door  to  everything  else.  In 
Mexico's  newly  revamped  foreign-investment  rules,  for  ex- 
ample, the  government  holds  onto  control  of  the  state  oil 
monopoly  Pemex  but  is  offering  foreigners  petrochemical 
concessions  and  big  pieces  of  the  national  airlines  and  tele- 
communications business.  Other  countries,  even  social-demo- 
cratic Jamaica  and  Venezuela,  are  doing  likewise. 

Now  is  the  time  for  a  response  from  the  industrialized 
world.  It  was  the  creditor  nations  that  encouraged  Latin 
America  to  become  more  market-oriented,  holding  out  the 
promise  of  rewards  and  understanding  if  they  did.  Thus  far, 
the  creditors  have  failed  to  live  up  to  the  deal.  Washington 
and  the  commercial  banks  are  at  an  impasse  over  whose 
responsibility  it  is  to  reduce  debt.  The  Brady  Plan  is  only  a 
half  measure,  with  little  money  behind  it.  The  White  House, 
with  the  support  of  other  G-7  nations,  needs  to  take  the  lead 
and  press  for  legal  and  regulatory  changes  that  liberalize 
rules  for  writing  down  debt.  Without  such  action,  the  mo- 
ment for  the  pragmatists  to  the  south  could  be  lost  for  good. 
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It's  a  story  Steve  Jacobs  hates  to  remember, 
but  loves  to  tell . . . 

His  Steelcase  dealership,  Stevens  Office 
Interiors  in  Syracuse,  was  just  days  away  from 
finishing  a  project  for  the  New  York  Power  Pool 
in  Guilderland,  when  somebody  realized  they'd 
ordered  $24,000  worth  of  components— 
everything  from  binder  bins  and  lights  to  work- 
stations in  the  wrong  paint  color. 

Jacobs  was  beside  himself. 
Absolutely  had  to  do  the  installation  on  time. 
Could  see  his  customer  walking  their  contract 
right  out  the  door.  Just  knew  he'd  end  up 
eating  the  job. 

At  8:01  the  next  morning,  he  called  Dealer 
Services  in  Grand  Rapids.  Martha  O'Connor 
picked  up  the  call.  She  winced.  "Your  order 
is  being  manufactured  in  five  different  plants, 


some  of  the  parts  are  already  on  trucks,  and 
it's  New  Year's  Eve.  But','  she  added,  "I'll  see 
what  I  can  do." 

Martha  called  back  in  a  couple  of  hours. 
Three  of  the  plants  had  already  started  the 
repainting,  and  the  trucks  were  being  off-loaded. 

The  whole  order  shipped  out  in  the  right 
color  on  January  2nd,  a  day  ahead  of  schedule. 
Jacobs  thanked  his  lucky 
stars  he  was  a  Steelcase  dealer. 
Thanked  Martha.  Wrote  her  boss . . . 

"The  amazing  thing  is','  he  recalls,  "Martha 
didn't  have  any  direct  authority.  But  when  she 
called  the  plants  and  said,  'We  have  a  dealer 
who  has  a  problem  and  that  means  we  have  a 
problem.  Our  customer  needs  help,'  people 
said,  'No  problem,  we'll  do  it.'" 

Was  it  a  Happy  New  Year?  You  bet. 


Happy  New  Year. 


For  more  information,  call  l-H00-333-')939 


Steelcase 

The  Office  Environment  Company' 


Daewoo's  innovative  minds  have  put 
Daevvoo  right  at  the  frontier  of  the  new 
technology.  This  is  particularly  true  with 
computers.  Daewoo  recently  built  a  major 
facility  to  manufacture  a  highly  advanced 
computer  chip.  The  fact  is,  Daewoo  invests 
a  large  part  of  its  earnings  not  only  in  the 
R&D  to  develop  a  better  product,  but  in 
the  manufacturing  technology  that  will 
deliver  that  better  product.  By  placing  a  big 
emphasis  on  innovation,  Daewoo  has, 
in  just  over  20  years,  become  a  leader 
in  such  diverse  industries  as  computers 
and  heavy  machinery,  aeronautics  and  auto- 
mobiles, shipbuilding  and  telecommunica- 
tions. Find  out  how  Daewoo's  innovative 
minds  can  help  your  company  to  grow. 


Daewoo's  wide  range  of  innovation  includes  highly  advanced  computers 


Daewoo  International  (Amenca)  Corp.  (212)  909-8200 
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old  MGM  movies  have  helped  put  his 
empire  on  the  path  to  financial 
stability.  Now  he's  planning  new 
shows  for  TNT,  global  expansion  for 
CNN,  and  more.  Stay  tuned 
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be  the  first  to  do  global  TV  ads 
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PRODUCTION 

Change  from  lost  week:  -0.5% 
Chonge  from  lost  year;  2.1% 

185   


June  24 
175.0 


LEADING 

Change  from  last  week:  0.3% 
Change  from  last  year:  5.7% 
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The  production  index  fell  for  the  week  ended  June  24,  dropping  to  its  lowest 
level  since  December,  1988.  On  a  seasonally  adjusted  basis,  output  of  coal,  trucks, 
outos,  paper,  and  rail-freight  traffic  declined.  Electric  power  and  crude-oil  refining 
output  increased.  Production  of  steel  and  paperboard  was  unchanged  from  the 
previous  week.  Before  calculation  of  the  four-week  moving  average,  the  index  rose 
to  174.3  from  173.7  for  the  prior  week. 

BW  production  index  copynghl  1989  by  McGrow-Hill  Inc. 


The  leading  index  increased  modestly  for  the  week  ended  June  24,  as  the  index 
continues  to  rebound  after  its  sluggish  performance  in  May.  Faster  growth  in  real 
estote  loans  and  materials  prices  offset  the  negative  signals  given  by  lower  stock 
prices,  higher  bond  yields,  an  increase  in  the  number  of  business  failures,  and  slower 
growth  in  M2.  Before  calculation  of  the  four-week  moving  average,  the  index  rose  to 
211.6  from  211,4  in  the  previous  week. 

Leod.ng  index  copyfight  1989  by  Center  for  International  Business  Cycle  Research 


PRODUCTION  INDICATORS 


Latest 
week 

Week    %  Change 
ago     year  ago 

STEEL  (7/1)  thous.  of  net  tons 

1,844 

1,881  # 

0.7 

AUTOS  (7/1)  units 

127,175 

141,086r# 

66.4 

TRUCKS  (7/1)  units 

78,723 

81,709r# 

95.2 

ELEaRIC  POWER  (7/1)  millions  of  kilowatt-h 

ours 

58,699 

58,148# 

4.0 

CRUDE-OIL  REFINING  (7/1)  thous.  of  bbl./day 

14,157 

1 3,994  # 

4.9 

COAL  (6/24)  thous.  of  net  tons 

1 6,906 

18,237 

-5.6 

PAPERBOARD  (6/24)  thous.  of  tons 

768.4  # 

765.8r 

6.7 

PAPER  (6/24)  thous.  of  tons 

723.0# 

718.0r 

-1.6 

LUMBER  (6/24)  millions  of  ft. 

522.9  # 

506.8 

1 1.7 

RAIL  FREIGHT  (6/24)  billions  of  ton-miles 

18.6# 

18.9 

-4.1 

Sources:  Americon  Iron  &  Steel  Inst.,  Ward's  Automotive  Reports,  Edison  Electric  Inst.,  Amer- 
ican Petroleum  Inst.,  Energy  Dept.,  Americon  Paper  Inst,,  WWPA',  SFPA^,  Association  of 
American  Railroads 

fOREIGN  EXCHANGE  1 

latest 
week 

Week 
ago 

Year 
ago 

JAPANESE  YEN  (7/5) 

138 

143 

132 

GERMAN  MARK  (7/5) 

1.88 

1.96 

1.82 

BRITISH  POUND  (7/5) 

1.62 

1.56 

1.71 

FRENCH  FRANC  (7/5) 

6.39 

6.66 

6.13 

CANADIAN  DOLLAR  (7/5) 

1.19 

1.20 

1.21 

SWISS  FRANC  (7/5) 

1.61 

1.69 

1.52 

MEXICAN  PESO  (7/5)^ 

2,508 

2,501 

2,300 

Sources:  Major  New  York  banks.  Currencies  expressed  in  units  per  L 
British  pound  expressed  in  dollars. 

,  S.  dollar,  except  for 

PRICES  t 

week 

Week    %  Change 
ago     year  ago 

GOLD  (7/5)  $/troy  oz. 

383.600 

373.750 

-12.2 

STEEL  SCRAP  (7/3)  #  l  heovy,  $/ton 

1 14.50 

1 14.50 

-4.6 

FOODSTUFFS  (7/3)  index,  1967=  100 

227.2 

226.0 

-11.0 

COPPER  (7/1)  «,/lb. 

1 13.7 

1 18.8 

1.3 

ALUMINUM  (7/1)  «./lb. 

85.8 

88.8 

-31.1 

WHEAT  (7/1)  #2  hard,  $/bu. 

4.36 

4.35 

13.0 

COTTON  (7/1)  strict  low  middling  1-1/16  in. 

65.75 

64.67 

7.7 

Sources:  London  Wed.  finol  setting,  Chicogo 
Week,  Kansas  City  mkt.,  Memphis  mkt. 

mkt.. 

Commodity  Research  Bureau, 

Metals 

LEADING  INDICATORS 


Latest 

Week 

%Cht 

week 

ago 

yeof  «9 

STOCK  PRICES  (6/30)  S&P  500 

323.70 

322.78 

19. 

CORPORATE  BOND  YIELD,  Aaa  (6/30) 

9.02% 

9.09% 

-8. 

INDUSTRIAL  MATERIALS  PRICES  (6/30) 

104.6 

105.0 

4. 

BUSINESS  FAILURES  (6/23) 

254 

235 

8, 

REAL  ESTATE  LOANS  (6/21)  billions 

$329.1 

$328.0r 

14. 

MONEY  SUPPLY,  M2  (6/19)  billions 

$3,083.4 

$3,079.8r 

2. 

INITIAL  CUIMS,  UNEMPLOYMENT  (6/17)  thous. 

333 

326 

8, 

Sources:  Standard  &  Poor's,  Moody's,  Journal  of  Commerce  (index:  1980=  100),  Dun 
Bradstreet  {failures  of  large  companies).  Federal  Reserve  Board,  Labor  Dept.  CIBCR  seosoi 
ally  adjusts  data  on  business  failures  and  real  estate  loans. 


MONTHLY  ECONOMIC  INDICATORS 


Latest 

Month 

%Onun 

month 

ago 

year  oj 

CONSTR.  SPENDING  (May)  annual  rate,  billions 

$421.3 

$415.9r 

5 

MANUFACTURERS'  INVENTORIES  (May)  billions 

$365.5 

$363.5 

7. 

MANUFACTURING  SHIPMENTS  (May)  billions 

$233.5 

$234.0 

8 

AGRICULTURAL  PRICES  (June)  mdex,  1 977  =  1 00 

146 

149 

5. 

Sources:  Census  Bureau,  Commerce  Dept.,  Dept.  of  Ag 

riculture 

MONETARY  INDICATORS  i 

Latest 

Week 

%  Chan) 

week 

ago 

year  a) 

MONEY  SUPPLY,  Ml  (6/19) 

$768.3 

$769.6r 

-1 

BANKS'  BUSINESS  LOANS  (6/2 1 ) 

316.0 

316.5r 

4 

FREE  RESERVES  (6/28) 

297 

452r 

-45 

NONFINANCIAL  COMMERCIAL  PAPER  (6/2 1 ) 

127.9 

124.1r 

36 

Sources:  Federal  Reserve  Board  (in  billions,  except  for  f 

ree  reserves. 

which  are  expressed  f 

a  two-week  period  in  millions) 

MONEY  MARKET  RATES 

Latest 

Week 

Vear 

week 

ago 

ago 

FEDERAL  FUNDS  (7/3) 

9.49% 

9.55% 

7.81 

PRIME  (7/5) 

11.00 

1 1.00 

9.00 

COMMERCIAL  PAPER  3-MONTH  (7/3) 

9.05 

9.09 

7.59 

CERTIFICATES  OF  DEPOSIT  3-MONTH  (7/5) 

9.05 

9.20 

7.67 

EURODOLLAR  3-MONTH  (6/28) 

9.31 

9.30 

7.69 

Sources:  Federal  Reserve  Board,  First  Boston 


#  Row  data  in  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart);  other  components  (estimoted  and  not  listed)  include  machinery  and  defense  equipme 
1  =  Western  Wood  Products  Assn.         2  =  Southern  Forest  Products  Assn.         3  —  Free  market  value         NA  —  Not  available         r  =  revised         NM  =  Not  meaningful 
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HOW  DETROIT  CAN  STOP 

SPINNING  ITS  WHEELS  

■ would  be  willing  to  bet  my  new 
1989  Jeep  that  many  of  your  readers 
who  recently  purchased  a  new  auto  or 
truck  would  agree  with  your  article 
100%  ("Detroit  tries  to  rev  up,"  Cover 
Story,  June  12).  Detroit  auto  makers 
may  be  putting  out  a  better  product, 
but  if  dealers  are  turning  off  custom- 
ers, to  what  avail  is  Detroit's  quality 
renaissance? 

Those  dealers  who  treat  their  custom- 
ers with  respect  and  courtesy  after  they 
make  their  purchase  will  reap  the  bene- 
fits of  repeat  business  and  customer 
goodwill.  Those  who  persist  in  taking 
customers  for  granted  will  eventually 
find  empty  showrooms. 

Dan  R.  Schipper 
Parma,  Ohio 

,  otor  City  needs  to  jump-start  more 
Ithan  just  its  marketing,  as  you  im- 
ply. Despite  recent  improvements,  do- 
mestic autos  still  lag  behind  imports 
in  design  and  quality.  The  Japanese 
bring  out  trouble-free  models  every 
four  years,  while  many  American  cars 
ai'e  still  problematic  after  they  have 
been  in  production  for  more  than  twice 
that  time. 

For  example,  General  Motors  Corp.'s 
Chevrolet  Caprice  is  in  its  13th  year 
of  production,  yet  it  has  a  poor  reli- 
ability record,  gm's  upcoming  1990  Lumi- 
na  van  has  its  stunning  styling  undercut 
by  undistinguished  mechanicals  that  are 
nearly  a  decade  old.  Chrysler  Corp.'s 
lineup  is  based  on  the  aging  K-car  chas- 
sis. And  even  Ford  Motor  Co.,  whose 
Taurus  design  redefined  the  American 
car,  has  had  problems  with  its  new 
Thunderbird. 

Further,  it  takes  Detroit  almost  dou- 
ble the  time  to  develop  a  new  model  as 
its  Asian  counterparts.  Without  some  se- 
rious rethinking  and  judicious  restruc- 
turing, the  new  products  that  are  needed 
for  a  renaissance  in  Detroit  will  continue 
to  be  outdated  and  flawed,  and  no 
amount  of  advertising  will  convince 
shoppers  otherwise. 

John  Fare 
Sepulveda,  Calif. 


ly  wife  and  I  consider  ourselves 
Ipart  of  the  middle  class.  We  have 
decent  jobs,  own  (with  the  bank)  our 
home,  and  are  well-educated.  In  1984,  we 
purchased  a  Pontiac  and  in  1986,  a  Chev- 
rolet, taking  out  loans  on  both.  The  Pon- 
tiac loan  has  been  paid,  and  the  Chevro- 
let loan  will  be  paid  in  March,  1990.  We 
filed  1040  income-tax  forms  with  item- 
ized deductions  and  relied  significantly 
on  the  interest  deductions. 

Just  as  many  could  not  and  would  not 
buy  a  home  without  the  mortgage-inter- 
est deduction,  we  will  not  buy  another 
new  car  on  credit  because  we  have  lost 
the  deduction  on  our  income  tax  and  also 
lost  state  sales  taxes  as  a  deduction. 
Plain  and  simple,  no  other  reason. 

I  think  I  speak  for  thousands  of  home- 
owning  Americans  when  I  say  that  I  will 
not  buy  another  new  car  until  I  can  pay 
cash.  I  will  never  again  finance  a  new- 
car  purchase  unless  the  deduction  is  re- 
stored. A  simple  matter  of  economics, 
not  a  complex  problem  regarding  pro- 
duction, Japanese  competition,  workman- 
ship, unions,  finance,  or  world  markets. 

Mark  Gissiner 
Cincinnati 

YOU  CAN'T  GET  AIDS 

BY  GIVING  BIPOD  

The  article  "A  Shiny  new  weapon  in 
the  war  on  cancer:  Light"  (Science  & 
Technology,  May  29)  said  that  "light-ac- 
tivated drugs  could  save  millions  of  dol- 
lars . . .  and  eliminate  the  risk  to  do- 
nors." The  fact  is  that  there  is  no  risk  of 
AIDS  to  blood  donors. 

J.  M.  Korth-Bradley 
Austin,  Texas 

AMERICA  SHOULD  USE  ITS 
SCIENTISTS  MORE  SKILLFULLY 

With  reference  to  your  article 
"Fewer  guns  could  mean  a  whole 
lot  more  butter,"  (Economics,  June  12), 
there  is  no  evidence  that  "approximately 
30'/'  of  all  scientists  and  engineers  are 
employed  in  defense-related  research 
and  production."  According  to  the  best 
recent  research  on  the  subject  (National 
Research  Council,  The  Impact  of  De- 
fense Spending  on  Nondefense  Engi- 
neering Labor'  Markets,  1986),  at  the 
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WE  HELP  CREA1 
RHOSTPOPU 


Hot  and  cold.  For  here  or  to  go. 
PCA  Ekco/Kaiser  Packaging  serves 
up  a  delicious  vanety  of  plates, 
platters,  ai:.d  pans.  In  fact,  Ekco  is  a 
leading  manufacturer  of  convenience 
containers. 

And  how  do  they  create  these 
popular  dishes? 

With  computer  systems  from  Prime. 


We  gave  Ekco  a  sophisticated  ii 
system  so  they  can  whip  up  new 
designs  in  half  the  time.  Now  thej 
the  food  industr/s  appetite  for  ini 
containers  faster  than  ever 

The  system  also  lets  them  give 
customers  a  good  look  at  the  dish 
come.  So  in  many  cases,  Ekco  eliri 
time-consuming  prototype  devel(| 


VEWORID^ 
iRDBHES. 

d  since  Ekco's  designers  and  engineers  can 
iformation  back  and  fordi  electronically; 
are  reduced. 

rm  the  hors  d'oeuvres  to  dessert,  there's 
It  no  limit  to  what  Ekco  can  bring  to  the 
And  their  success  is  part  of  our  success.  Prime 
rtune  500  company  with  annual  revenues  of 
than  $1.5  billion. 

■Qu'd  like  to  know  how  Prime  can  cater  to 


your  needs,  call  1-800-343-2540  (In  Canada, 
1-800-268-4700). 
Prime.  Recipes  for  success. 

^  Prime 

Prime  Computer,  Inc. 

Prune  and  the  Johnson  &  Johnson  Fannily  of  Companies  are 
proud  co-sponsors  of  the  PBS  senes  NOVA. 


peak  of  the  Reagan  defense  buildup  in 
1984,  15.5%  of  all  U.S.  scientists  and 
engineers  with  Bachelor's  degrees  were 
working  on  Defense  Dept. -sponsored 
projects,  down  from  18.6%  in  1972.  Those 
with  Master's  degrees  totalled  197<5, 
down  from  23.8%,  and  8.5%  with  Doctor- 
ates were  so  employed,  down  from 
I0.o7".  The  problem  is  our  failure  to  use 
existing  nondefense-employed  talent 
well,  not  the  loss  of  scientists  and  engi- 
neers to  defense  work. 

Gordon  Adams 
Director 
Defense  Budget  Project 
Washington 

EMERSON'S  CHAIRMAN 

AIRS  HIS  VIEWS  

Your  article  "From  boom  boxes  to 
bargain-basement  PCs"  (Top  of  the 
News,  June  26),  while  accurate  in  gener- 
al, did  portray  our  company  with  several 
misconceptions. 

Emerson  Radio  did  not  make  "its  for- 
tune by  slapping  its  name  on  low-priced, 
Asian-made  boom  boxes."  The  Emerson 
brand  name  has  been  associated  with 
quality  and  affordability  since  1912.  Em- 
erson has  played  a  significant  role  in  the 
development  of  phonographs,  radios, 
TVs,  vcRs,  and  microwaves.  We  were 
one  of  the  last  American  manufacturers 
to  go  offshore. 

We  design,  engineer,  and  build  our 
own  tools  and  provide  technology  and 
personnel  to  the  factories  that  we  deal 
with.  We  do  everything  that  a  factory 
does  except  own  it.  This  gives  us  the 
flexibility  to  make  our  products  wherev- 
er it  is  cost-effective. 

We  are  not  just  sales-  and  market- 
driven,  we  are  in  every  way  a  full-line 
company. 

William  W.  Lane 
Chairman  of  the  Board 
Emerson  Radio  Corp. 
North  Bergen,  N.J. 

REPUBLICANS  HAVE  NO  MONOPOLY 
ON  SMEAR  CAMPAIGNS  

Your  editorial  "Pull  the  plug  on  skin- 
head politics"  (Editorials,  June  26) 
can  only  be  described  as  purely  partisan 
whining. 

You  would  have  us  believe  that  the 
use  of  ethics  to  bash  politicians  is  Re- 
publican Original  Sin.  This  is,  of  course, 
preposterous.  The  practice  was  perfect- 
ed by  congressional  liberals  during  the 
1980s  as  a  means  of  neutralizing  the 
Reagan  landslides.  Since  I  am  unable  to 
ask  the  Honorable  Speaker  Wright  to 
explain  what  he  meant  by  the  phrase 
"mindless  cannibalism,"  I'll  ask  you.  In 
the  spirit  of  bipartisanship,  would  you 


name  for  us  at  least  three  Republican 
victims  of  this  scourge?  Do  the  names 
Ed  Meese,  Robert  Bork,  and  Raymond 
Donovan  ring  a  bell? 

Daniel  R.  Veddern 
Cincinnati 

To  imply  that  "skinhead"  politics  is 
what  brought  down  Jim  Wright  and 
Tony  Coelho  is  ridiculous!  The  charges 
against  them  can  hardly  be  labeled  "be- 
low-the-belt  assaults."  The  fact  is  that 
these  Democrats  were  hy])ocrites  about 
ethics.  Now  that  the  finger  is  pointed  at 
them,  they  cry  "skinheads"  and  "homo- 
phobes!"  The  smear  campaign  against 
Thomas  Foley  can  hardly  be  placed  at 
the  feet  of  the  Republican  National 
Committee,  either.  Anyone  with  an  ear 
to  Capitol  Hill  knows  that  the  rumor- 
mongers  were  primarily  the  Dems  jos- 
tling for  new  jobs. 

Christopher  Lowry 
Minneapolis 

THE  NEW  BETHLEHEM 

BENEFITS  f  ROM  A  RIGGED  MARKET 

Your  article  "Forging  the  new  Beth- 
lehem" (The  Corporation,  June  5) 
left  me  gasping.  How  can  you  devote 
2,000  words  to  a  corporate  turnaround, 
impressive  as  it  is,  without  mentioning 
the  favorable  context:  protectionism. 
Bethlehem  Steel  Corp.'s  market  is 
rigged  by  voluntary  restraint  arrange- 
ments that  hamper  its  competitors  and 
raise  prices.  Is  that  not  relevant  to  its 
"record  earnings"  last  year  of  $403  mil- 
lion? Bethlehem's  customers  (i.e.,  Ameri- 
can industry)  are  all  being  ripped  off  by 
American  protectionism. 

Bill  Emmott 
London 

THE  TRUTH  ABOUT 

VOLUME  SHOE  

Regarding  your  article  "U.  S.  import- 
ers aren't  jumping  ship — yet"  (In- 
ternational Business,  June  26),  please  be 
advised  of  the  following  facts,  which 
were  reported  in  error  and  which  I 
would  appreciate  your  correcting: 

Volume  Shoe  Corp.  will  import  ap- 
proximately 35%'  of  our  shoes  from  Chi- 
na in  1989,  not  the  S^7'  that  your  article 
reported. 

At  no  time  has  Volume  Shoe  been  in- 
volved in  the  manufacture  of  shoes  ei- 
ther domestically  or  abroad.  We  are  a 
purchaser  of  finished  goods  and  have  no 
investment  in  manufacturing  operations. 

At  no  time  during  or  since  the  distur- 
bance in  Beijing  has  product  flow  been 
interrupted  or  canceled.  Shoes  are  con- 
tinuing to  flow  on  a  scheduled  and  con- 
sistent basis  from  Chinese  factories. 


Our  company,  in  conjunction  with  fac 
tories  and  workers  in  China,  is  continu 
ing  to  work  at  providing  quality  shoes  at 
reasonable  prices  to  our  customers. 

Dale  W.  Hilperl 
Chairmar 
Volume  Shoe  Corp 
Topeka,  Kan 

CHINA'S  CRIMES  CALL 

FOR  WORLDWIDE  SANCTIONS 

The  U.  S.  response  to  the  China  situa 
tion  has  been  too  slow  in  coming 
("The  great  leap  backward,"  Cover  Sto 
ry,  June  19).  Please  don't  use  "we  do  no 
want  to  hurt  the  people"  as  an  excuse  t( 
protect  our  business  interests  in  China 
The  grain  that  we  sell  to  China  is  1009 
controlled  by  the  Chinese  government.  I 
is  this  government  that  will  decide  wh( 
shall  eat  and  who  shall  starve.  The  for 
eign  capital  we  and  other  nations  pou; 
into  China  continues  to  fuel  the  Marcos 
style,  large-scale  corruption  from  whicl 
all  the  Chinese  suffer.  It  would  b( 
shameful  to  ignore  the  government's  se 
rious  crimes  committed  on  such  an  ex 
traordinary  scale.  Economic  and  politica 
sanctions  by  all  nations  are  the  only  wa; 
to  have  any  real  effect  on  the  situation 
Yuan-Yuan  Le( 
Woodridge,  111 

WHY  GAS  STATIONS  SHOULDN'T 
CHARGE  A  PREMIUM  FOR  SERVICE 

■ believe  they  used  to  be  called  "servic 
stations,"  but  now  most  gas  station 
don't  provide  service  unless  the  custorr 
er  pays  a  premium  ("It's  not  just  a  fil 
up  anymore,  it's  an  event,"  Marketing 
June  19). 

This  is  ridiculous  when  you  conside 
that  stations  can  pick  up  extra  sales  o 
air  and  oil  filters,  oil,  and  window-was 
fluids  if  every  car  is  checked  under  th 
hood  and  the  attendant  is,  as  he  or  sh 
should  be,  a  salesman  for  the  companj 

Although  I  have  several  gas  cred 
cards,  I  usually  avoid  Amoco  and  Exxo 
because  they  penalize  their  best  custon 
ers  (credit  card  holders)  by  offering 
discount  for  cash.  Whereas  the  cash  cus 
tomer  will  usually  spend  about  $10,  th 
cardholder  will  fill  it  up. 

As  a  retired  retailer,  I  predict  tha 
after  the  shakeout,  the  company  th£ 
offers  quality  service  will  win  out  ove 
those  who  offer  a  discount  for  cash. 

Spencer  Howe 
Silver  Spring,  M( 

Letters  to  the  Editor  should  be  sent  to  Reade 
Report,  Business  Week,  1221  Avenue  of  the  Amei 
cas,  New  York,  N  Y,  10020,  Fax:  (212)  512-687 
Telex:  12-7960,  IntI,  4998204,  All  letters  must  ( 
elude  an  address  and  daytime  and  evening  tel 
phone  numbers.  We  reserve  the  right  to  edit  lette 
for  clanty  and  space. 
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Next  TimelbuTravel, 
Take  Along  A  Little 

Peace  Of  Mind 


p       When  you  travel  with  Gold  MasterCard*  " 

you  automatically  receive  MasterRentalJ" 
^       the  best  car  rental  insurance  and  assistance  "-^ 

plan  any  card  offers.  And  you  save  up 
'         to  $15  a  day  in  insurance.  You  also  enjoy 
MasterAssist,' "  the  best  emergency  medical  assistance 
progra m  available.  And  we  offer  one  toll-free    ^  ^ 
J      24-hour  phone  number  for  emergencies.  ; 

No  other  card  does.  )/ 
Which  is  why  when  you  travel  with   *  ' 
•     Gold  MasterCard,  you've  got  far  more  than  a 
v       piece  of  plastic.  \bu  ve  got  peace  of  mind. 

Gold  MasterCard      ■  '/H. 


l'lS'IM„.i,rf„,.llm.iM;.li..,.,illn 


Piece  By  Piece  Tlie  Best  Gold  Card. 

Voii  iiuiM  ilci  liiir  mil;il  txinpmivN  <  olljsi«n  il:iiii;iK<'  wiivi'f  insuram  f  fi>r  our  *  overage.  Iiisiiranct 
uiulcnvriHi-ii  I'V  lU  S  liisiuaiK  c  C  o..  in  llic  stale  oCH-xas  ilha  MoilKal  liulfiuiiilv  ol  Aii)i<ri>  a.;  liiG 
Sonic  losdiitions  ami  rv>  Insions  a|iply.  Si'i  vi«  cs  available  on  I  '.S.  issucil  Ciold  MasIrK  aril  i  arils. 


APOLLO:  THE  RACE  TO  THE  MOON 

By  Charles  Murray  &  Catherine  BIy  Cox 
Simon  &  Schuster  •  506  pp  •  $24.95 


JOURNEY  INTO  SPACE:  THE  FIRST  THIRTY 
YEARS  OF  SPACE  EXPLORATION 

By  Bruce  Murray 

Norton  •  381  pp  •  $19.95 


WHEN  THE  U.S.  TOOK 
THE  HIGH  ROAD  TO  SPACE 


In  1961,  when  President  John  F.  Kenne- 
dy made  putting  a  man  on  the  moon  by 
tiie  end  of  the  decade  a  national  goal,  I 
had  been  a  space  fanatic  for  most  of  my 
nine  years.  On  the  one  hand,  the  Apollo 
Program  was  a  dream  come  true.  On  the 
other,  I  took  for  granted  that  it  had  to  hap- 
pen: It  was  America's  destiny. 

Now,  as  the  U.  S.  celebrates  the  20th  an- 
niversary of  the  first  moon  landing,  au- 
thors Charles  Murray  and  Catherine  Bly 
Cox  capture  the  adventure  in  Apollo: 
The  Race  to  the  Moon.  "Kennedy's 
Apollo,"  they  write,  "came  out  of  a 
long  and  honored  tradition  of  great 
American  boasts — that  we  could  whip 
the  British,  cross  the  Rockies,  build 
taller  buildings. . . .  But  there  was  al- 
ways an  added  clause  that  gave  them 
meaning:  'If  you  don't  believe  it,  just 
watch  us.'  " 

Whew.  Looking  back  past  Gramm- 
Rudman  and  gas  lines,  you  could  call 
such  bravura  foolish  and  wasteful. 
Kennedy's  boast  sounded  almost  des- 
perate, after  the  Bay  of  Pigs  fiasco 
and  the  Soviets'  preemptive  triumph 
in  getting  a  man  in  orbit.  But  never 
mind.  Apollo  isn't  a  cost-benefit  anal- 
ysis. It's  the  story  of  a  $24  billion  engi- 
neering gamble  the  likes  of  which  we 
may  never  see  again. 

Murray  and  Cox  have  produced  a 
work  of  solid  journalism,  focusing  on 
the  engineers,  administrators,  and 
mission  controllers  who  were  invisible 
to  the  public  but  who  made  the  project 
go.  Today  the  notion  of  a  bold  admin- 
istrator seems  oxymoronic.  But  what 
else  can  you  call  George  E.  Mueller, 
NASA's  manned  space-flight  chief,  who 
took  over  a  foundering  Apollo  project  in 
1963?  Mueller  singlehandedly  overruled 
three  decades  of  German  engineering  doc- 
trine, successfully  crossing  swords  with 
the  legendary  Wernher  von  Braun. 

Von  Braun,  whose  crew  built  the  Saturn 
V  that  propelled  the  men  to  the  moon,  be- 
lieved in  testing  each  of  its  three  rocket 
stages  one  at  a  time.  Mueller  drastically 
compressed  this  schedule,  so  the  stages  all 
made  their  maiden  voyages  together, 
stacked  in  one  rocket.  Later,  von  Braun 
would  admit  that  the  1969  manned  lunar 
landing  wouldn't  have  been  possible  with- 
out Mueller's  heresy  of  "all  up"  testing. 

Apollo  is  must  reading  for  those  who  al- 
ways wondered  just  what  happens  in  front 


of  the  TV  screens  at  Mission  Control.  Dur- 
ing Apollo  11,  for  example,  the  first  lunar 
landing,  an  errant  computer  alarm  nearly 
caused  Neil  Armstrong  to  abort  the  flight 
and  come  home,  minutes  before  touching 
down  on  the  moon.  With  19  seconds  to  de- 
cide and  history  on  the  line,  Steve  Bales, 
the  26-year-old  guidance  specialist  at  Mis- 
sion Control,  correctly  judged  that  Arm- 
strong could  ignore  the  alarm. 
Ironically,  the  project's  greatest  moment 


In  that  context,  "the  least  we  can  g 
away  with"  was  heroic.  Unfortunately,  tl 
phrase  later  became  an  all-too-literal  d 
scription  of  the  entire  American  space  pr 
gram.  In  Journey  into  Space,  Bruce  Mu 
ray,  a  former  head  of  Pasadena's  J 
Propulsion  Laboratory  (JPL)  and  no  relati( 
to  Charles,  recounts  how  the  U.  S.  evisct 
ated  its  thriving,  unmanned  planetary  e 
ploration  program.  In  the  wake  of  Apoll 
NASA  stupidly  decided  that  all  unmanm 
probes  would  have  to  be  lofted  by  tl 
manned  space  shuttle.  As  the  shuttle's  d 
velopment  staggered  through  the  197C 
plagued  by  cost  overruns  and  new  design 
cost-efficient  unmanned  missions  were  ca,i 
celed  or  stripped  to  the  bone. 

Bruce  Murray  takes  us  inside  the  JP 
where  we  relive  the  journeys  to  the  plane 
that  began  in  the  1960s.  His  story  is  most 
straightforward,  though  readers  may  b( 


WHEN  VIKING  LANDED  ON  MARS  IN  1976,  EXCITEMENT  NEARLY  MATCHED  THE  MOONWALK'S 


was  its  biggest  near-disaster.  When  Apollo 
13  was  halfway  to  the  moon,  a  balky  fan 
caused  a  chain  reaction  and  explosion, 
knocking  out  oxygen  and  power.  Murray 
and  Cox  flesh  out  the  crew-cut-and-slide- 
rule  types  who  saved  the  mission  with 
(jualities  usually  ascribed  to  athletes  and 
astronauts.  Nursing  that  craft  around  the 
moon  and  back  to  earth  took  almost  incon- 
ceivable conditioning,  inspiration,  and  guts. 

The  tone  was  set  by  Don  Arabian,  head 
of  the  engineers  in  the  "back  room,"  as 
Apollo  13  hurtled  back  to  earth  critically 
low  on  electricity,  water,  and  oxygen.  He 
told  his  troops:  "Go  back  to  the  physics  of 
the  design  that  no  one  knows  better  than 
you,  the  knowledge  that's  not  written 
down  anywhere,  and  decide  what's  the 
least  we  can  get  away  with." 


down  in  the  details  of  space  photograp! 
But  he  conveys  the  thrill  when  picture.s 
Mercury,  Mars,  Jupiter,  Saturn,  and  tli  • 
moons  first  filled  our  TV  screens.  .\ ! 
when  Viking  clawed  Martian  soil  in  1!* 
the  excitement  almost  matched  the  ni(K 
walk's,  even  though  no  life  was  found. 

On  May  5  of  this  year,  when  the  shut 
lofted  Magellan  toward  Venus,  the  U.  S 
nally  ended  an  11-year  hiatus  in  which 
probes  were  launched.  During  that  stret. 
Galileo,  our  next  emissary  to  Jupiter,  i- 
derwent  countless  delays  and  reconfigu  - 
tions;  it  is  set  for  launch  this  fall.  So  f , 
says  Murray,  Galileo  "could  serve  as  a  I- 
lion-dollar  monument  to  a  time  in  Amen 
when  political  mediocrity  triumphed  o\r 
technical  competence  and  dedication." 

The  sad  fact,  Murray  concludes,  is  tit 
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botic  ventures  rode  the  coattails  of  public 
thusiasm  for  Apollo.  His  message, 
ough,  ultimately  isn't  a  eulogy,  but  a 
irion  call:  "We  can  once  again  illuminate 
e  heavens  with  our  accomplishments,  if 
;  have  the  will."  It's  hard  not  to  agree, 
mewhere  between  the  go-for-broke  drag 
ce  of  Apollo  and  the  impoverishment  of 
r  last  decade  in  space,  we  and  other 
ace-faring  nations  should  be  able  to  hit  a 
•ide  that  can  furnish  more  "giant  leaps." 

BY  DAVID  ZIGAS 
sociate  Corporate  Finance  Editor  Zigas 
mts  to  be  the  first  journalist  in  space. 


OK  BRIEFS  I 


IE  JACKSON  PHENOMENON 

Elizabeth  0,  Colton 
lubleday  •  290  pp  •  $19.95 


Ithough  he  finished  a  poor  second 
in  the  1988  Democratic  Presidential 
primary  race,  Jesse  Jackson  re- 
lins  a  subject  of  fascination  to  U.  S.  vot- 
3.  But  all  the  attention  has  been  directed 
ivard  Jackson  the  symbol.  Jackson  the 
rst  Black  Presidential  Candidate.  Jack- 
n  the  Liberal.  Jackson  the  Racist.  None 
these  images  defines  Jackson  the  man. 
Elizabeth  0.  Colton,  who  was  for  a  time 
ckson's  traveling  press  secretary,  takes 
crack  at  demystifying  the  preacher- 
rned-politician  in  The  Jackson  Phenom- 
\on.  Her  portrait  is  not  flattering.  She 
scribes  him  as  egotistical,  arrogant,  cal- 
lating,  and  anti-Semitic. 
Her  view  was  born  in  part  from  her  per- 
nal  frustration  with  the  campaign.  From 
nuary  to  March,  1988,  she  traveled  with 
ckson,  handling  day-to-day  press  rela- 
ins,  but  without  any  real  influence  on 
rategy.  She  seems  shocked  that  Jackson 
)uld  chew  her  out  over  a  bad  interview  or 
bungled  photo  opportunity.  Colton 
esn't  understand  that  being  kicked  by 
8  candidate  was  part  of  her  job. 
If  the  truth  be  told,  Colton  wasn't  very 
od  at  it,  at  least  in  the  opinion  of  a  re- 
rter  who  hopped  on  and  off  the  cam- 
ign  plane  during  her  tenure.  In  fairness, 
B  pressure  on  her  was  incredible.  Jack- 
n  made  up  his  schedule  as  he  went  along, 
metimes  scrapping  events  only  hours  he- 
re they  were  scheduled  to  occur.  It  didn't 
<e  long  for  Colton  to  cash  it  in. 
Rumors  still  circulate  that  Jackson  may 
n  for  mayor  in  Washington  this  fall, 
■en  if  he  doesn't,  he  is  unlikely  to  fade 
)m  public  scrutiny.  But  this  book  won't 
Ip  voters  judge  Jackson  dispassionately. 

he  an  insensitive  egotist,  as  Colton 
arges?  No  doubt:  Most  Presidential  can- 
lates  are.  Did  he  grind  down  staffers, 
ly  to  toss  them  away  when  they  were  no 
iger  useful?  Sure.  Politics  ain't  beanbag. 

Jackson  an  anti-Semite?  Maybe  yes, 
lybe  no.  But  there,  Colton  has  failed  to 
ck  up  a  serious  charge. 

BY  HOWARD  GLECKMAN 
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LOOKING  FOR  HIGH  CURRENT  YIELDS? 


The 
Spartan™ 

Low-Expense 
Guarantee 

All  money  market  funds  claim  to  offer  high  current  yields,  but 
in  order  to  guarantee  them,  you  must  start  with  low  costs.  That's 
what  sets  Fidelity's  Spartan  Money  Market  Fund— with  its  record 
of  consistently  higher  yields  than  the  average  money  market 
fund'  —  apart  from  all  the  others.  And  now,  Spartan's  low-cost 
guarantee  ensures  that  you'll  be  able  to  invest  for  high  current 
yields  over  the  long  term.  Fidelity  is  guaranteeing  to  freeze  hind 
operating  expenses  at  no  more  than  0.45%  all  the  wav  into  1992." 
Of  course,  you  still  pay  for  the  transactions  you  make.^  Call  now  for 
today's  high  current  yields. 

Call  for  Today's  High  Current  Yields 


For  more  complete  information  on  Spartan 
Money  Market  Fund,  including  management  fees 
and  transaction  expenses,  call  us  24  hours  a  day 
for  your  free  prospectus.  Read  it  carefully  before 
vou  invest  or  send  money  Minimum  initial  invest- 
ment $20,000. 


Visit  a  Fidelity  Investor  Center  or  call  24  hours 

1-800-544-6666 

Service  for  the  hearing  impaired  TDD/1-800-544-01 18 


Fidelity 


Inuestments 


2R  CODE;  BW/SPM/071789 

Fidelity  Distributors  Corporation  (General  Distribution  Agent),  PO,  Box  660603,  Dallas,  TX  75266-0603. 


<S 


'According  to  Donoghue's  Money  Fund  Report.  'This  operating  expense  guarantee  began  on  5/7/89  and 
ends  5/7/92.  Operating  expenses  do  not  include  Brokerage  fees  or  commission  (if  any);  interest  on 
borrowing;  taxes,  and  extraordinary  non-recurring  expenses.  'These  transaction  fees  will  reduce  your 
yield,  depending  on  the  number  you  make.  Special  Yield  Opportunity:  The  fund's  adviser  is  temporarily 
paying  for  all  the  fund's  expenses,  which  increases  its  yield.  This  expense  limitation  may  be  terminated 
at  any  time,  at  w  hich  time  expenses  will  go  up  and  the  yield  w  ill  go  down.  Yields  w  ill  vary. 
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conomic  ViewDOint 


A  BEACHHEAD  FOR 
THE  BELEAGUERED 
LABOR 
MOVEMEHT 


BY  ROBERT  KUTTNER 


At  Harvard,  a  union  wins  an 
all-too-rare  victory  in 
organizing  service  workers. 

Duplicating  this  success 
will  be  tough — there  aren't 
too  many  Harvards  around. 
But  it  shows  what  enlightened 
labor  relations  can  accomplish 


ROBERT  KUTTNER  iS  ECONOMICS 
CORRESPONDENT  FOR  THE  NEW  REPUBLIC 
AND  AUTHOR  OF  THE  LIFE  OF  THE  PARTY 


Last  week,  the  Harvard  Union  of 
Clerical  &  Technical  Workers 
(HUCTW)  ratified  its  first  contract, 
capping  a  15-year  struggle  to  organize 
white-collar  employees  at  Harvard  Uni- 
versity. The  agreement  is  a  model  con- 
tract and  a  model  labor  saga  as  well.  It 
speaks  volumes  about  the  shape  of  the 
emerging  labor  force  and  the  emerging 
labor  movement,  such  as  it  is. 

In  the  early  1970s,  female  lab  techni- 
cians and  secretaries  at  the  Harvard 
Medical  School  and  Public  Health  School 
first  attempted  to  unionize.  Harvard 
played  hardball  and  won  from  the  Na- 
tional Labor  Relations  Board  a  ruling 
that  required  the  union  to  organize 
all  of  Harvard  if  it  was  to  organize  any 
of  it. 

The  union  leader  is  a  deceptively  de- 
mure former  technician  named  Kristine 
Rondeau,  37,  widely  considered  one  of 
America's  most  astute  organizers.  Her 
entire  organizing  experience  has  been  at 
Harvard.  Rondeau  epitomizes  the  new 
work  force,  which  unions  are  belatedly 
addressing:  female,  engaged  predomi- 
nantly in  service  work,  and  seeking  re- 
spect and  influence  as  well  as  higher 
wages.  Fittingly,  Harvard's  chief  negoti- 
ator, who  brought  this  campaign  to  a 
constructive  conclusion,  was  John  Dun- 
lop,  professor  emeritus,  close  friend  of 
Harvard  President  Derek  Bok,  and  dean 
of  a  generation  of  essentially  consen'a- 
tive  labor  scholars  and  mediators  who 
nonetheless  view  a  labor  movement  as  a 
useful  thing  for  a  society  to  have. 
GROWING  PAINS.  Fittingly,  too.  Rondeau 
and  the  HUCTW  had  difficulty  meshing 
with  the  established  labor  movement. 
The  HUCTW  at  one  point  was  adopted  by 
the  United  Auto  Workers,  but  the  clash 
of  cultures  was  simply  too  great.  Many 
UAW  officials  were  uneasy  about  conced- 
ing real  authority  to  upstarts  such  as 
the  women  of  HUCTW.  Disagreements 
over  both  tactics  and  power  led  to  a 
messy  divorce.  When  the  UAW  pulled 
out,  the  American  Federation  of  State, 
County  &  Municipal  Employees,  the 
largest  service-sector  union,  was  happy 
to  step  in.  The  Harvard  union  became  a 
special  unit  of  the  .\FSCME,  reporting  to 
union  President  Gerald  W.  McEntee  and 
receiving  a  yearly  subsidy  of  $500,000. 

However,  Rondeau  and  her  home- 
grown organizers  continued  to  run  the 
show.  After  a  decade  of  organizing  Har- 
vard's fairly  high-turnover  clerical  work 
force  of  nearly  4,000,  they  finally  had 
enough  signed  cards  to  petition  the 
NLRB  for  a  representation  election.  On 
May  17,  1988,  the  union  won  a  squeaker 
— 1,530  to  1,486.  Harvard,  assisted  by 
the  Boston  power  law  firm  Ropes  & 
Gray,  continued  to  play  hardball,  asking 
that  the  election  be  overturned  on  the 


ground  that  the  union  had  used  stror 
arm  tactics. 

But  in  October,  an  NLRB  judge  h( 
that  Harvard's  complaints  were  fri 
lous.  Harvard's  personnel  staff  and 
lawyers  were  preparing  the  next  rou 
of  appeals  when  Bok,  apparently  w 
strong  urging  from  Dunlop,  abruptly 
cided  to  recognize  the  union.  Shortly 
terward,  he  appointed  the  75-year 
Dunlop  as  his  chief  negotiator.  AnotI 
Harvard  eminence,  James  J.  Healy,  bi 
ness  school  professor  emeritus,  was 
pointed  mediator. 

Bok  was  always  in  an  unseemly  n 
as  a  union  buster.  Prior  to  becomi 
Harvard  president,  he  was  a  profes 
of  labor  law.  Bok's  scholarly  work,  1 
Dunlop's,  presumed  the  existence 
unions.  In  Labor  and  the  Americ 
Community,  a  book  they  co-author 
Bok  defended  unions  as  constructive 
stitutions  giving  workers  a  voice  i 
stabilizing  labor  relations. 
NEW  AGENDA.  The  new  Harvard  contr 
reflects  the  agenda  of  the  new  lal 
movement.  It  provides  raises  estima' 
to  average  32%  over  three  years,  w 
the  biggest  increases  for  low-paid  £ 
long-tenure  workers.  It  also  establisl 
joint  labor-management  problem-solv 
councils  throughout  the  university,  mk 
flexible  work  hours,  and  impri 
health  and  pension  benefits.  And  i 
pands  educational  benefits,  con. 
Harvard  to  a  model  day-care  center 
jointly  by  union  and  management,  a; 
my  own  favorite — allows  the  cler^ 
workers  to  use  Harvard's  athletic  fa 
ties.  Charmingly,  too,  the  ratifical 
vote  was  held  in  the  Ropes-Gray  roon 
the  Harvard  Law  School.  Neither  la 
nor  management  will  place  a  price 
on  the  contract.  But  it  isn't  cheap, 
many  around  Harvard  Square  are  gr( 
ing  that  it  is  too  expensive,  too  libe 
and  too  embracing  of  union  philosop 

A  Harvard  clerical  worker  is  a 
book  example  of  a  low-prestige  emp! 
ee  who  exists  mainly  to  serve  high-p: 
tige  ones.  One  can  find  millions  of  s 
workers  throughout  the  service  ecc 
my,  and  precious  few  are  unionized 
the  labor  movement  generally  w 
more  alert  and  alive,  and  there  w 
more  John  Dunlops  and  fewer  Fr 
Lorenzos  representing  management, 
would  see  more  such  contracts  in  Am 
ca's  service  economy.  But  Harvard  is 
ceptional  in  several  respects.  It  is,  a: 
all.  Harvard.  It  cares  about  its  imj 
and  it  can't  relocate  to  Taiwan.  And 
spite  its  corporate  aspect,  it  keeps  ii 
bating  social-contract  Tories  such 
James  Healy  and  John  Dunlop.  The 
of  the  service  economy  will  be  far  toi 
er  to  organize.  But  Harvard  gives 
labor  movement  an  elegant  toehold. 
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Quality  is  Job  1. 
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Profile  in  quality  #8: 
Control. 

At  Ford,  Mercury  and  Lincoln  every  car  and 
truck  we  build  is  designed  to  put  the  driver 
in  control,  /t's  called  human  engineering— 
the  interaction  of  man  and  machine.  From  the 
feel  of  the  road,  to  the;  feel  of  the  wheel,  to 
the  touch  of  a  button,  its  objective  is  to 
provide  the  driver  with  comfort,  confidence 
and  eas^  of  operation.  When  quality  is  job  1 — 
you  don  t  do  it  any  other  way. 


Fbrd,  Mercury,  Lincoln,  Fbrd  Trucks. 
Our  goal  is  to  build  the  highest  quality  cars 
and  trucks  in  the  world.  ^-7=--^ 

Buckle  up— together  we  can  save  lives.  ,  '  ;   —  ^'"'^ 
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conomic  Trends 


BY  GENE  KORETZ 


HOW  A  HARD  LANDING 
IN  DETROIT 

WILL  DENT  THE  ECONOMY 


Although  U.  S.  carmakers  saw  the 
warning  signs  of  slowing  sales, 
they  have  been  slow  to  put  the  brakes 
on  production.  Now,  however,  they're 
starting  to  get  the  message.  Seasonal 
adjustment  of  output  projections  in 
Wards'  Automotive  Reports  indicates 
that  the  industry  is  now  planning  to  turn 
out  cars  at  a  5  million-unit  annual  rate  in 
July — down  from  6.5  million  in  June 
(chart)  and  the  lowest  monthly  pace 
since  late  1982. 

That  may  be  only  the  beginning.  Do- 
mestic output  has  been  exceeding  sales 
through  most  of  the  first  half,  leaving 


U.S.  AUTO  OUTPUT 
IS  HEADING  DOWN 


DOMESTICALLY  PRODUCED  CARS  % 
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DATA  BUREAU  OF  ECONOMIC  ANALYSIS, 
WARD  i  AUTOMOmi  REPORTS 


car  inventories  toward  the  end  of  June 
about  157'  higher  than  their  average  lev- 
el in  the  past  five  years.  Despite  a  passel 
of  incentives  including  price  rebates,  cut- 
rate  financing,  and  even  zero-rate  two- 
year  loans  by  Chrysler  Corp.,  the  slug- 
gish pace  of  car  sales  continues.  Thus, 
observers  expect  Detroit  to  announce 
further  production  cutbacks  and  even 
greater  incentives  to  clear  1989  models 
out  of  showrooms  in  the  third  quarter. 

Economist  Edward  E.  Yardeni  of  Pru- 
dential-Bache  Securities  Inc.  thinks  that 
shar])  drops  in  truck  and  auto  assem- 
blies in  the  third  quarter  could  slice  as 
much  as  a  percentage  point  off  the  econ- 
omy's growth  rate.  "Detroit's  hard  land- 
ing  is  starting  to  have  an  economywide 
g    impact,"  he  says,  noting  that  automotive 
^    products  account  for  about  W/"  of  all 
S    durable  goods  shipments  and  that  the 
f    industry's  problems  are  being  reflected 


in  both  the  softening  of  orders  for  pri- 
mary metals  and  the  steep  recent  decline 
in  machine-tool  orders. 

Why  the  disappointing  pace  of  car 
sales?  Automotive  economist  Bernard 
Campbell  of  DRl/McGraw-Hill  blames 
the  sluggish  economy,  a  continuing  de- 
cline in  used-car  prices  (BW — ^July  3), 
and  the  excessive  incentives  used  to  ac- 
celerate car  sales  in  recent  years — par- 
ticularly five-year  loans.  "After  three 
years,  many  people  find  they  owe  the 
bank  more  than  the  dealer  will  give 
them  in  trade-in  value,"  he  explains,  "so 
they  either  hold  on  to  their  cars  or  buy  a 
used  model  of  more  recent  vintage."  At 
the  same  time,  high  loan  delinquency 
rates  have  led  lenders  to  tighten  credit 
standards  for  car-loan  applicants. 

Yardeni  of  Pru-Bache  thinks  long-run 
factors  are  affecting  demand  as  well. 
With  a  record  53.8  million  cars  sold  in 
the  five  years  from  1984  through  1988, 
he  says,  pent-up  demand  appears  to 
have  been  satiated.  More  important,  he 
theorizes  that  the  aging  of  baby  boom- 
ers is  transforming  that  group  from  big 
spenders  into  big  savers  as  they  settle 
down  and  raise  their  own  kids.  Although 
he  thinks  the  economy  will  avoid  an  out- 
right downturn,  he  notes  that  real  out- 
lays for  clothing,  restaurant  meals,  new 
cars,  and  other  yuppie  items  have 
stopped  growing  this  year — pointing  to  a 
"rising  risk  of  a  couch-potato  recession." 

With  James  B.  Treece  in  Detroit 


THIS  RECESSION 
MONITOR  IS 
FLASHING  YELLOW 

May's  1.27f  drop  in  the  leading  indi- 
cators followed  a  0.67"  rise  in 
April,  so  the  index  still  hasn't  given  the 
traditional  recession  warning  of  three 
consecutive  declines.  But  according  to 
economist  Carl  J.  Palash  of  McCarthy, 
Crisanti  &  Maffei  Inc.,  the  index  is  defi- 
nitely flashing  yellow. 

Back  in  1985,  Palash  and  Lawrence  J. 
Radecki  of  the  Federal  Reserve  Bank  of 
New  York  employed  a  statistical  tech- 
nique known  as  sequential  analysis  to 
evaluate  the  performance  of  the  leading 
index.  In  essence,  the  approach  uses  the 
index'  behavior  in  past  downturns  to  de- 
termine the  chance  that  its  most  recent 
monthly  movements  could  have  taken 
place  in  a  recession.  A  recessionary  sig- 
nal occurs  if  the  probability  estimate 
rises  above  907 — and  that's  exactly 
what  happened  in  May,  when  the  index 
yielded  a  reading  of  957. 

That  doesn't  mean  a  recession  is  inev- 
itable, however.  When  Palash  and  Ra- 
decki  first  developed   their  recession 


monitor  in  1985,  they  noted  that  it  woul 
have  predicted  seven  of  the  eight  recet 
sions  since  1950  and  would  have  give 
only  one  false  alarm  in  that  period.  Sine 
then,  Palash  has  kept  the  monitor  up  t, 
'date,  and  he  points  out  that  it  gave  aij 
other  false  alarm  in  December,  1987,  a:j 
ter  the  stock  market  crash.  "We  avoide 
a  recession  then  because  the  Fed  decide 
to  ease  monetary  conditions,"  says  Pj 
lash.  "I  think  the  same  thing  can  happe 
again." 


COOLER  GASOLINE 
PRICES  ARE 

CHILLING  INf  LATION  

Get  set  for  some  good  news  on  infli 
tion.  Economist  Donald  Ratajcza 
of  Georgia  State  University  predicts  ths 
the  producer  price  index  for  finishe 
goods  will  be  up  only  0.27  in  June — r 
smallest  rise  in  nine  months.  The  hi 
dampening  factor:  falling  gasoliri 
prices,  which  tended  to  offset  sharp' 
higher  fruit  and  vegetable  prices  durin 
the  month. 

Looking  ahead,  Ratajczak  thinks  thj 
the  PPI  could  remain  relatively  subdue 
through  the  rest  of  the  year.  Produc< 
prices  accelerated  in  the  first  half  b 
cause  of  the  effect  of  OPEC's  productic 
controls  on  oil  prices  and  the  drought 
impact  on  food  prices.  But  norm 
weather  in  the  Corn  Belt  this  year  su; 
gests  that  basic  food  prices  will  be  rel 
tively  well-behaved  in  coming  month 
And  while  oil  prices  are  not  weakenin 
they  are  also  no  longer  rising.  If  thei 
trends  continue,  Ratajczak  believes  tl 
PPI,  which  has  been  rising  at  an  8.5 
annual  rate  so  far  in  1989,  will  be  i 
only  5.37'  for  the  year. 


AMERICA'S  STANDARD  Of 

LIVING:  NO.  2 

—AND  LOSING  GROUND 

According  to  the  Washington-bas( 
Council  on   Competitiveness,  i 
U.S.  standard  of  living — defined  as  |i 
capita  gross  national  product — gi< 
more  slowly  last  year  than  both  Wr 
Germany's  and  Japan's,  continuing 
pattern  that  began  in  the  early  1970s 
absolute  terms,  U.S.  per  capita  GNr 
now  below  that  of  Germany  ($13,840 
1988  vs.  Germany's  $15,250)  and  is  \r 
than  107  higher  than  the  average  of 
seven  largest  industrial  trading  pn 
ners.  What's  more,  warns  the  coum 
the  need  to  repay  America's  huge  I' 
eign  debt  threatens  the  future  growtli 
U.  S.  living  standards. 
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Add  color  to  your  communications  and 
be  the  one  they  remember.  A  copy  center  with 
a  Kodak  ColorEdge  copier  can  do  it  in  minutes. 
Call  1 800  255-3434,  Ext.  151. 

Color  makes  the  difference.  Color  makes  your 
presentations,  reports  and  overheads  more 
memorable.  And  it's  quick  and  easy.  A  copy 
center  near  you— the  one  with  the  Kodak 
ColorEdge  copier-duplicator — can  copy  your 
color  originals,  or  even  add  color  to  your 
black-and-white  originals!  ColorEdge  copiers, 
the  world's  fastest  color  copiers,  deliver 
the  color  quality  you'd  expect  from  Kodak, 
23  times  a  minute.  Call  for  the  name  and 
address  of  the  color  copy  center  in  your  area. 

Kodak  ColorEdge  copier-duplicators. 
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The  new  vision  of  Kodak 


Anyone  can  have  a  great  idea.  Make  sure  everyone  else  thinks  ifs  a  great  i( 
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ABOVE  THE  REST 


Product  demos  and  learning  tours  are  as  easy  as  clicking  the  mouse 
With  a  Macintosh  Ila;  AppleCDSC Drive  HyperCard  ' and  animation 
software,  you  can  literally  make  a  great  idea  fly. 


The  power  to  be  your  bestri 
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The  United  States  and  Japan 
today  live  with  a  simple  reality: 
they  must  stand  together  or  they 
will  fall  together.  The  two  economies 
have  grown  that  interdependent. 

Trade,  which  more  than  doubled  in 
the  1980s  is  the  big  reason.  Each  is 
the  other's  must  market.  U.S.  industry 
to  a  great  extent  also  relies  on  Japan 
for  imports  of  advanced  components 
essential  to  production. 

Business  cooperation  is  common. 
Last  year  there  were  2000  transactions 
linking  U.S.  and  Japanese  companies, 
including  joint  ventures  and  licensing 
agreements.  The  U.S.  is  Japan's  largest 
foreign  investor.  U.S.  subsidiaries  there 
have  annual  sales  of  over  $45  billion 
and  an  average  ROI  higher  than  any 
other  region.  Japan  is  the  third  largest 
direct  investor  in  the  U.S.,  accounting 
for  some  22%  i>f  U.S.  exports. 

Japanese  investors  annually  fund  a 
third  or  more  of  the  U.S.  government's 
debt  and  buy  a  large  proportion  of  U.S. 
private  paper.  Any  cutback  would  send 
U.S.  interest  rates  soaring.  Equally  true, 
any  sharp  decline  in  the  U.S.  economy 
would  seriously  weaken  the  Japanese 
financial  system. 

Together  the  two  economies  repre- 
sent some  two  fifths  of  gross  world 
product,  a  quarter  of  world  trade  and  a 
third  of  the  patents  issued.  "Nowhere 
in  the  world  is  there  a  more  important 
bUateral  relationship,"  observed  Shoichi 
Akazawa,  chairman  of  the  Japan  External 
Trade  Organization  (JETRO)  at  a  con- 
ference in  New  York  last  March  organ- 
ized by  JETRO  and  Business  Week. 

"If  the  U.S.  and  Japan  work  together," 
remarks  Toshiba  Senior  Executive  Vice 
President  Kinichi  Kadono,  "you  have 
the  combined  strength  of  an  economy 
of  more  than  $6  trillion.  If  they  pull  in 
different  directions,  the  result  is  con- 
siderably less." 


Is  The  Partnership  In  Danger? 


This  year — as  friction  over  trade  and 
technology  has  seriously  worsened — 
concern  has  begun  to  mount  about  the 
health  of  the  relationship.  At  the 
JETRO-fiifcsme55  Week  conference 
Sony  President  Akio  Morita  warned 
"The  world  economy  is  increasingly 
resting  on  a  very  unsound,  unhealthy 
foundation." 

Taizo  Nakamura,  a  former  managing 
director  at  Mitsui  Bank  with  long  expe- 
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rience  in  the  U.S.,  takes  a  historical 
view,  noting  that  there  were  sharp  trade 
confrontations  between  the  U.S.  and 
Japan  over  cotton  in  the  1950s,  textiles 
in  the  '60s,  color  televisions  and  steel 
in  the  '70s  and  cars  in  the  early  '80s. 

In  each  instance,  Japan  had  to 
appease  a  U.S.  industry  then  in  decline. 
The  difference  now,  Nakamura  notes,  is 
that  the  points  of  contention  are  indus- 
tries of  the  future. 


  NEC  HAS  DEVELOPED 

Fear  For  The  Future?  volume  production  of 
  VISIBLE  LASER  DIODES. 


There  is  a  new  sharpness  to  U.S.-Japan 
trade  relations.  Much  of  this  animosity 
.stems  from  concerns  in  the  U.S.  about 
the  future.  It  is  as  if  the  country  sud- 
denly is  filled  with  self-doubt.  One 
reason  is  a  sense  that  some  of  the  eco- 
nomic gains  claimed  during  the  Reagan 
years  were  illusory. 

Then  there  is  technology:  the  FSX 
Japanese  fighter  debate  showed  how 
deep  the  fears  of  Japanese  technologi- 
cal prowess  run.  This  confuses  many 
Japanese,  since  the  trade  in  technology 
between  the  U.S.  and  Japan  still  runs 
two  to  one  in  favor  of  the  U.S. 

While  the  U.S.  does  have  serious 
budgetary  problems— its  proportion  of 
government  debt  to  GNP  is  almost  as 
high  as  Japan's — the  country  is  not  in 
decline.  Sales  of  products  made  by 
U.S.  companies  abroad  now  approach 
$1  trillion. 

Primed  in  (he  U.S.A. 
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Information  and  communication  systems  for 
the  car  will  make  future  driving  safer,  easier 
and  more  convenient. 


Put  eyes  In  the  back  of  your 
head.  A  navigation  system  in  front 
of  your  nose.  A  telephone  and  fax 
in  the  middle  of  everything. 


A  map  pinpointing  traffic  jams  flashes 
across  your  car  s  video  monitor  An- 
other monitor  shows  you  right,  left  and 
rear  views.  All  this  as  well  as  a  voice 
command  phone  and  mobile  fax  are  but 
a  few  of  the  advanced  electronic  sys- 
tems that  Matsushita  Electric  is  work- 
ing on  today,  to  make  driving  safer, 
easier  and  more  convenient  tomorrow. 


You're  late  for  work,  heading  toward  a  traffic 
jam  and  there's  nothing  you  can  do  about  it. 
In  the  future,  this  may  not  be  a  problem  because 
of  the  advanced  automotive  electronic  systems 
under  development  at  Matsushita. 

VISUAL  INFORMATION  SYSTEM 

Should  you  take  the  highway  or  the  boulevard? 
Or  maybe  the  back  roads?  Someday,  your  car's 
navigation  system  will  take  care  of  all  that.  A 
navigation  map  will  show  you  traffic  jams  on  a 
sophisticated  video  screen  and  show  you  exactly 
where  you  are.  So  you  can  choose  the  fastest, 
most  efficient  alternate  route. 

Today,  you  glance  down  to  see  the  speed- 
ometer, up  for  the  rear  view  mirror,  left  and  right 
for  side  views.  Matsushita  is  working  on  a  sys- 
tem that  will  replace  side  and  rear  view  mirrors 


with  video  cameras  and  monitors.  And  a  unique 
Head-Up  Display  located  in  your  line  of  sight 
will  show  you  speed,  fluid  levels  and  a  map.  So 
you  should  never  have  to  take  your  eyes  off 
the  road. 

THE  COMMUNICATIONS  CENTER 

To  make  your  time  on  the  road  more  productive, 
Matsushita  is  developing  a  mobile  fax  that  will 
connect  your  car  to  your  office,  home  and  be- 
yond. A  voice  command  mobile  phone  lets  you 
call  anyone  by  simply  saying  his  name  out  loud. 
In  any  pre-programmed  language.  And  linked 
with  Matsushita's  home  automation  technology, 
the  sound  of  your  voice  will  lock  or  unlock  the 
front  door  of  your  home,  turn  on  the  microwave 
oven  or  turn  on  your  air  conditioner  All  from 
your  car. 

HUMAN  ELECTRONICS 

Advanced  electronic  systems  like  these  are  an 
example  of  how  Matsushita  Electric  is  devoted  to 
the  concept  of  Human  Electronics.  Matsushita's 
objective  is  to  research,  develop  and  market 
products  that  make  life  richer,  safer  and  more 
comfortable.  These  products  are  sold  under  the 
brand  names  Panasonic,  Technics,  Quasar  and 
National.  In  1988,  Matsushita's  consolidated 
sales  volume  surpassed  $4 1 .7  billion.  All  a  direct 
result  of  a  single-minded  philosophy:  Don't 
create  new  technology  for  technology's  sake,  but 
for  man's  sake. 


MATSUSHITA  ELECTRIC 

PANASONIC  TECHNICS  QUASAR  NATIONAL 
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As  Harvard's  Samuel  P.  Huntington 
prointed  out  in  a  recent  Foreign  Affairs, 
the  U.S.  share  of  gross  world  product, 
trade  and  high-tech  exports,  has  been 
more  or  less  constant  since  the  late 
1960s.  The  great  danger  is  of  making 
fear  reality,  what  author  Joel  Kotkin 
caUs  "psychological  deindustriaUzation." 

Yes,  A  More  Open  Market 

The  main  touchstone  for  U.S.  fears  is 
the  trade  deficit.  Although  this  improved 
by  7%  to  $55  billion  last  year,  it 
remains  a  visible  symbol  of  a  long-held 
belief  that  Japan  trades  unfairly  and 
that  Japanese  markets  are  closed. 

This  has  never  been  exactly  true, 
as  indicated  by  the  performance  of 
U.S.  companies  in  the  Japanese  mar-^ 
ket:  Schick  has  70%  of  the  razor  blade 
market;  McDonald's  30%  of  fast  food; 
Coca-Cola  30%  of  soft  drinks;  NCR 
26%  of  the  point-of-sale  equipment;  Sun 
Microsystems  30%  of  the  workstations. 


TOSHIBA  AMERICA  HAS 
ANNUAL  SALES  OF  $3  BILLION. 


Japan  has  made  a  strong  effort  to 
open  its  market  and  is  changing  its 
economy.  "Export  or  die"  is  no  longer 
the  theme  of  government  or  corporate 
pohcy.  Increasingly  domestic  demand  is 
driving  the  economy.  The  annual 
gains  now  approximate  in  size  the  entire 
Swedish  or  Swiss  economy. 


MATSUSHITA  HAS 
REGIONAL  HEADQUARTERS 
ON  THREE  CONTINENTS. 


The  Japanese  government  itself  has 
tried  to  encourage  imports.  At  the 
JETRO- Business  Week  conference, 
former  Vice  Minister  of  International 
Trade  and  Industry  Shinji  Fukukawa 
joked  that  his  ministry  should  get  an 
award  from  the  U.S.  government  for 
promoting  U.S.  exports. 

Helped  by  the  high  yen,  import 
growth  has  been  strong.  Last  year  U.S. 
imports  jumped  33.4%  and  Japanese 
purchases  of  U.S.  manufactured  goods 
rose  by  30.9%.  Overall,  the  proportion 
of  manufactured  goods  to  what  Japan 
buys  abroad — long  an  issue  of  conten- 
tion— has  increased  from  24%  in  the 
early  '80s  to  almost  50%  in  1988. 

Yet,  Japan  is  still  a  difficult  and 
expensive  market  to  enter,  with  strong 
cultural  biases,  idiosyncratic  conditions, 
fierce  competition  and  entrenched  spe- 
cial interests.  Many  Japanese  executives 
feel  the  time  has  come  to  open  the  mar- 
ket completely. 

"Eventually  all  barriers  should  be 
ehminated,"  reasons  Toshiba's  Kadono. 
"It  won't  end  trade  friction,  because 
that  is  also  a  function  of  the  free  market, 
but  it  will  make  the  situation  clearer." 

But  Strains  Continue 

Despite  this  progress,  friction  grows 
more  intense  because  to  foreign  eyes 
the  market  is  still  not  a  level  playing 
field.  New  issues  arise  or  old  ones 
recycle  to  revive  past  bitterness. 

Mobile  telephones  are  a  good 
example.  In  response  to  U.S.  pressure. 
Motorola  gained  access  to  the  market, 
winning  a  20%  share.  But  it  is  blocked 
from  expanding  while  competitors  are 
not.  Many  Japanese  would  agree  that 
much  of  the  fault  hes  with  the  govern- 
ment department  responsible. 


Our  motto  is  more  than  pretty  words.  It's  the  fabric  of  our  business. 

We  make  advanced  construction  equipment,  presses,  lasers  and  robots:  inteUigent  machines, 
for  enlightened  users.  Komatsu  technology  is  designed  to  meet  local  needs  and  global  concerns  for 
the  environment.  And  build  better  communities  without  sacrificing  the  quality  of  life. 

At  the  same  time,  we  support  open  markets  through  cooperative  ventures  around  the  world. 
Wherever  we  go,  Komatsu  seeks  local  partners  to  share  the  benefits  of  technology  and  prosperity. 
We  take  part  in  community  life  as  a  neighbor.  And  we  also  sponsor  quality 
imports  in  our  local  markets,  at  home  in  Japan.  ^ 

That's  just  a  sample  of  how  one  company  works  for  the  world.  -f  y^'®**"^ 

Modest  efforts,  for  mutual  rewards.  Consider  how  much  we  can  accomplish 
if  we  work  with  care,  patience  and  imagination.  Together. 

1^  £^  TUt  "^k  T"  Ct  T  T   ^^^'^  '^"''^^         '^'^asaka.  Minato-ku.  Tokyo  107.  Japan 
■  lYM.  .^M.  M.  iZ9  \J    Telex  J22812  Phone  (03)  5561-2617  Cable  KOMATSULTD 
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WITH  SEVERAL  PLANTS  IN 
THE  U.S.  FUJITSU  HAS  AN 
ACTIVE  MARKET  PRESENCE. 


Unfortunately,  what  is  lost  in  this 
confrontation  is  that  six  Japanese  com- 
panies active  in  the  U.S.  market  now 
make  mobile  phones  in  the  U.S. — 
Fujitsu,  Matsushita,  Mitsubishi  Electric, 
NEC,  Oki  Electric  and  Toshiba. 

Confrontation  over  semiconductors 
is  even  more  complex,  since  the  U.S.  is 
trying  to  hold  Japan  to  its  interpretation 
of  a  side  letter  accompanying  the  1986 
agreement  on  semiconductors  and  thus 
gain  a  guaranteed  20%  market  share 
by  1991. 

Despite  higher  wages  than  Califor- 
nia or  Texas,  the  Japanese  semiconduc- 
tor industry  remains  competitive.  One 
reason  is  that  the  Japanese  industry 
has  the  cleanest  production  facilities  in 
the  world.  Another  is  that  many  large 
producers  are  also  large  chip  con- 
sumers. A  third  is  that  roughly  half  the 
Japanese  market  is  for  consumer  elec- 
tronics, an  area  where  U.S.  manufac- 
turers are  historically  weak. 

Even  so,  U.S.  chipmakers  have 
made  a  commitment  to  the  market 
increasing  their  share,  which  climbed 
to  10.5%  last  year.  NEC  already 
sources  about  20%  of  its  largescale 
integrated  circuits  from  U.S.  manufac- 
turers. Fujitsu  is  increasing  its  pur- 
chases, and  Matsushita  is  working  with 
U.S.  supphers  to  develop  their  products 
and  plans  to  increase  its  purchases  to 
12.5%.  Also,  Hitachi  offers  incentives 
to  its  factories  to  use  U.S.  chips. 

"The  Electronics  Association  of 
Japan,"  notes  Association  Chairman 
Katsushige  Mita,  who  is  also  President 
of  Hitachi,  "formed  a  group  to  help 
U.S.  companies  adapt  products  for  the 
Japanese  market  and  staged  a  seminar 
in  San  Jose." 


The  demand  for  a  guaranteed 
quota,  however,  causes  alarms  to  ring 
in  Japan.  "We  now  face  the  danger  of 
a  confrontation  between  managed 
trade,  as  advocated  by  the  U.S.,  and 
free  trade,"  warns  Fujitsu  President 
Takuma  Yamamoto. 

"We  must  have  suitable  products, 
or  we  fail,"  says  NEC  President  Dr. 
Tadahiro  Sekimoto.  "We  buy  products 
as  long  as  they  are  reasonably  priced, 
of  assured  quality  and  can  be  used. 
This  is  common  sense  and  no  one  can 
force  us  to  do  otherwise." 

Beyond  The  Labyrinth 

Among  the  latest  issues  dividing  the 
U.S.  and  Japan  is  Japans  archaic, 
many-layered  distribution  system.  It  is 
so  inefficient  it  adds  50%  to  the  cost  of 
products — foreign  firms  claim  the  figure 
is  higher  and  prevents  them  from  com- 
peting fairly  in  the  market. 

The  system  is  based  on  small  shops. 
Some  57%  of  retail  sales  in  Japan 
is  through  small  shops,  compared  to 
3%  in  the  U.S.  Many  of  these  stores 
are  linked  to  a  single  manufacturer. 
Matsushita  acknowledges  that  part  of 
its  strength  comes  from  a  network  of 
25,000  outlets. 

Closely  tied  to  community  and 
culture,  providing  an  outlet  for  excess 
labor  as  well,  the  small  stores  are  pro- 
tected by  laws  restricting  the  opening 
of  large  stores. 

Changing  the  system  will  require 
enormous  political  wiU.  Yet  it  is  some- 
thing many  Japanese  business  leaders 
agree  must  be  done  sooner  or  later. 
As  MlTFs  Fukukawa  remarked  at  the 
iETRO-Business  Week  conference, 
"The  expansion  of  domestic  demand 
must  be  paralleled  by  deregulation." 

The  Investment  Quandary 

Oddly  enough,  another  problem  area 
in  the  U.S.-Japan  relationship  is  direct 
investment.  Currently  Japanese  busi- 
ness has  sunk  more  than  $70  billion  in 
the  U.S.  and  approximately  three  mil- 
lion Americans  now  work  for  Japanese- 
owned  companies. 

Although  some  forty  U.S.  states 
have  offices  in  Tokyo  which  court  Japa- 
nese direct  corporate  investment,  there 
is  increasing  concern  about  Japanese 
in  many  parts  of  the  U.S. 


'Best  in  Class; 


with  the  emphasis 

ondass  0  Car  and  Driver,  May  1989 


Car  and  Driver  Magazine  puts  Mazda  MPV 
at  the  top  of  the  category  for 1989. 


The  verdict  was  overwhelming.  Car  and 
DnVer  editors  rated  Mazda  MPV  and  its  competi- 
tors in  ten  separate  categories-and  MPV  claimed 
victory  by  winning  nearly  every  one. 

Pitted  against  competitors  including  Dodge 
Caravan  and  Ford  Aerostar,  Mazda  MPV  was  rated 
number  one  in  eight  out  of  ten  categories  including 
handling,  ride,  styling,  comfort  and  value. 

In  selecting  MPV,  Car  and  Driver  stated: 
"Winner,  winner,  winner.. .phenomenally  good 
road  dynamics. ..a  mosf  carlike  feel... great  layout 


...delivers  more  fun  per  mile  than  we  thought 
possible  from  a  utility-minded  vehicle." 

And  now  MPV  will  offer  a  whole  new 
choice  in  four-wheel-drive  versatility  with  the  intro- 
duction of  MPV  4WD.  It's  designed  to  combine 
all-weatherfour-wheel-drive  capabilities  with  the 
exceptional  performance,  room,  and  comfort 
that  has  put  MPV  in  a  class  by  itself. 

Mazda  MPV.  The  reviews  are  in  and  the 
consensus  is  clear:  it  is  the  '"Best  in  Class'  with 
the  emphasis  on  class." 


®  1989  Mazda  Motor  of  America,  Inc 
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What  if  there  was  a  TV  with  a  picture  so  clear,  so  detailed,  so  perfectly  defined 
that  instead  of  just  watching  it,  you  actually  felt  you  were  part  of  it. 

If  the  concept  is  a  little  hard  to  grasp,  you  might  want  to  experience  the 
reality:  Toshiba's  new  Super  Tube 'TV. 

This  remarkable  example  of  advanced  video  technology  uses  vastly  improved 
semiconductors,  developed  by  Toshiba.  Better  CRT  shadow  masks, 
developed  by  Toshiba.  And  all-new  circuitry,  refined  and  perfected  by  Toshiba. 
Plus  the  realism  of  Super  Carver  Sonic  Holography.' 

And  every  TV  is  subjected  to  the  strictest  quality  control  at  our  plants 
here  in  the  U.S. 

Images  and  sound  you  not  only  see  and  hear,  but  feel.  That's  Toshiba's  goal 
for  all  its  TVs,  VCRs  and  camcorders. 

After  all,  we're  not  in  this  business  for  our  own  entertainment. 
We're  in  it  for  yours. 

Super  Tube'"  is  a  trademark  of  Toshiba  Corp 

In  Touch  with  TomoiTow 

TOSHIBA 

For  further  information  write,  Toshiba  America  Consumer  Products,  lnc,,82Totowa  Road,  Wayne,  N  J  07470  or  Toshiba  Hawaii,  Inc  ,  Honolulu,  HI  96814 
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Some  ascribe  this  to  racism,  others 
to  nationalism.  Essentially  it  is  a 
response  to  change  and  the  questions 
raised  are  often  questions  that  need  to 
be  asked. 

Unfortunately,  the  Japanese  are 
more  likely  to  become  targets  because 
they  are  usually  more  noticeable  than 
the  British  or  Dutch  which  have  larger 
cumulative  stakes  in  the  U.S.  In  addi- 
tion, Japanese  investors  have  taken  a 
higher  profile  in  the  M  &  A  market. 
Where  there  were  no  billion  dollar 
deals  in  1987,  in  1988  there  were  five. 

Yet,  much  of  Japanese  investment 
is  "greenfield'— opening  new  plants — 
and  where  acquisitions  are  made,  often 
additional  capital  is  ploughed  into  the 
investment.  As  one  American  in  a  buy- 
out situation  put  it,  "The  Japanese  had 
faith  in  the  technology  we  created,  our 
own  management  did  not." 

Need  to  Solve  Real  Issues 

One  of  the  problems  with  the  tension 
that  now  exists  in  the  U.S.-Japan  rela- 
tionship is  that  it  draws  attention  to  the 
symptoms,  rather  than  fundamental 


causes.  "You  cannot  solve  trade  friction 
with  administrative  guidance  in  Japan 
or  selling  targets  set  by  the  United 
States,"  argues  Mitsui  Bank's  Nakamura. 
"What  is  needed  is  a  radical  resolution 
of  the  macroeconomic  imbalance." 

It  is  no  longer  desirable," 
Nakamura  continues,  "for  Japan  and 
other  Asian  countries  to  depend  on  a 
trade  surplus  with  the  U.S.  for  growth. 
They  need  to  give  more  thought  to 
expanding  intra-regional  trade.  Jimmy 
Carter's  argument  that  there  should  be 
three  engines  of  world  growth — the  U.S., 
Japan  and  West  Germany — is  still  valid." 

Equally  important,  the  U.S.  must 
address  its  budget  deficit,  which  is  a 
contributing  factor  to  the  trade  short- 
fall. This  will  require  painful  choices, 
not  least  because  the  U.S.  also  needs  to 
restructure  its  economy  and  revive  the 
manufacturing  sector,  which  is  now 
import-dependent.  The  great  error  of 
the  '70s  and  '80s,  perhaps,  was  the 
failure  to  recognize  that  economic 
strength  is  essential  to  poUtical  and 
military  power. 

At  the  iETRO-Business  Week  con- 
ference, Sony's  Morita  reasoned  that 
the  decline  of  the  U.S.  manufacturing 


Case  Study  in  Diversification:  The  New  Face  Of  Sumitomo  Metals 


Sumitomo  Metal  Industries- 
Sumitomo  Metals— is  one  of  Japan's 
top  steelmakers  in  terms  of  production, 
technology  and  management.  It  is  also 
a  classic  example  of  how  corporate 
diversification  works  in  Japan. 

In  FY  1988-89  non-steel  products 
accounted  for  a  mere  10%  of  the  com- 
pany's sales.  By  FY  1995-96,  the 
proportion  should  be  40%  or  even  50%. 

As  company  President  Yasuo 
Shingu  explains,  Sumitomo  Metals  is 
being  completely  overhauled.  "We  have 
already  changed  the  corporate  culture," 
he  says,  "and  we  have  begun  planting 
seeds  in  new  fields." 

Sumitomo  Metals  is  aggressively 
investing  in  electronics  and  new 
materials,  such  as  fine  ceramics.  It  has 
moved  into  biotechnology  and  has  organ- 
ized a  joint  venture.  It  is  developing 
c  oal  c  hemistry,  focusing  especially  on 
coke  by-products.  "Today  we  are  sur- 
rounded by  oU-based  products,"  Shingu 
notes,  "but  there  are  many  products 
that  can  be  made  only  from  coal." 

Personnel  in  Shingu's  view  is  one 
of  the  key  problems.  Existing  staff  have 


SUMITOMO  METALS  IS  INVESTING  IN 
ELECTRONICS  AND  NEW  MATERIALS. 


to  be  recycled  and  new  people 
recruited.  Last  year  the  company  took 
the  innovative  step  for  a  large  Japanese 
company  of  hiring  as  many  people  at 
mid-career  level  as  straight  out  of 
university — chemical,  electronics  and 
systems  engineers  as  well  as  the  usual 
metaUurgists. 

In  fact,  it  is  because  of  the  diffi- 
culty of  getting  as  many  good  people  as 


he  would  like,  that  Shingu  is  especially 
intent  on  establishing  joint  ventures 
with  U.S.  companies.  "In  many  fields," 
he  says,  "we  would  like  to  introduce 
American  technology  to  Japan." 

Sumitomo  Metals  has  joined  appli- 
cation specific  integrated  circuits  maker 
Standard  Microsystems  to  create  Toyo 
Microsystems.  It  has  an  agreement  with 
Lam  Research  to  produce  advanced 
equipment  for  semiconductor  manufac- 
turing. "We  have  a  strong  desire  to  form 
joint  ventures  in  Japan  or  even  in  the  U.S. 
if  we  can  get  good  partners  in  areas 
other  than  steel,"  Shingu  emphasizes. 

That  is  not  to  say  Sumitomo  Metals 
is  abandoning  steel.  It  remains  a  tech- 
nology leader  and  is  passing  much  of 
its  technology  to  the  U.S.  through  a 
close  working  relationship  with  LTV. 

In  addition,  Sumitomo  Metals  and 
LTV  already  have  a  joint  venture  in 
operation  producing  electrogalvanized 
steel  sheets  for  the  automobile  indu.stry 
in  the  U.S.  Recently  the  two  companies 
signed  an  agreement  to  set  up  a  second 
joint  venture  in  the  same  hne,  virtually 
doubling  their  capacity. 
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NOTHING  STA 


The  world  is  in  the  midst  of  a  financial 
revolution.  One  doesn't  sit  back  anymore  and  watch 
contentedly  as  our  investments  shoot  to  the  moon. 

Keeping  pace  is  no  longer  good  enough.  Neither 
is  being  one  step  ahead.  Today  we  must  perceive 
the  imperceptible.  • 

This  calls  for  new  and  innovative  financial 
capiabilities.  A  company  with  all  the  tools  of  the 
information  society.  A  company  with  consummate 
financial  professionals  who  foresee  transition  and 
move  swiJfdy  with  tiie  tide. 


Which  is  precisety^R  idea  behind  Nom 
global  network.  It  now  stretches  to  48  offices 
countries  and  is  badced  by  the  Nomura  Research 
Institute,  Ltd.  —  one  of  the  world's  largest  and  most 
sophisticated  financial  think  tanks. 

In  this  new  era  of  global  finance,  it  is  not  a  time 
to  shrink  back,  but  to  expand  horizons  and  look 
beyond. 

Yes,  nothing  stays  the  same.  Which  is  why 
Nomura  seeks  financial  opportunities,  wherever 
they  exist. 


^NO/XVURA 

THE  NOMURA  SECURITIES  CO.,  LTD. 

Tokyo  Head  Office:  1  -9-1 ,  Nihonbashi,  Chuo-ku,  Tokyo 

NOMURA  SECURITIES  INTERNATIONAL,  INC.  Member  sipc 
New  York  Head  Office;  180  Maiden  Lane,  New  York.  New  York  1003ft 
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sector  was  a  major  cause  of  trade  prob- 
lems. He  warned:  "When  the  manufac- 
turing engine  of  an  economy  stalls, 
demand  for  all  types  of  services  is 
reduced.  American  industry  must 
become  more  competitive." 

All  Alternative  To  Negotiation 

Apart  from  macroeconomic  problems, 
the  U.S.  and  Japan  need  to  find  better 
ways  to  solve  their  disagreements. 
"Relations  might  be  better,"  suggests 
Ricoh  President  Hiroshi  Hamada  phil- 
osophicaUy,  "if  discussions  took  place, 
rather  than  negotiations,  which  imply 
different  benefits  for  each  side."  Adds 
Goro  Yamazaki,  Executive  Manager 
and  Director  of  the  Hotel  Okura,  "We 
need  to  ask  each  other's  opinions." 

"It  is  essential  to  deepen  mutual 
understanding,"  says  Hitachi's  Mita.  Part 
of  the  problem,  he  believes,  is  cultural. 


THE  MAZDA  Ml  ATA. 


Kikkoman  Executive  Managing 
Director  Yuzaburo  Mogi  agrees,  "Both 
sides  will  have  to  make  an  effort. 
Americans  have  difficulty  understand- 
ing Japan,  just  as  Japanese  have  diffi- 
culty understanding  the  U.S.,  which  is 
so  open.  Japanese  society  is  not  so 
transparent." 

Yet  there  are  similarities.  "The  U.S. 
and  Japan  share  the  same  sense  of 
value  about  democracy  and  liberty," 
notes  Genichi  Nagaoka,  Senior  Manag- 
ing Director  at  Mazda  Motor  Corporation. 


Mitsubishi  Kasei  President  Seiji 
Suzuki  notes  that  pohtics  seems  to  lead 
arguments  astray.  "My  concern,"  he 
says,  "is  that  when  we  talk  business, 
everything  goes  well.  But  when  political 
factors  come  into  play,  the  officials  put 
domestic  considerations  first." 

Many  believe  that  Japan  has  not 
done  as  well  as  it  could  articulating  its 
point  of  view.  "There  has  been  a  lack 
of  good  communications  in  English 
with  a  Japanese  accent  in  the  U.S.," 
says  Yamazaki. 

While  Japan  lobbies  Washington 
with  a  zeal  that  may  one  day  backfire, 
it  is  not  making  its  case  at  the  grass- 
roots level.  Few  Americans  know  that 
Japan  spends  more  on  defense  than 
any  of  the  NATO  allies  or  pays  40%  of 
the  cost  of  the  U.S.  military  presence 
in  Japan.  Observes  Alan  Smith,  Presi- 
dent of  Smith  McCabe  Ltd.,  a  New 
York  firm  specializing  in  Asian  cor- 
porate relations,  "The  more  time  the 
Japanese  spend  in  Washington  and  the 
less  time  they  spend  trying  to  under- 
stand and  communicate  with  the 
American  people,  the  worse  things  will 
become." 

For  Americans  the  most  pressing 
problem  still  is  understanding  the  Japa- 
nese market.  Isao  Nakauchi,  chairman 
of  The  Daiei,  a  major  retailer,  told  the 
JETRO-Business  Week  conference: 
"One  of  our  Daiei  buyers  told  me  that 
Americans  are  becoming  more  inter- 
ested in  exporting.  However,  American 
products  must  fit  Japanese  lifestyles,  or 
tlicv  wiU  not  sell" 


RICOH  IS  A  PIONEER  OF 
JAPANESE  MANUFACTURING 
IN  THE  U.S. 
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The  tree 
agination. 


Imaginative  ideas  don't  grow  on  trees. 

But  at  the  Ricoh  Research  and 
Development  Center,  they  often  blossom 
around  one. 

A  giant,  250-year-old  keyaki  tree 
carved  into  a  star-shaped  table,  is  the 
center's  creative  hub.  Around  it, 
research  staff  from  around  the  world 
meet  to  exchange  ideas.  And  to  solve 
technological  mysteries  which,  once 
unraveled,  bring  vast  improvements  in 
the  quality  of  your  work. 

Their  efforts  have  already  returned 
huge  dividends.  Ricoh  Image  Processing 
Systems,  for  example,  produce  incred- 
ibly clear,  crisp  images  that  give  an  edge 
to  your  business  communications. 

Of  course,  image  quality  is  only  part 
of  it.  We've  committed  one  of  the 
highest  R&D  spending-to-sales  ratios  in 
Japan  to  the  development  of  systems 
that  promise  an  extraordinary  level  of 
compatibility  with  people. 

Contributing  to  this  effort  are  the 
resources  of  a  worldwide  R&D  network 
that  includes  Ricoh  laboratories  in  the 
U.S.,  and  soon  in  Europe. 

With  a  little  imagination,  it's  easy  to 
foresee  a  time  when  the  office  really 
does  work  for  you,  rather  than  the  other 
way  around. 

In  fact,  if  you're  using  one  of  our 
current  systems, 
you've  had 
a  glimpse  of 
the  future 

already.      ^  M  "6620 


PC  LASER  6000PS 


A  better  way  to  work. 

COPIERS  FACSIMILES  DP  SYSTEMS  CAMERAS  ELECTRONIC  DEVICES 

RICOH  COMPANY.  LTD. 

15-5.  Minami-Aoyama  1-chome,  Minato-ku,  Tokyo  107,  Japan 
RICOH  CORPORATION 

5  Dedrick  Place,  West  CaldweU,  New  Jersey  07006  USA 

RICOH  CORPORATION  (CANADA).  LTD  Nepean.  Onlacio,  Canada 

RICOH  ELECTRONICS.  INC.  Tuslm,  Calilornia.  USA 


a,  Japan,  researchers  apply  their  imagmations  to  technologies 
tics,  new  materials  and  mechatronics. 


Our  one  million-pixel  display;  |<  r 
enables  engineers  to  redefine 
automotive  excellence. 
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Its  screen  is  21  feet  wide.  And  with  one  million 
pixels,  resolution  and  bnghtness  are  at  levels  never 
before  attained. 

But  high-definition  rear-projection  displays 
represent  more  than  a  quantum  leap  in  picture 
quality.  For  the  applications  of  this  technology  are 
vast  and  varied. 

These  projectors  are  finding  a  place  in  automo- 
tive engineering.  In  computer  training.  In  telecon- 


©  148*)  Hitachi,  Ltd  Ail  rights  reserved      Picture  simulated 


ferencing.  In  traffic  control.  In  power  stations,: 
CAD/CAM  systems.  In  medical  diagnosis  syiC 

And  Hitachi  is  at  the  forefront  of  this  comr 
cation  revolution.  Building  displays  of  every  :z 
Every  shape.  Meeting  every  need. 

This,  of  course,  should  come  as  no  surpne 
Because  Hitacfii  isn't  just  an  electronics  comjii 
Or  a  computer  company.  Or  a  household  appiii 
company. 
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Our  115,200-pixel,  5"  liquid  crystal 
color  TV  is  a  clear  standout,  too. 


Some  of  our  biggest  ideas  are  incredibly  small. 


Ve're  a  US$48  billion  international  corpora- 
Our  20,000  products  include  telecommunica- 
equipment.  Construction  machinery.  Rail 
portation.  Everything  from  vacuum  cleaners 
wer  plants. 

icluding  consumer  electronics.  Such  as  you 
ere  in  our  115,200-pixel,  5"  liquid  crystal 
i  television.  It's  super  clear  And  it,  too,  is 
ed  with  the  technological  excellence  found  in 


every  Hitachi  product.  No  matter  how  big.  Or  small. 
And  that's  the  bottom  line. 

*US$48,49b  million;  net  sales  for  the  year  ending  March  31. 1989  US$1  =  ¥132 

0  HITACHI 

Hit3Chi,  Ltd.  Tokyo,  Japan 
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CORPORATE 
STRATEGIES 
INA 

CHANGING  JAPAN: 

Responsibility, 
Globalization, 
Cooperation  &  Diversification 


NIKKEI  PUBLISHES 
JAPAN'S  LEADING  BUSINESS 
MAGAZINES. 


Nikkei  Business,  like  its  parent, 
Japan's  premier  financial  daily, 
the  Nihon  Keizai  Shimbun. 
both  reflects  and  shapes  Japanese  busi- 
ness life  in  a  way  no  western  business 
publication  does.  It  is  partly  a  function 
of  audience,  partly  editorial  quality, 
partly  prestige. 

Quite  often,  Nikkei  Business  intro- 
duces new  words  or  concepts.  Last  year 
the  magazine  focused  on  what  it  now 
means  to  be  a  "good  company."  "This 
is  no  longer  just  the  pursuit  of  market 
share,"  summarizes  Akira  Nagata,  who 
is  Senior  Executive  Director  and  Group 
Publisher  of  Nikkei  Business  Publica- 
tions as  well  as  the  publisher  of  Nikkei 
Business  "As  the  Japanese  economy 
grows  larger  and  its  world  impact 
greater,  major  companies  have  to  think 
in  terms  of  social  responsibility." 

Society,  the  environment  and 
employee  welfare  now  take  on  increased 
importance  in  corporate  thinking — not 
only  in  terms  of  Japan,  but  on  a  world- 
wide basis.  It  begins  with  the  desire  to 
make  an  economic  contribution.  Says 
Canon  USA  President  Hideharu 
Takemoto,  "We  have  advanced  technol- 
ogy and  useful  production  techniques. 
We  want  to  contribute  to  the  countries 
where  we  do  business." 

It  extends  beyond  the  economic 
role  to  community  involvement.  Canon 
sponsors  the  Greater  Hartford  Open. 
NEC  funds  the  U.S.  Davis  and  Federa- 
tion Cup  tennis  teams.  Fujitsu  supports 
the  Concord  Jazz  Festival. 

Hitachi  and  Matsushita  have  had 
charitable  foundations  in  the  U.S.  for 
some  years.  Toshiba  is  setting  up  a 
$23  miUion  foundation.  Hitachi  has 
funded  the  Hitachi  America  Chair  of 
Engineering  at  Stanford.  Matsushita 
plans  to  donate  0.1%  of  the  sales  from 
its  U.S.  subsidiarv  to  charitv. 


/-A  H«llj<*~«>(i»(l.]iii;i'iu 


KIKKOMAN  IS  BROADENING 
ITS  BIO-TECHNOLOGY  BASE. 


Globalization:  Crossing 
Cultural  Boundaries 


The  changing  nature  of  the  Japanese 
corporation  is  also  evident  as  Japanese 
business  globalizes.  The  process  of 
investing  offshore  is  extremely  wide- 
spread now,  driven  partly  by  the  value 
of  the  yen,  partly  trade  friction,  partly 
strategic  diversification. 

The  process  of  globalization  is  evi- 
dent in  changing  attitudes  as  well  as 
capital  investments.  Kikkoman  Executive 
Managing  Director  Yuzaburo  Mogi, 
whose  latest  book  is  Overseas  Investment 
Without  Friction,  pinpoints  the  need  to 
localize  management— on  a  "when  in 
Rome"  approach — and  delegating  real 
authority,  as  two  key  moves  to  success 
overseas. 

Ricoh  President  Hiroshi  Hamada 
talks  of  six  steps  involved  in  a  factory 
overseas  taking  root,  starting  with 
knockdown  assembly,  increasing  local 
content,  export,  further  localization  of 
content,  technology  and  design,  then 
localization  of  management  and  finally 
localization  of  ownership  through  a 
public  offering. 

"When  you  put  a  manufacturing 
plant  in,"  Hamada  explains,  "it  takes 
years  to  take  root.  But  I  believe  that 
once  a  plant  is  built  it  should  be  there 
forever." 

Fujitsu  is  another  company  that 
has  gone  a  long  way  towards  globaliza- 
tion, both  in  terms  of  production  and 
management  approach.  "It  is  far  easier 
to  change  manufacturing  techniques 
than  to  create  a  true  trans-cultural 
company,"  observes  President  Takuma 


GLOBAL 
CONNECTIONS 


Yamaichi  helps  clients  to  maximize  their 
financial  potentials  worldwide,  with 
everything  from  diversified  investment  to 
international  debt  and  equity  financing. 

As  a  fully  integrated  financial  institution  with  broad  international 
expertise,  Yamaichi  is  providing  customers  worldwide  with 
a  one-stop  source  of  financial  services.  From  brokerage,  portfolio 
advice  and  fund  management  to  innovative  corporate  finance  and 
M&A  assistance.  Ask  us  how  global  integration  can  make  the 
best  of  your  world. 
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How  Fujitsu  helps 
a  legendary  railroad 
make  history. 


The  Union  Pacific  Railroad  is  not  just  a 
company,  it's  a  call  to  the  consciousness  of 
a  nation.  Created  by  Abraham  Lincoln's 
signing  of  the  Pacific  Railroad  Act  of  1862, 
it  laid  tracks  across  a  wild  continent  from 
Omaha,  Nebraska  to  Promontory,  Utah, 
where  it  met  the  Central  Pacific  coming 
rrom  the  sea.  A  golden  spike  marked  the 
birth  of  America's  first  transcontinental 
railroad. 

Settled  the 
American  West 

Union  Pacific  settled  the  American 
West,  carrying  hundreds  of  thousands  of  pi- 
oneers into  the  world  of  wide  open  spaces. 
It  made  history  then,  and  it's  still  making 
history:  today  it  is  one  of  America's  most 
progressive  railroads,  with  23,000  miles  of 
track  in  20  states,  30,000  employees,  and  a 
reputation  for  far-sighted  thinking  in  every 
area  of  its  operations— including  its  remark- 
able communications  network. 

Nationwide 
network 

Union  Pacific  owns  a  private  voice  and 
data  communications  network,  one  of  the 
largest  in  the  world.  Covering  tens  of  thou- 
sands of  miles  nationwide  and  functioning 
as  the  railroad's  central  nervous  system,  it 
is  extremely  sophisticated  and  absolutely 
crucial  to  the  company's  success.  Which  is 


why,  when  Union  Pacific  recently  decided 
to  upgrade  the  network,  it  turned  to  Fujitsu. 

Number  one 
computer  maker 

Fujitsu  is  Japan's  nunnber  one  com- 
puter maker,  and  one  of  the  world's  top 
telecommunications  makers,  with  100,000 
employees,  annual  sales  of  $16  billion,  and 
projects  completed  in  a  hundred  countries. 
A  high-tech  giant  that's  a  major  force  in  the 
global  information  revolution,  Fujitsu  gave 
Union  Pacific  a  multi-nodal  integrated  voice 
and  data  communications  system  that  is 
the  next  generation  of  business  telecom- 
munications. The  system  will  boost  prod- 
uctivity, upgrade  customer  service,  and 
help  the  railroad  keep  making  history- by 
helping  it  be  what  it  has  always  been:  a  living 
legend  that  knows  where  the  future  is 


Jim  Merrick  of  Union  Pacific  talks  to  Jay 
SchrimpI  of  Fujitsu  before  tt)e  Fujitsu  F9600  ISDN 
switctiing  system.  Union  Pacific  recently  purchased 
a  number  of  such  systems,  the  most  advanced  in 
the  vjorld.  to  function  as  node  points  in  its  nation- 
wide communications  network.  For  information  call 
Fujitsu  Business  Communication  Systems  at 
1-800-654-0715 


FUJITSU 


The  global  computer  &  communications  company. 
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Decentralizing  Authority 

A  growing  number  of  Japanese  compa- 
nies are  reorganizing  their  oversecis 
operations  to  take  into  account  the  real- 
ities of  doing  business  on  a  global  scale. 
Matsushita,  for  example,  has  established 
regional  headquarters  in  Secaucus, 
New  Jersey,  for  North  America,  London 
for  Europe  and  Singapore  for  Asia. 

By  shifting  control  over  regional  sales, 
marketing  and  manufacturing,  all  of 
which  had  been  located  in  Osaka,  the 
company  believes  it  can  be  more  effi- 
cient in  its  decision-making  and  be  a 
better  coqiorate  citizen.  Matsushita  also 
takes  pride  in  appointing  an  American, 
Richard  Kraft,  to  head  its  North 
American  holding  company,  Matsushita 
Electric  Corjjoration  of  America. 

"At  Toshiba,"  says  Senior  Executive 
Vice  President  Kinichi  Kadono,  "we 
take  a  multipolar  approach."  The  com- 
pany has  already  decentralized  in 
Europe  and  North  America  and  is  look- 
ing ahead  to  Asia.  Its  North  American 
holding  company,  Toshiba  America,  has 
annual  sales  of  $3  billion  and  4000 
employees.  "With  the  new  arrange- 
ment," Kadono  adds,  "we  can  contrib- 


ute to  the  community  without  referring 
everything  to  Tokyo." 

The  Investment  Flow  Continues 

Overall,  Japan's  direct  investment  last 
year  was  more  than  $33  billion — com- 
pared with  a  total  of  $71  bUlion  invested 
for  1951-84.  Over  half  Japan's  current 
investment  goes  to  North  America, 
reflecting  a  fundamental  goal  of  Japanese 
corporate  globalization. 

"NEC  ships  its  products  to  145 
countries,"  observes  President  Dr. 
Tadahiro  Sekimoto.  "A  decade  ago  we 
began  thinking  about  local  production 
and  realized  we  needed  to  put  plants 
close  to  our  markets.  Obviously  we 
paid  considerable  attention  to  the  U.S., 
which  is  our  largest  market  after 
Japan."  Today  NEC  has  25  factories 
outside  Japan,  including  seven  in  the 
United  States.  Its  U.S.  workforce 
exceeds  7000. 

Hitachi  has  a  similar  approach. 
"You  need  a  different  strategy  for  each 
part  of  the  world,"  explains  President 
Katsushige  Mita.  "For  the  U.S.  our 
strategy  was  to  shift  production  there  of 
products  being  exported  in  large  vol- 


A  Nose  for  Taste 

Tastes  as  American  as  Del  Monte  tomato  ketchup.  As  English  as 
Lea  and  Perrins  Worcestershire  sauce.  And  as  French  as  a  Grand  Vin 
Bordeaux. 

The  favored  flavors  of  the  West  have  been  brought  to  Japan 
by  Kikkoman  Corporation. 

Three  centuries'  experience,  early  market  globalization, 
and  consumer  involvement  give  Kikkoman  a  keen  sense 
for  successful  cross-cultural  marketing  ventures. 

Further  testimony  to  leadership  and  innovation  are 
Kikkoman's  far-ranging  biotechnology  and  food 
development  activities. 

So  the  next  time  you  think  of  Kikkoman,  think 
again.  We're  a  whole  lot  more  than  soy  sauce. 
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KiKKoman 


Kikkoman  Corporation 


1-25,  Kanda  Nishiki-cho,  Chiyoda-ku.  Tokyo  101.  Japan 

Production  facilities:  Japan,  USA  and  Singapore;  Subsidiaries:  Hawaii.  Canada,  West  Germany,  Hong  Kong  and  Australia. 


JO 


Special  Advertising  Section 

ume  from  Japan,  as  quickly  as  possi- 
ble." These  included  high  technology 
products,  such  as  semiconductors, 
computers,  peripherals,  and  automotive 
electronics.  "Our  top  priority  is  to  pro- 
vide products  and  service  that  meet 
our  customers'  needs,"  he  adds. 

Canon  USA  has  4,500  employees 
and  sales  of  $2.6  biUion — a  third  of  its 
parent's  worldwide  revenues.  "Our  pol- 
icy is  internationalization,  which  results 
in  manufacturing  many  products  locally 
for  the  market  where  they  are  needed," 
says  President  Takemoto. 

The  company  plans  to  expand  its 
15-year-old  operation  in  California  to 
become  the  worldwide  headquarters 
for  electronic  typewriter  R&D  and  pro- 
duction. Most  of  the  electronic  type- 
writers Canan  sells  worldwide  will  now 
be  made  in  the  United  States. 

At  Canon's  recently  opened  Virginia 
plant,  expansion  is  already  underway, 
effectively  doubhng  the  facility's  size.  It 
produces  copiers  and  laser  beam 
printers  for  itself  and  on  an  OEM  basis 
for  U.S.  companies,  which  then  add 
substantial  software  and  sell  the  prod- 
uct around  the  world.  Eventually  Canon 
USA's  goal  is  integrated  manufacturing 
including  R&D  and  exports. 


CANON  IS  A  LEADER  IN 
SUPERCONDUCTOR  RESEARCH. 


Given  Canon's  demanding  produc- 
tion requirements,  the  company  has 
worked  hard  to  identify  numerous  U.S. 
suppliers.  Moreover,  it  also  has  set  up 
joint  ventures  for  plastic  molding  and 
metal  stamping.  Mr.  Takemoto  reports 
that  current  productivity  levels  are  the 
same  as  in  Japan. 

Ricoh  is  one  of  the  pioneers  of 
Japanese  manufacturing  in  the  U.S. 
having  started  in  1973.  It  is  now  plan- 
ning its  fourth  plant.  Over  the  years  it 
has  also  made  adjustments  in  its  pro- 
duction techniques  because  there  is  not 
the  captive  parts  supply  network  which 
exists  in  Japan.  Ricoh  Electronics  in 
California  actively  looks  for  potential 
suppliers  and  where  none  can  be 
found,  encourages  Japanese  companies 
to  bring  their  technology.  It  also  had 
adapted  to  the  higher  turnover  in  the 
U.S.  labor  market  by  offering  incentives 
to  workers  to  stay. 

Mazda  is  now  bringing  its  Flatrock, 
Michigan,  factory  up  to  full  production 
and  approaching  breakeven.  In  an  effort 
to  increase  local  content,  it  is  expand- 
ing its  purchases  of  parts  from  U.S. 
and  Japanese  suppUers.  In  the  mid-90s 
Mazda  will  begin  using  Ford  engines. 

"One  of  the  principal  challenges 
we  face  with  manufacturing  in  the 
United  States  is  overcoming  various 
cultural  differences,  particularly  that  of 
communications,"  continues  Yoshi 
Taura,  president  of  Mazda  Motor  of 
America.  "At  our  plant  in  Flat  Rock  we 
are  successfully  overcoming  this  barrier 
through  frequent  exchanges  of 
information." 


Where  the 
business  elite  meet 
in  Tokyo. 

Where  else  but 
at  the  Hotel  Okura? 
With  its 
elegant  accommodations, 

incomparable  service, 
renowned  restaurants  and 

premier  location, 
it's  everything  a  world-class 
hotel  should  be. 


TOKYO 

TEL:(0!)  S«2-01  I  1  TELEX:  J227<)0  FAX:  (0  1)  5K2- ITOT 
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See  your  travel  agent  or  our  hotel  representatives: 

The  Leading  Hotels  of  the  World: 
Tel:  800-223-6800  Toll  Free,  212  838-3110  Collect 
R.F.  Warner,  Inc..  Neui  York 
Tel:  800  888-1199  Toll  Free 
J. A.  Tetley  Co.,  Inc.,  Los  Angeles 
Tel  800  421  0000  Toll  Free.  213-3881151 
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A  vital  element  in  the  development 
of  Mazda's  U.S.  operation,  according  to 
Senior  Managing  Director  Genichi 
Nagaoka,  is  to  integrate  further  produc- 
tion, marketing  and  R&D  in  the  U.S. 
"We  must  have  R&D  to  be  able  to  reflect 
U.S.  customer  demand,"  he  explains. 

According  to  Taura,  the  company 
has  established  a  design  and  testing 
facility  in  Irvine,  California  last  year. 
Together  with  an  R&D  facility  at  Flat 
Rock,  this  gives  Mazda  a  broad-ranging 
capability.  "These  facilities  wiU  have 
responsibility  for  advanced  design, 
product  planning,  advance  certification 
procedures." 


A  KOMATSU  STEEL  PLANT. 


Mazda  is  already  exporting  prod- 
ucts from  the  U.S.  "The  Flat  Rock 
plant,"  Taura  notes,  "currently  exports 
the  Ford  Probe  to  Canada  and  Japan. 
The  Mazda  MX-6  is  currently  exported 
to  Canada  and  Taiwan." 

Toshiba  America  has  five  business 
opportunity  subsidiaries  and  manufac- 
turing operations  that  range  from  micro- 
wave ovens  to  medical  electronics.  The 
new  organizational  structure  covers 
design,  manufacturing,  sales  and  export. 

Like  many  Japanese  companies, 
Toshiba  is  bringing  its  U.S.  manufactur- 
ing facilities  into  a  global  division  of 
labor,  based  on  cost  and  technology 
levels.  For  example,  Toshiba  manufac- 
tures 34"  color  picture  tubes  in  the 
U.S.  for  worldwide  sales. 

Komatsu  faced  a  slightly  different 
situation  from  most  Japanese  compa- 
nies. It  wanted  to  expand  operations  in 
the  U.S.,  but  realized  there  was  already 
excess  production  capacity.  Therefore, 
it  organized  a  50-50  joint  venture  with 
Dresser  Industries,  creating  the  second 
largest  construction  equipment  com- 
pany in  the  U.S.,  with  each  partner 
maintaining  its  own  product  Une. 

"Although  there  were  some  over- 
laps," says  President  Masao  Tanaka, 


Case  Study  In  Globalization:  Yamaichi:  Financial  Services  Giant  For  The  1990s 


Yamaichi  Securities  is  one  of  Japan's 
premier  securities  companies. 
With  a  solid  base  in  excellent  corporate 
investor  relations,  it  ranks  high  in 
underwriting,  has  done  well  in  cross- 
border  mergers  and  acquisitions  and  is 
rapidly  developing  its  bond  business. 

Operating  globally,  Yamaichi  has 
tailored  its  strategy  to  each  region.  In 
Europe,  for  example,  the  company  looks 
beyond  the  integration  of  the  European 
Community's  markets  in  1992.  "When 
you  talk  of  Europe,"  explains  Akiyoshi 
Ito,  Director  of  the  International  Divi- 
sion, "you  first  have  to  distinguish 
between  north  and  south — there  are 
different  conditions,  different  needs, 
different  opportunities."  Yamaichi,  how- 
ever, is  ready  to  meet  that  challenge 
with  a  network  covering  the  market,  as 
well  as  a  bank  in  Switzerland. 

In  Asia,  the  company  supports  its 
traditional  securities  business  with  an 
important  venture  capital  capability. 
This  allows  Yamaichi  to  handle  mezza- 
nine deals  and  stimulate  local  stock 
markets.  Again,  since  each  country 


YAMAICHI 'S  AKIYOSHI  ITO 

market  differs,  Yamaichi  has  had  to 
develop  specific  expertise  on  each. 
WhUe  the  deal  flow  is  not  yet  large,  the 
long-term  investment  should  pay  off. 

Ito  is  frank  that  Yamaichi  is  still  in 
the  process  of  defining  a  fuUy  effective 
strategy.  "It  is  a  difficult  market,"  Ito 
acknowledges,  "and  we're  obviously 
looking  for  ways  to  improve  our  per- 
formance. We  don't  want  to  cut  back." 


One  step  in  the  right  direction,  Ito 
feels,  is  a  link  with  Lodestar,  a  U.S. 
LBO  and  fund  management  company. 

Japan,  of  course,  is  Yamaichi's 
home  ground.  "We  have  long  historical 
relations  with  our  clients,"  observes  Ito, 
Deputy  General  Manager  of  the  Inter- 
national Business  Department,  "and  a 
mutually  beneficial  exchange  of  infor- 
mation." This  supports  Yamaichi's  trad- 
ing know-how  and  investor  services 
worldwide. 

The  Tokyo  Stock  Exchange,  now 
the  world's  largest  in  capitalization,  is 
headed  up  towards  further  records, 
according  to  Ito.  "We  expect  the 
Nikkei-Dow  Jones  Average  to  close  at 
40,000  by  year's  end,"  he  says. 

"To  understand  why,"  he  explains, 
"you  have  to  look  at  the  supply  and 
demand  curves — those  are  what  count." 
Traditionally,  a  large  proportion  of  the 
outstanding  shares  of  major  Japanese 
companies — in  some  instances  as  much 
as  70% — simply  do  not  trade.  That 
means  there  is  enormous  buying  pres- 
sure on  the  rest. 
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What  more  do  you  get 
from  the  most  popular  copiers 

■  m  ArneriQa?  L^S^^^^ 


Morecopi 


Meeting  the  copying  demands  of  business 
demands  a  lot  more  than  bells  and  whistles.  Which  is  why 
some  of  the  most  popular  features  of  our  copiers  aren't 
really  copier  features,  ,, ,. : 

Like  the  advanced  technology  of  our  high- 
performance  copying  systems.  Designed  to  make  even 
complex  jobs  easy  While  making  you  more  productive,  f 

Or  brilliant  high-resolution  color  copies  that  add,  | 
power  and  dimension  to  your  communications.        .■■  .| 


And  the  virtijjaijy  service^ree  operation  of  our      f.  ':• 
cartridge  technology 

Which  doesn't  mean  we  don't  put  just  as  much  into 
our  basic  copier  features.  In  fact,  you'd  be  hard  pressed  to 
find  a  better  value  at  any  level  of  performance. 

From  personal  copier  convenience  to  digital  Jaser 
precision,  it's  a  combination  of  performance  and 
reliability  that  sets  Canon  copiers  apart.  And  sets  you 
.  apart  from  the  competition. 


THE  CHOICE  IS  CANON 

For  more  information,  call  toll  free  1-800-OK  CANON.  Or  write  Canon  U.S.A.,  Ina.  PO.  Box  5023,  Clifton,  N.J.  07015. 


Crtnon  E"|Oy  easy  extended  paymenis 

— .  w.ih  the  Canon  Credii  Card  Ask  fof  details 

3'  iJS'-Sb  1     at  paiticipat-ng  Canon  dealers  and  retailers 

"'"•^  -  I  AvailabtoonlyLinUS.-  ■ 
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NEC  helps  the  Chicago  Police  solve 
a  fifteen-year-old  murder  mystery. 


An  unresolved  murder  baffled  the  Chicago 
Police.  It  sat  in  their  files  year  after  year  with  only  a 
single  clue:  fingerprints  lifted  from  the  victim's  car. 

The  prints  proved  useless  —  until  detectives 
put  NEC's  revolutionary  Automated  Fingerprint 
Identification  System  (AFIS)  on  the  case. 
Within  20  minutes,  a  suspect  who  had  gotten 
away  with  murder  for  15  years  was  identified. 
He  was  later  arrested. 

The  quality  and  reliability  of  NEC's  around-the-clock  system 
is  currently  at  work  in  police  departments  all  across  America. 
In  fact,  since  its  introduction,  the  system  has  been  instrumental  in 
identifying  over  16,000  suspects  throughout  the  U.S. 

For  years,  NEC  quality  has  reached  far  beyond  law  enforcement, 
into  every  corner  of  America.  You'll  find  the  quality  products  of  NEC 
in  corporations  large  and  small.  In  public  and  private  institutions. 
And  in  homes  across  the  country.  Everywhere  you  look,  NEC  quality 
is  proving  itself.  Every  minute  of  every  day. 

For  more  proof,  call  1-800-338-9549. 
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Quality  That  Proves  Itselt 


Communications  •  Computers  ♦  Electron  Devices  ♦  Home  Electronics 
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THE  AKASAKA  PRINCE  HOTEL 
HAS  SOME  OF  THE  BEST 
WORKING  ROOMS 
FOR  BUSINESSMEN. 


"there  was  also  a  lot  of  complementar- 
ity. Dresser  wanted  engineering,  pro- 
duction and  design  capability,  which 
we  could  offer.  We  needed  highly 
skilled  labor  and  a  good  suppher  net- 
work, which  Dresser  had." 

Matsushita  Electric  Corporation  of 
America  has  a  turnover  of  $4.6  biUion, 
nine  thousand  employees  and  nine 
major  manufacturing  locations.  New 
production  facihties  include  a  color 
picture  tube  plant  in  Ohio  and  alkaline 
battery  plant  in  Georgia. 

Fujitsu  is  another  Japanese  com- 
pany with  extensive  operations  in  the 
U.S.,  much  geared  to  providing  service 
and  products  tailored  exactly  to  cus- 
tomer specifications — including  a 


icn  \i  comes  to  room  service, 
the  Prince  never  sleeps. 

At  Prince  Hotels,  our  24-hour  room  service  awaits  you  with 
extraordinary  cuisine  and  courtesy,  no  matter  what  hour  you  arnve. 
And  this  is  merely  one  of  the  great  pleasures  you  will  discover  in  the  spirit  of  the  Prince, 
at  more  than  fifty  outstanding  hotels  throughout  lapan  and  around  the  world. 

®PRJ^CE  HOTELS 

USA  800-542-8686/CANADA  800-268-7677/NEW  YORK  212-889-5928/LOS  ANGELES  213-689-4800/ 
TORONTO  41 6-449.7882/VANCOUVER  604-733-3177 


24-hour  hothne.  Fujitsu  has  also 
created  a  U.S.-based  product  develop- 
ment facility. 

In  the  contentious  area  of  semicon- 
ductors, its  effort  to  develop  its  new 
Oregon  factory  demonstrates  Fujitsu's 
ambition  to  be  fuUy  integrated  into  the 
U.S.  semiconductor  industry.  "Texas 
Instruments  is  part  of  the  Japanese 
industry,"  explains  President  Yamamoto, 
"so  we  want  to  be  part  of  the  U.S.  If  we 
succeed,  ultimately  there  may  come  a 
time  when  there  are  no  boundaries  in 
this  industry." 

Seiji  Suzuki,  president  of  Mitsubishi 
Kasei,  Japan's  major  chemicals  com- 
pany, might  extend  that  ambition  to  all 
aspects  of  technology.  Mitsubishi  Kasei 
is  in  the  process  of  diversifying  and 
recognizes  that  internationalization  is  a 
key  to  the  process.  It  already  has  ten 
ventures  underway  in  the  U.S.  in  vari- 
ous fields,  including  a  floppy  disk  fac- 
tory in  Virginia.  "Whenever  we  find  a 
feasible  investment,"  Suzuki  says,  "we 
invest  more.  " 

Japanese  investment  in  the  U.S. 
includes  service  companies  as  well. 
Meiji  Life  Insurance  is  Japan's  oldest 
insurance  company.  At  home  it  is 
developing  what  it  calls  finansurance,  a 
comprehensive  range  of  financial  ser- 
vices for  individuals  and  business.  In 
the  U.S.,  apart  from  close  relations  with 
companies  Uke  Avon  and  Caterpillar,  it 
has  set  up  subsidiaries  in  18  states. 
"We  are  looking  for  partners  with  know- 
how  and  a  network  in  both  the  U.S.  as 
weU  as  Europe,"  observes  President 
Terumichi  Tsuchida. 

Looking  To  1992 

HistoricaUy,  Japan's  direct  investment 
in  Europe  has  not  been  great.  But  last 
year  it  jumped  90%  as  Japanese 
companies  began  to  get  ready  for  the 
unification  of  the  European  market  in 
1992.  "We  have  to  be  on  the  inside  in 
Euro])e,"  explains  Hitachi's  Mita,  "and 
to  that  end  we  have  to  invest." 

Britain  is  the  most  popular  destina- 
tion, as  Mita  notes,  because  of  lan- 
guage and  the  government's  positive 
attitude  toward  Japanese  investment. 
Last  vear  it  accounted  for  a  third  of  all 
new  Japanese  investment  in  Europe. 
Nissan  and  Toyota  are  putting  plants 
there.  Toshiba  makes  VCRs.  Brother 
Industries  is  already  there,  as  is 
Komatsu.  Matsushita  produces  VCRs, 
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An  Easy  Lesson  in  How  to 
Get  Your  Message  Over  to 
High-Level  Japanese: 
Advertise  in  NIKKEI  BUSINESS 


The  effectiveness  and 
for  money  of  Nikkei  Business 
are  internationally 
recognized 

Advertisements  by  foreign 
companies  account  for  no  less 
tfian  one  tliird  of  tfiose 
appearing  in  Nikkei  Business 


Tfie  bi-weekly  Japanese-language 
Nikkei  Business  reaches  the  nation's 
Decision-Makers,  at  both  the 
senior  and  middle  management  levels. 


Nikkei  Business  is  focused  on  target, 
through  distribution  by  limited 
subscription  to  240.000  selected 
readers. 


Whether  you're  promoting  your 
products,  your  services,  your 
corporate  image  or  your  investor 
relations  profile,  whether  you're 
seeking  sales,  regional  investment  or 
high-level  personnel,  if  it  concerns 
Japan.  Nikkei  Business  gets  your  message  right  where  you  want  it. 


Nikkei  Business  offers  a  reader's 
inquiry  card  service  to 
advertisers,  familiar  to 
BusinessWeek  readers  but 
rare  in  Japan. 


For  further  information,  please  contact:  Nikkei  Business  Publications,  Inc. 

Head  Office:  Naoki  Mori,  International  Advertising  Sales  Manager, 

1-14-6,  Uchikanda.  Chiyoda-ku,  Tokyo  101,  Japan    Tel:(03)  233-8311    Fax(03)  292-9258 

U.S.  Sales  Office:  Tateki  "Tom"  Yamamoto,  Director,  1221  Avenue  of  the  Americas, 

New  York,  N.Y.  10020,  U.S.A.    Tel:(2 12  )  512-4455    Fax:(2l2)  512-438! 


Japan's  Leading  Business  Magazine 


49 


Special  Advertising  Section 


microwave  ovens,  printers,  electronic 
typewriters  and  color  televisions. 

Japanese  investment  is  making  a 
contribution  elsewhere  in  Europe  too. 
Mazda  will  open  a  new  research  center 
in  Germany,  as  a  key  step  in  determin- 
ing exactly  what  kind  of  luxury  car  it 
should  produce  for  the  European  mar- 
ket. Canon  makes  electronic  typewriters 
in  France.  Fujitsu  has  an  important 
R&D  operalinn  in  Spain.  Matsushita 


makes  VCRs,  copiers  and  electric 
motors  in  Germany;  hi-fi  tuners  and 
VCRs  in  France;  and  VCRs  in  Spain. 

Technology  Transfer 

In  terms  of  manufacturing,  perhaps  the 
most  important  share  of  Japan  s  direct 
invest  flow  now  goes  to  Asia.  It  is  esti- 
mated that  between  1984  and  1993 
total  new  investment  will  add  -$70  bil- 


HITACHi  HAS  OPERATIONS 
IN  THAILAND,  MALAYSIA 
AND  SINGAPORE. 


Only  one  hotel  in  Tokyo  has  a 
400'year'old  decompression  chamber. 

-)Wvn  is  one  inrredihlv  tflsr-naced  City,    nations  have  walked  its  peaceful 


Tokyo  is  one  incredibly  tast-paced  city. 
But  you  can  still  get  away  from  it  all.  Just 
stay  at  The  Hotel  New  Otani.  And 
escape  the  pressures  of  the  fast  lane  in 
our  10-acre,  400-year-old  Japanese 
garden.  Over  the  years,  leaders  of 
industry  and  government  from  many 


nations  have  walked  its  peaceful 
pathways.  The  New  Otani.  There  really 
is  no  place  like  it. 

I-OR  RESERVATIONS  AND  INEORMATION 
U.S.  &  Canada  Toll  Free  (800)  421-879?  (..urside  (_  A.  HI.  AK|, 
(800|  252-01')7  (in  (  A  onlv).  New  York  (212)  308-7491. 
Lot.  Angeles  (2H)  629-1 114,  Honolulu  (808)  925-1S55. 
London  (Oil  7  )l-42  il  ~  5.  Tokyo  (03)  221-2016.  ^ 
Osaka  (06)  9417021.  Hong  Kong  5-292723. 
Singapore  338-3333 
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HOTEL  NEW  OTANI 

There's  no  place  like  it 
BblJING  (Open  Summer  '89) 
LOS      ANGELES  HONOLULU 


Lion  to  Asia's  industrial  base. 

Hitachi  has  operations  in  Thailand, 
Malaysia  and  .Singapore.  Matsushita 
makes  air  conditioner  compressors  and 
motors  in  Malaysia  and  color  TV  chas- 
sis in  .Singapore.  Fujitsu  produces 
semiconductor  devices  in  Singapore 
and  electronic  components  and  key- 
boards in  Malaysia. 

"It  is  not  easy  to  maintain  product 
quality,"  notes  Fujitsu's  Yamamoto,  "but 
with  training  there  and  in  Japan,  and 
inspection,  the  quality  is  just  about  the 
same  as  Japan." 

NEC  has  had  comparable  experi- 
ence. In  Malaysia  the  introduction  of 
highly  trained  problem-solving  teams 
brought  a  ten-fold  increase  in  semicon- 
ductor production. 

Again  this  investment  is  in  response 
to  the  high  value  of  the  yen  and  fears 
that  imports  from  low-cost  producers 
will  capture  Japanese  markets.  Already 
imports  from  Korea,  Taiwan,  Hong 
Kong  and  Singapore  are  up  significantly. 
Sales  of  imported  VCRs,  for  example, 
totaUed  250,000  units  in  1988  com- 
pared to  14,000  in  1987,  while  bicycle 
imports  rose  from  40,000  machines  in 
1986  to  850,000  last  year. 


SINGAPORE 


Most  people  know  Sumitomo  Metals  as   equipment  operations.  And  we've  also 
one  of  the  world's  leading  steelmakers,   moved  into  the  medical  and  biotech- 
But  what  isn't  often  widely  known  is       nology  business  by  establishing 
that  Sumitomo  Metals  also  has  a  repu-    SMI-Bristol  Co.,  Ltd.,  a  competitor  in 
tation  for  nursing  new  companies  into    the  rapidly  growing  field  of  clinical 
existence -many  as  joint  ventures -in     testing  in  Japan. 

a  wide  range  of  fields  that  "llfl^^Vl  y%ck^r^  But  don't  misunderstand, 
include  health  care,  infor-    Wif  OtJ  CI  Dd V Sumitomo  Metals  hasn't 

mation,  com-  j>YFfc^>r^fi>H  CI  «f  ^^lwri!:ik'4>l-    fo^'saken  the 

munications  «  9t/V^v^AMUCMimi^m  steel  business. 

and  electronics.  pfOVlClC  SL  ifertllC  search  for 


Sumitomo  Metal 


steelmaking  excel- 


^;      "  environment  for  creating 

Corporation,  our  joint  W^^AAl  hll^lFltf^^^tf^^'^  ^^^y 

venture  with  IBM         *l^wW  UU9JlllC/93i:>9«  technologies  propel- 


Japan,  Ltd.,  for  example,  will 
develop  and  service  strategic 
information  systems  for  a  wide 
variety  of  industries.  Another 
recently  concluded  agreement 
with  Lam  Research  Corporation, 
U.S.A.,  will  greatly  expand 
Sumitomo's  semiconductor 
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ing  our  new  ventures  are  deeply 
rooted  in  steelmaking.  So  from 
now  on,  if  you  see  our  name  on 
a  product  or  service  seemingly 
^  unrelated  to  steel,  you'll  know 
it's  just  Sumitomo  Metals 
nursing  a  new  company  into 
existence. 

^  SUMITOMO  METALS 
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SUMITOMO  METAL  iiMOusTPiiES,  LTD.    Tokyo  &  Osaka,  Japan 
TOKYO  HEAD  OFFICE:  1-3,  Ohtemachi  1-chome,  Chiyoda-ku,  Tokyo,  Japan  Phone:  Tokyo  (03)  282-6111  Telex:  J22865  Fax:  (03)  282-6224 


Special  Advertising  Section 


MITSUBISHI  KASEI  HAS 
EXPANDED  INTO  NEW 
MATERIALS  AND 
PHARMACEUTICALS. 


Significantly,  the  goal  of  Ja|)ane.se 
investment  in  Asia  now  is  not  just  low- 
cost  labor,  as  it  was  in  llie  '60s  and 
'7()s,  but  rather  control  of  the  produc- 
tion process.  It  comes  with  a  high  level 
of  technology  transfer,  and  Japanese 
investors  encourage  their  suppliers 
<'ither  to  follow  or  to  help  local  compa- 
nies take  their  f)lace.  This  creates  the 
basis  ff)r  industrial  integration  hereto- 
fore lacking  in  llie  ex|)orl  sector  of 
many  Asian  economies. 

EmphasiH  On  Cooperation 

Apart  from  direct  investment,  there  is  an 
increasing  level  of  cooperation  between 
Japanese  and  fon-ign  com[)anies.  The 
Komatsn-Dresser  link  is  a  good  example. 

Komatsii  is  considering  a  comfiar- 
able  venture  in  Kiirope.  "We  must 
always  examine  carefully  what  we  should 
do,"  Komatsu's  Tanaka  says.  "We  must 
look  at  the  capacity  of  the  construction 
e(|ui[)menl  manufacturing  industry  in 
F^urope."  An  increase  in  capacity  might 
exacerbate  conflict  with  local  companies. 

In  Asia  KomaLsu  seeks  to  establish 
Links  with  local  companies.  "We  are 
trying  to  promote  th<'  procurement  of 
parts  and  components  and  so  expand 
our  ties,"  Tanaka  continues.  In  Korea 
Komalsu  has  transferred  its  cast  steel 
technology  to  the  Samsung  group  and 


now  buys  .SOO  tons  a  month  in  return. 

Mazda,  ol  course,  has  been  closely 
linked  to  one  of  its  major  shareholders, 
Ford,  for  many  years.  "Whenever  we 
think  about  the  U.S.,"  notes  Mazda's 
Nagaoka,  "we  havj-  to  keej)  Ford  in  mind. 
We  try  to  maintain  our  inde()endence, 
but  also  remain  reliable  partners." 

"In  the  past  we  exported  OEM  cars 
and  parts  to  Ford,"  Nagaoka  continues, 
"now  it  is  the  other  way."  Fortl  glass  is 
now  being  shipped  to  Japan,  and  recently 
Mazda  joined  Ford  and  Matsushita  in  a 
joint  venture  to  develop  a  new  genera- 
tion of  automobile  air  conditioners. 

Another  important  collaboration  is 
Iloneywcll-Hull,  which  links  NF(]  with 
Honeywell  of  the  U.S.  and  Bull  of 
France.  "We  have  had  good  relations 
with  Honeywell  lor  more  than  twfmty- 
five  years,"  notes  NFC's  Dr.  .Sekimoto. 
"F.ven  before  the  joint  v<!nlure  we  would 
suf)ply  both  com[)anies  various  super- 
large  c()m|)uters  on  an  OEM  basis." 

Hitachi  has  entered  into  a  joint  ven- 
ture with  EDS.  "EDS,"  Mila  says,  "is 
the  world's  largest  software  house.  We 
are  a  hardware  manufacturer.  We  can 
coof)erate  with  EDS  around  the  world." 

Toshiba  has  extensive  foreign  links. 
It  has  a  joint  R&I)  [)rojecl  with  dE  and 
Tokyo  Electric  Power  in  nuclear  energy, 
a  joint  venture  with  United  Technologies 
in  fuel  cells,  atul  is  working  with 
(iinnmins  P'.rigine  on  line  ceramic 
materials  lor  truck  cfigines.  Hecently,  it 
seconded  a  to[)  1Mb  DRAM  researcher 
to  head  Ilewlelt-Packard's  VLSI  design 
lab.  It  is  also  collaborating  with  the 
University  of  Arizona  on  a  total  digital 
imagery  system  for  clinical  analysis  in 
medicine. 

Retailing  is  an  area  of  increasing 
importance.  Barney's  has  joined  forces 
with  Isetan,  a  major  Japanese  depart- 
ment store.  Dickson  Poon,  Hong  Kong's 
top  luxury  prf)ducts  marketer,  has  cut  a 
deal  with  Marubeni  to  open  upwards  of 
150  bouti(pies  in  Japan  for  Poon's  new 
.S.T.  Dupont  luxury  product  line. 

Ricoh  aims  at  further  diversifying 
into  a  compn'hensive  supplier  of  infor- 
mation processing  e(juipment  for  office 
automation.  "We  don't  have  all  the 
technology,"  says  President  Hamada. 
"Therefore,  we  decided  to  work  with 
com|)anies  that  have  strength  in  key 
areas."  It  markets  AT&T  computers,  has 
a  joint  venture  company  with  AT&T 
producing  key  telephones,  and  the  two 
partners  recently  launched  Ricoh's 
Starlan,  local  area  network. 


A  member  of  MITSUBISHI  COMPANIES 


This  should  give  you  a 
good  Idea  of  what 
we've  been  up  to  lately. 


Petrochemical  materials 
are  used  in  everything 
from  CDs  and  bottles 
to  textiles. 


In  plant  genetics, 
we  develop  disease 
and  insect-resistar)t 
vegetables,  flowers  and  cereals 


The  tight  against 
^  *  arteriosclerosis 
and  geriatric 
diseases  is  being  waged  in  our 
pharmaceutical  department. 


We  're  the  brains 
behind  some  of 
I  fAie  best  brains  in 
the  world.  We  manufacture 
micro  floppy,  hard  and  optical  disks 


Our  coke  IS 
among  the  most 
advanced  in  the  world. 


Based  on  coal  tar 
pitch,  our  carbon 
fiber  "Dialead" 
IS  the  result  of  technological 
excellence  m  pitch  chemistry. 


WEUjOME 
CHESAPEAKE 


Near//  500 
f  I        Americans  will 

manufacture  micro  floppy  disks  and  organic 
photoconductors  at  our  plants  in  Virginia. 


The  Mitsubishi-Kasei  Institute  of 
Life  Sciences  is  engaged  in 
biotechnology  research  on  an 
academic  level. 


The  best  ideas  are  the  ones  which 
help  people.  .\nd  Mitsubishi  Kasei  is 
an  idea  company.  A  big  idea  company. 

This  is  the  premise  behind  our 
advances  in  biotechnology  and 
pharmaceuticals.  Information  and 
electronics.  New  materials.  .\nd  of 
course,  our  forte  —  carbon  chemicals 
and  petrochemicals. 

In  what  proved  to  be  a  momentous 
1  breakthrough  in  crop  genetics,  we 
'  recently  developed  the  world's  first 
transgenic  rice  plant.  No  small  feat, 
considering  half  the  planet's  main 


food  source  is  rice. 

Our  four  new  medicines  fight 
.Alzheimer's  disease.  Cerebral 
problems.  .And  allergies.  Two  more 
medicines  will  be  introduced  soon. 

Prepreg  is  yet  another  notable 
example  of  people  at  work  for  people. 
This  carbon  fiber  has  many  potential 
applications.  The  most  impressive 
being  in  the  aerospace  industn.". 

This  is  just  the  tip  of  the  iceberg. 
But  by  now.  you  get  the  idea  of  what 
Mitsubishi  Kasei  has  been  up  to. 

We've  been  up  to  ever\ihing. 


MITSUBISHI 
KASEI 
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When  Nikkei  Talks, 
Japan  Listens. 

At  times,  Japan's  economic  triumphs  seem  even 
more  remarkable  at  home  than  they  do  overseas. 
How  it  ail  comes  together  with  such  uncanny  synchro- 
nicity  can  often  suggest  something  truly  miraculous. 

Take  a  closer  look  though,  and  you  discover  some 
very  basic  reasons  for  this  well-managed  success, 
the  most  obvious  being  the  consistently  high  level 
of  business  information. 

Which  brings  us  to  Nikkei. 

Nikkei  is  many  things  to  many  people:  It's  The 
Nihon  Keizai  Shimhun,  the  world's  largest  selling 
business  daily,  and  specialized  papers  in  each  of 
the  areas  of  marketing,  finance  and  industry.  It's 
advertising  with  more  impact  per  yen  than  any  source 
around.  Plus  television,  databases  and  much  more. 

MKKE/ 

Nihon  Keizai  Shimbun.  Inc.  1-9-5  Otemachi,  Chiyoda-icu,  Tokyo  100-66.  Japan  Tel  (03)  270-0251  Telex  J22308  NIKKEI 
NIhon  Keizai  Shimbun  America,  Inc.  Hew  York  Office  Suite  1802. 1221  Avenue  o(  the  Americas,  New  York.  NY  10020  USA  Tel  12121 512-360O 
Los  Angeles  Office  725  South  Figueroa  Street.  Suite  1515,  Los  Angeles.  OA  90017  U  S  A  Tel:  (213)  955-7470 
Nihon  Keizai  Shimbun  Europe  Ltd,  London  Office  Bush  House.  Aldwych.  London  WC2,  U.K.  Tel  (01 )  379-4994 
Frankfurt  Office  Kettenhofweg  22. 6000  Frankfurt /M  1 ,  West  Germany  Tel:  069-720214 


That's  why  we  say  when  Nikkei  talks,  .)a[wn  listens. 

Oh  yes,  Nikkei  speaks  English,  too.  With  media  like 
The  Japan  Economic  Journal,  and  Nikkei  Telecon  f"  II— 
Japan  Financial  News  &  Data,  the  most  complete 
English  database  on  Japanese  business  available. 

So  if  you're  interested  in  doing  busi-  r,^^ 
ness  in— or  with— Japan,  we  suggest  f^Pmm 
one  very  good  place  to  start.  The 
source  most  business  people  in  ^^11""- •■■  ,j„ 
Japan  count  on  for  ideas,  oppor-  ^ 
tunities  and  inspiration.  The 
source  that  listens  as  well 
as  it  talks. 

Nikkei 


Special  Advertising  Section 


THE  OKURA  OFFERS  THE 
LATEST  BUSINESS  FACILITIES. 


More  Stress  On  Diversification 

Ricoh's  expansion  into  a  comprehensive 
office  automation  suppUer  is  typical  of 
the  transformation  going  on  in  Japanese 
industry.  Often  companies  seem  almost 
driven  psychologically  to  remake  them- 
selves, lest  they  lose  out  on  tomorrow's 
technology.  At  the  same  time,  others 
show  remarkable  patience  in  nurturing 
that  technology. 

Kikkoman  makes  one  of  the  oldest 
'bio-technology'  products,  soy  sauce.  It 
is  steadUy  broadening  its  biotechnology 
base.  "This  is  the  age  of  electronics," 
says  Kikkoman's  Mogi.  "The  21st  cen- 
tury will  be  the  age  of  biotechnology." 

Mitsubishi  Kasei  takes  a  similar 
approach.  It  has  expanded  from  its 
original  base  in  coal,  coke  and  chemi- 
cals, to  include  the  life  sciences, 
biotechnology,  nev/  materials  and  phar- 
maceuticals. Its  pharmaceutical  research 
effort,  now  some  fifteen  years  old,  has 
already  yielded  six  new  products. 

"Chemical  technology  must  expand 
its  activities  toward  other  industries, 
such  as  electronics,"  says  President 
Suzuki.  "Our  future  wUl  be  directed 
toward  those  industries  which  will  lead 
to  new  downstream  uses." 

The  Changing  Market 

Underlying  changes  in  global  organiza- 
tion and  corporate  purpose  is  the 
continuing  evolution  of  the  Japanese 


market.  Two  areas  are  increasingly 
important:  information  as  well  as  travel 
and  leisure. 

Nikkei  Business  Pubhcations, 
Japan's  leading  business  magazine 
pubUshing  house,  continues  to  expand 
its  offerings.  By  October  it  wiU  have 
23  publications.  It  projects  a  million 
subscribers  and  30,000  ad  pages. 

In  travel  and  leisure  the  Hotel 
Okura  reports  the  proportion  of  Japa- 
nese to  foreign  guests  is  now  about 
equal,  indicating  a  maturing  of  the 
market.  The  Okura  recently  completed 
a  $50  miUion  renovation  of  rooms  and 
facihties,  introducing  state  of  the  art 
audio-visual  equipment  and  giving 
guest  rooms  the  capability  to  accommo- 
date whatever  advanced  communica- 
tions or  computer  equipment  guests 
need. 

The  New  Otani  is  one  of  Tokyo's 
top  hotels  that  is  adjusting  to  a  chang- 
ing marketplace.  President  Yoneichi 
Otani  remarks,  "Customer  needs  and 
preferences  are  changing  rapidly. 
Therefore,  the  hotel  is  launching  a 
phased  renovation  over  the  next  five 
years  which  wUl  include  enlarging 
manv  guest  rooms." 


Another  key  part  of  the  New  Otani's 
program  is  the  Garden  Court  intelligent 
office  buOding,  adjacent  to  the  hotel  in 
the  New  Otani's  extensive  gardens.  "Tokyo 
has  become  a  24-hour  city,"  Otani 
explains.  "Designed  with  tomorrow's 
needs  in  mind,  this  building  will 
provide  what  business  needs. "  Since  it 
is  part  of  the  hotel  complex,  it  wUl  be 
an  ideal  location  for  those  companies 
with  many  foreign  executives  visiting. 

The  text  of  this  special  advertising  section 
was  written  by  Christopher  S.  Gray,  Ph.D. 
Dr.  Gray  is  an  expert  on  business  in 
Asia  and  a  frequent  visitor  to  Japan. 


THE  NEW  OTANI  IS  LAUNCHING 
A  PHASED  RENOVATION. 
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NATION'S  BUSINESS  TODAY  ON  ESPN: 
WITH  THE  LATE-BREAKING  STORIES  THAT 
MORNING  PAPERS  JUST  CAN'T  COVER, 
WE  GIVE  YOU  A  COMPETITIVE  EDGE. 

The  business  world  is  still  up  after  most  newspapers  have 
been  put  to  bed.  So  a  lot  of  what  happens  overnight  catches 
them  napping.  And  if  you're  not  careful,  it  might  catch 
you  too. 

Which  IS  why  you  should  wake  up  with  "Nation's 
Business  Today"  on  ESPN. 

Starting  every  weekday  at  6:30  AM  (ET),  "Nation's 
Business  Today"  brings  you  two  hours  of  up-to-the-minute 
business  news.  Broadcast  live  from  the  nation's  capital. 

We  cover  all  the  latest  financial  and  economic  develop- 
ments across  America  and  around  the  world.  In  a  consis- 
tent feature  format  that 
makes  it  easy  to  find  the 
information  most  critical 
to  your  own  business. 

We  also  provide 
interviews  with  today's 
business  leaders.  Special 
reports  on  small  business, 
technology  international 
trade,  investment  oppor- 
tunities and  the  movers 


Daily  News 

Schedule 

1st 

2nd 

3rd 

4th 

(All  Times  Eastern) 

'fchr 

'fchr 

'fchr 

'fchr 

Top  Business  News 

6;30 

7:00 

7:30 

8:00 

Financial  News 

6:35 

7:05 

7  35 

805 

Small  Business  News 

6  40 

7:10 

7  40 

8  10 

Special  Business 

Features 

6:50 

7:50 

CEO  Close-Ups 

7  15 

8  15 

Internat'l  Business  Line 

7:25 

and  shakers  on 
Capitol  Hill.  And 
even  weather  fore- 
casts for  business 
travelers. 

With  their  own 
unique  blend  of 
insight  and  analy- 
sis, our  anchors 
will  give  you  an 
insider's  perspec- 
tive on  where  the  business  world  is  heading.  Carl  Grant  is 
an  award-winning  anchorman  and  investigative  reporter  as 
well  as  a  nationally  renowned  business  and  government 
expert.  Meryl  Comer  is  an  Emmy  Award-winning  producer 
and  journalist.  Together,  they  bring  more  than  40  years  of 
solid  business  news  expertise  to  ESPN.  But  it  should  come 
as  no  surprise  that  a  network  so  acclaimed  for  covering 
tough  competitors  at  play  would  be  equally  good  at  cover- 
ing them  at  work. 

"Nation's  Business  Today"  on  ESPN.  Just  listen  to 
what  our  experts 
have  to  say  about 
the  day's  business. 
And  hear  the  kinds 
of  things  that  the 
morning  papers 
find  unprintable. 


1 1988  ESPN,  Inc 


EA  CHANGE?  SOME  FISHERMEN  SAY  DRILLING  RIGS  COULD  HELP  THEIR  CATCHES 


BIG  OIL  HAS  CAROLINA 
DK  ITS  MIND 


Iohn  Buscemi  left  Morgan  City,  La., 
last  year  because  he  couldn't  stand 
the  sight  of  the  oil  refineries,  stor- 
ge  tanks,  and  port  facilities  that  lined 
tie  region's  once-pristine  beaches  and 
ayous.  Grieved  by  what  Big  Oil  had 
wrought  on  the  Gulf  Coast,  Buscemi 
acked  up  his  family  and  moved  here  to 
ie  Outer  Banks  of  North  Carolina. 
This  175-mile  ribbon  of  sandy  barrier 
;lands  has  long  been  a  haven  for  beach- 
ombers,  naturalists,  and  other  refugees 
rom  commercial  blight.  In  recent  years, 
)urists  and  real  estate  developers  have 
iscovered  the  area.  During  peak  sum- 
ler  weekends,  more  than  100,000  tour- 
its  sometimes  show  up  from  as  far 
way  as  Canada  to  overwhelm  the 
3,500  permanent  residents  and  destroy 
leir  solitude.  But  while  they  are  here. 


the  visitors  drop  about  $400  million  an- 
nually into  retailers'  tills. 

Now,  however,  a  serious  year-round 
threat  looms  on  the  horizon,  giving  peo- 
ple like  John  Buscemi  nightmares.  Mobil 
Corp.,  leading  a  consortium  of  eight  oil 
companies,  has  said  it  intends  to  begin 
exploring  for  oil  and  gas  38  miles  off 
Cape  Hatteras  next  spring.  Even  though 
other  oil  companies  have  drilled  dozens 
of  wells  off  the  Atlantic  coast  with  little 
success,  Mobil  says  it  now  believes 
it  could  be  sitting  on  one  of  the  nation's 
largest  deposits  of  natural  gas,  as  much 
as  5  trillion  cubic  feet.  "This  is  potential- 
ly a  huge  discovery,  perhaps  the  largest 
hydrocarbon  find  since  Prudhoe  Bay," 
says  William  C.  Whittemore,  general 
counsel  for  the  New  Orleans  division 
of  Mobil. 

Across  the  hamlets  here,  from  Duck 
to  Nags  Head  to  Salvo,  the  prospect  of 
Texas  towers  rising  off  these  shores  has 
galvanized  the  normally  laid-back  popu- 
lace. Once-docile  town  meetings  now 
overflow  with  crowds  of  300  or  more, 
many  from  hastily  formed  protest 
groups  with  such  names  as  LegaSea. 
And  one  coastal  county.  Dare,  recently 
amended  its  land-use  ordinances  to  pro- 
hibit any  petroleum  facilities.  "We're  not 
antidevelopment,"  insists  Linda  Mizelle, 
a  dental  hygienist-turned-activist.  "But 
this  is  beyond  development — this  is 
large-scale  industrialization.  Does  every 
frontier  area  left  have  to  be  opened  up?" 

Some  local  opponents  insist  that  the 
waters  are  too  deep  and  treacherous  to 
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Funds  for  higher  educa- 
tion in  Florida  have  more 
than  doubled  since  1980, 
resulting  in  a  top  10  ranking 
among  the  nation's  state 
university  systems,* 

Florida's  nine  universities 
now  support  six  engineering 
colleges,  two  \cm  schools, 
nine  programs  leading  to 
master's  degrees  in  business 
and  management,  and 
four  more  leading  to  doc- 
torates in  computer  and 
information  sciences. 

But  well-educated  em- 
ployees are  just  one  of  the 
reasons  businesses  are 
attracted  to  Florida.  For  the 
complete  story  contact  the 
Florida  Department  of 
Commerce,  Division  of 
Economic  Development, 
501  Collins  Building,  Suite  BW, 
Tallahassee,  Florida  32399- 
2000;  (904]  488-5507. 

*Based  on  a  notional  survey 
among  university  presidents. 

ftople  like  to  work  where  they  like  to  live 
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enjoy  the 

T: 

emits  or  our 
research. 


The  year  2010  may  seem  far  off.  But  there  is  one  prophecy  we 
can  make  right  now:  energy  economy,  transportation,  and  envi- 
ronmental protection  issues  will  be  no  less  important  than  they 
are  today. 

As  a  world  leader  in  electrical  engineering,  we  focus  our 
research  and  development  efforts  on  these  areas.  The  results 
have  far-reaching  effects. 

Take  our  ingenious  burners  and  combustion  chambers  for 
fossil  fuels,  for  example.  They  offer  extremely  low 
emission  values  of  pollutants,  and  provide  customers 
with  the  most  modern  power-generation  equipment  for  new  plants, 
or  the  upgrading  of  existing  ones. 

Or  take  ceramic  fuel  cells,  which  convert  the  latent  energy 
potential  of  fuels  directly  into  electrical  power.  Their  use  in  power 
generation  will  lead  to  spectacular  increases  in  efficiency  and  mini- 
mize CO2  emissions. 

Novel  semiconductor  devices  and  power  electronic  systems 
will  play  an  important  part  in  future,  safe,  high-speed,  rail  trans- 
portation systems,  both  in  and  between  major  cities.  And  emission- 
free  electric  vehicles  will  become  a  practical  alternative  to  today  s 
cars  with  internal  combustion  engines. 

The  $1.5  billion  we  invest  annually  in  research  and  develop- 
ment of  this  kind  is  not  only  of  benefit  to  our  customers  in  terms 
of  immediate  results.  It  also  ensures  that  they  will  have  a  business 
partner  at  the  leading  edge  of  electrical  engineering  and  environ- 
mental technologies  20  years  from  now. 

Which  is  when  our  children  will  take  over. 


ASEA  BROWN  BOVERI 

sec 


into 


No  company  owns  any  market  anymore.  Today, 
competitors  can  enter  markets  with  relative  ease.  So  it's  not 
enough  to  develop  new  products  quickly.  Efficiency  is  demanded 
throughout  the  market-entry  process.  Now,  more  than  ever  a 
company's  best  leverage  is  its  own  sales  force.  Is  yours  up 
to  the  cliallenge? 

You  may  not  realize  that  sales  training  can  play 
a  vital  role  in  maximizing  the  productivity  of  your  salespeople. 
But  it  does. 

We're  not  talking  about  training  as  a  short-term 
proposition  or  quick  fix.  We're  talking  about  training  as  a  powerful 
process  that  can  cut  market-entry  costs -and  produce  enduring 
results  for  your  f)rganization. 

The  value  in  this  kind  of  training  is  that  it  enhances 
the  effect  of  all  the  other  marketing  tools  you  use  to  achieve 
steady,  balanced  growth.  It  makes  training  an  essential  part  of  your 
business,  not  something  to  cut  when  budgets  get  tight. 

So,  stop  wasting  effort.  Ask  your  training  manager 
how  to  use  training  more  strategically.  Or  call  us.  And  shift  the 
balance  to  your  advantage. 


1-800-842  0789  ext.  26 


Learning 

INTERNATIONAL 
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be  safely  explored.  The  spot  the  compa- 
nies want  to  search  is  known  as  the 
Point.  It  is  where  the  Continental  Shelf 
and  the  Gulf  Stream  meet.  "It's  not  a 
routine  well,"  concedes  Mobil's  Whitte- 
more,  "but  the  technology  is  proven." 
STREAMSiDE.  Many  islanders  contend 
that  the  drilling  could  ruin  the  region's 
fishing  economy.  Mobil  is  planning  to 
drill  within  the  fast-moving  Gulf  Stream, 
where  croaker,  sea  trout,  and  100  other 
species  spawn.  Environmentalists  worry 
that  a  single  spill  at  the  drilling  site  or  a 
tanker  accident  such  as  the  Exxon  Val- 
dez  or  those  that  recently  occurred  near 
Philadelphia,  in  Rhode  Island,  and  in 
Texas  could  affect  fisheries  all  the  way 
to  Newfoundland.  "The  Gulf  Stream  is 
one  of  the  most  critical  fishing  areas  in 
the  country,"  says  Manteo  Town  Com- 
missioner Luther  H.  Daniels,  a  retired 
naval  engineer.  "Who  knows  what  hap- 
pens if  you  upset  the  balance?" 

Ironically,  Mobil's  strongest  support  is 
over  in  Wanchese,  where  the  fishermen 


Drilling  here  would  be 
tricky.  More  than  600  ships 

have  been  lost  in  'the 
Graveyard  of  the  Atlantic' 


anchor  their  trawlers.  One  of  their  big- 
gest headaches  is  that  the  sandy  islands 
keep  shifting  around  and  obstructing 
passage  through  the  Oregon  Inlet  to  the 
open  ocean.  Since  it  is  the  only  passage 
from  the  protected  sound  to  the  Atlantic 
for  50  miles,  they  hope  that  the  oil  com- 
panies  might  erect  jetties  to  keep  it  open 
for  their  own  vessels.  The  fishermen 
also  believe  the  platforms  would  actually 
attract  fish.  "When  they  go  putting 
towers  and  barges  up,  that's  the  best 
fishing  around,"  says  59-year-old  Gilbert 
"Moon"  Tillet,  a  craggy  veteran  of  45 
fishing  seasons.  He  scoffs  at  the  oppo- 
nents of  the  drilling,  many  of  whom 
have  become  recent  converts  to  energy 
alternatives.  "Give  these  people  a  horse 
and  see  how  long  it'd  take  them  to  get 
to  Norfolk,"  says  Tillet  as  he  spoons  out 
fish  chunks  to  a  swarm  of  stray  cats. 
"I  don't  see  how  these  oilmen  could  be 
half  as  bad  as  these  tourists  running 
around  here." 

LOST  COLONY.  For  me,  a  North  Carolina 
native,  the  Outer  Banks  have  always 
been  a  special  place  because  of  both 
their  physical  wildness  and  their  roman- 
tic history.  In  the  1580s,  more  than  20 
years  before  Jamestown,  Sir  Walter  Ra- 
leigh tried  twice  to  start  permanent  set 
tlements  here,  but  the  first  group  gave 
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Who  S^TheiB  Are 
No  EasyAnswers. 


Whoever  said  it,  obviously  has 
never  used  NEXISf  the  world's 
largest  on-line, 
full -text  informa- 
tion service. 

NEXIS  makes 
finding  in-depth 
answers  easy.  Like 
gathering  intelli- 
gence on  a  competitor's  technology. 
Tracking  the  introduction  of  a  new 
product  or  service.  Finding  profiles 


of  customers  or  executives.  Or  just 
the  latest  developments  that  affect 
vour  company  or 
product. 

Whether  draw- 
ing fi'om  The  New 
York  Times  or 
the  less  familiar 
Xinhua  (New 
China)  News  Agency,  NEXIS  taps 
over  600  sources  to  give  you  the 
raw  information  you  need  to  arrive 


at  an  intelligent  conclusion.  In  just 
about  the  time  it  takes  to  thumb 
througl"!  this  magazine. 

T3  find  out  more  about  the  NEXIS 
service,  just  call  1-800-541-6886 
to  talk  to  a  NEXIS  representative 
and  arrange  for  a  demonstration. 
So  that  next  time  you're  facing  the 
tougli  questions,  you'll  know  where 
to  go  for  the  easy  answers. 

NEXIS' 


©1989  Mead  Date  Cenlrdl.lnc  All  nglils  reserwd  NEXISisaserviivufMrail  Data  Central,  Inc  and  a  Irailcmark  llial  is  ivnisli'ml  willi  Ihe  US  ftrtcril  aiiilTliiili'iiiarkl  l! 
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DRIUER 

"Rain  or  shine,  the  rig  is  running. 
We  rock  around  the  clock. 

"Once  had  a  tornado  drop  in  near 
us.  We  just  kept  putting  joints  in 
the  hole. 

"Still,  winter's  the  worst.  Night 
shift.  60  mile-an-hour  winds. 
50  below  zero.  It's  bitter.  Only  way 
to  keep  warm  is  to  keep  busy.  Keep 
your  gear  going.  When  the  pipes 
are  moving  and  the  tongs  are 
moving,  you're  moving. 

"Last  thing  you  want  is  for  some 
line  or  machine  to  foul  up.  Then 
you've  got  to  stop. 

"But  the  cold,  the  cold  never 
shuts  down." 


(hi  drill  sites  from  Prudhoe  Bay  to  the  jungles  of  Malaysia.  Gates 
products  like  PowerBand"  belts,  pipe  rams,  choke  and  kill  hose  and  blowout 
g)rcvcntcrs  perform  under  extreme  work  and  weather  conditions.  Contact 
fme  Gates  Rubber  Qmpany  in  Denver,  Colorado  orBrantford,  Ontario. 


For  over  75  years,  people  whoVe 
depended  on  their  equipment 
have  depended  on  us,  in  oil  ex- 
ploration, transportation,  man- 
ufacturing, in  virtually  every 
industry  where  men 
and  machines  are 
working  together. 

GATES 

The  world's  most  trusted  name 
in  belts  and  hose. 


If  you  don't  keep 
their  names  alive, 
wlio  will? 


An  invitation  to  place  the  name  of  a  member  of 
your  family  who  immigrated  to  America  in  the 
only  national  museum  created  to  honor  them. 

Whether  your  ancestors  first  set  foot  on  American  soil  at  Ellis 
Island,  or  entered  through  another  gateway,  here  is  a  unique 
opportunity  to  present  your  family  with  a  gift  that  will  be  mean- 
ingful for  generations  to  come.  When  you  make  a  $100  tax- 
deductible  contribution  to  restore  Ellis  Island,  the  name  you  des- 
ignate will  be  permanently  placed  on  the  American  Immigrant 
Wall  of  Honor  at  the  Ellis  Island  Immigration  Museum.  You  can 
choose  the  name  of  an  ancestor  or  just  your  own  family  name. 
And  you'll  receive  an  Official  Certificate  of  Registration. 

To  obtain  your  registration  form  for  the  American  Immigrant 
Wall  of  Honor  write  to:  Ellis  Island  Foundation,  P.O.  Box  Ellis, 
New  York,  N.Y  10163. 


Keep  the  Dream  Alive 


ELLIS  ISLAND 


The  Statue  ol  Liberty-Ellis  Island  Foundation,  Inc  is  a  charitable  corporation  to  which  contributions  are  tax-deduct- 
r    _  ible  to  the  extent  allowed  by  law  A  copy  ol  the  last  linanclal  report  filed  with  the  Department  ol  State  may  be  obtained  by 
9  I  writing  to  New>fark  State.  Department  ol  Stale.  Otliceof  Chanties  Regulation.  Albany  New  York  12231.  or  The  Statue  ol 
ir^    '/-A  Liberty-Ellis  Island  Foundation.  Inc  .  52  Vanderbill  Avenue.  New  York.  New  York  10017-3808  Photo  courtesy  ol 
vjOinCII  Calitornia  Museum  ol  Photography  University  ol  Calilornia.  Riverside 


up  and  went  home  and  the  second  be- 
came known  as  the  Lost  Colony.  Three 
hundred  years  later,  we  still  don't  know 
what  happened  to  them. 

Then  came  the  scavengers,  who  lived 
off  the  many  ships  that  sank  in  the  ar- 
ea's violent  offshore  storms,  and  the  pi- 
rates, who  didn't  wait  for  such  acts  of 
fate.  Edward  Teach — a.k.a.  Black- 
beard — hung  out  in  the  coves  around 
here  and  plundered  passing  vessels  until 
one  fateful  raid  off  Ocracoke  Island  in 
1718.  This  is  also  the  place  where  the 
Wright  brothers  braved  four  brutal  win- 
ters before  successfully  launching  their 
rudimentary  airplane  from  the  dunes 
near  Kitty  Hawk. 

WILD  HORSES.  Now  you  can  take  a  30- 
minute  tour  of  the  area  in  an  airplane 
for  $15.  From  above,  the  fragility  of  the 
Outer  Banks  is  especially  evident.  The 
view  from  a  few  hundred  feet  up  shows 
that  the  islands  are  nothing  more  than 
long  slivers  of  sand,  just  a  few  hundred 
yards  wide  in  some  spots.  The  pilot  of 
our  four-seat  Piper  Cub  dipped  just  be- 
hind the  surf  to  point  out  the  passing 
schools  of  dolphins,  sea  turtles,  and 
skates  that  still  claim  these  waters  as 
theirs.  We  could  also  see  black  shards  of 
wood  buried  along  the  beach,  remnants 
of  the  more  than  600  shipwrecks  that 
earned  the  Outer  Banks  the  title  "Grave- 
yard of  the  Atlantic."  Near  one  ship 
lies  a  newer  victim  of  the  ocean:  a  col- 
lapsed ocean-front  home,  one  of  50  de- 
stroyed last  February  by  a  "nor'easter." 

As  a  child,  I  used  to  come  here  on 
vacation  in  the  summers  with  my  family. 
Until  this  recent  trip,  I  hadn't  returned 
in  more  than  15  years.  Even  without  the 
oil  drillers,  much  has  changed.  In  Corol- 
la, there  still  are  the  wild  horses  whose 
ancestors  were  stranded  from  wrecked 
Spanish  galleons  in  the  16th  century. 
But  the  beachfront  homes  near  where 
they  graze  have  jumped  more  than 
threefold  in  price  since  1985,  says  real 
estate  agent  Betty  Brindley. 

Many  islanders  concede  they  probably 
won't  be  able  to  out-muscle  the  oil  gi- 
ants, so  their  best  hope  may  be  to  set 
the  terms  for  drilling.  North  Carolina's 
governor,  James  G.  Martin,  promises  to 
take  Mobil  to  court  if  he  believes  drilling 
would  threaten  the  coast.  Prodded  by  his 
constituents,  one  local  lawmaker  recent- 
ly introduced  a  bill  in  the  state  Senate 
that  would  hold  drillers  liable  for  all 
costs  of  cleaning  up  spills,  as  well  as  any 
damages  to  business  or  property.  But 
John  Buscemi  insists  he'll  do  whatever's 
necessary  to  stop  the  rigs.  "My  main 
concern,"  he  says,  "is  that  what  hap- 
pened in  Louisiana  never  happens  here." 

BY  DEAN  FOUST 
Atlanta  Correspondent  Fonst  now  wants  to 
return  to  the  Outer  Banks  on  vacation. 
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RUN  SMOOTHER. 

You  know  it  and  we  know  it: 

It  takes  more  than  just  lubricants  to  make  your  world 
run  smoother 

It  takes  the  right  lubricant  at  the  right  place  at  the 
right  time. 

It  takes  people  who  really  know  what  they're 
talking  about. 

And  it  takes  an  extraordinary  commitment  to  you. 

That's  exactly  what  you'll  get  from  the  Texaco 
Lubricants  Company 


...quality  products,  excellent  service  and 
commitment  to  our  customers." 

"Texaco  has  always  been  the  first  name  in  quality  lubricants  and 
fluids. 

Now  we're  out  to  make  the  Texaco  Lubricants  Company  the  first 
name  in  quality  products,  excellent  service  and  commitment  to  our 
customers. 

We  do  it  with  a  method  we've  named  TLC— for  Teamwork, 
Leadership  and  Commitment.  It's  also  the  initials  of  our  company.   ; .  f 

We  will  make  your  world  run  smoother  in  every  way  That's  a 
personal  promise  from  me  to  you. 

We  invite  you  to  try  our  Tender  Loving  Care." 


Marvin  L.  Dimond 
General  Manager 
Texaco  Lubricants  Company 


Anti-Freez 


usiness  Outloo 


LY  17,  1989 


BY  JAMES  C.  COOPER  AND  KATHLEEN  MADIGAN 


ACTORIES  THROTTLE  DOWN  FAST— 

m  THAT  COULD  BACKFIRE  ON  THE  ECONOMY 


rhe  economy  is  headed  for  a  severe  test  in  the 
second  half:  Can  it  slow  down  without  slipping  into 
a  recession?  The  question  is  coming  up  more  fre- 
ently  now  because  of  the  growing  weakness  in  the  all- 
portant  manufacturing  sector.  Last  year,  factories 
Te  hitting  on  all  cylinders.  But  now  sharply  slower 
owth  in  consumer  spending  is  causing  it  to  sputter. 

That's  because  the  consumer 
slowdown  is  concentrated  in 
goods  purchases — as  opposed  to 
^I^^P^^^flj       services — and  mainly  reflects 
^^^^^^H       the  impact  of  earlier  hikes  in 
«HH       interest  rates  on  durable  goods. 
PURCHASING       m       "^^^  slump  in  housing,  with  its 
MANAGERS'        "       broad  impact  in  related  mar- 

INDEX 

kets,  is  also  a  factor.  The  result 
has  been  weaker  factory  orders, 
rising  inventories,  and  a  slow- 
down in  industrial  output. 


MANUFACTURING 
IS  SLIPPING 


NE '88  JUNE  89 

Kim  OF  COMPANIES  REPORTING  IMPROVEMENT 
DATA:  NATIONAL  ASSOCIATION  OF 
PURCHASING  MANAGEMENT 


/lanufacturers'  new  orders  for  both  durable  and  non- 
•able  goods  fell  2.5%  in  May,  to  $234  billion.  The 
line  was  concentrated  among  durable  goods,  where 
ers  fell  4.5%,  to  $123.6  billion,  a  bit  more  than  the 
'ernment's  originally  reported  drop  of  4.2%-.  Orders  in 

nondurable  sector  dipped  0.1%-,  to  $110.4  billion, 
'actory  orders  have  gone  nowhere  since  December. 
:  more  disturbing,  the  backlog  of  unfilled  orders — 
luding  aircraft — is  now  shrinking.  The  booming  air- 
ft  industry,  which  accounts  for  some  40%  of  all  un- 
;d  orders,  has  been  propping  up  the  backlog.  Except 

planes,  unfilled  orders  have  fallen  for  three  consecu- 
I  months.  Without  a  freshet  of  demand  in  coming 
iths,  some  industries  may  face  production  cutbacks. 

SHARP       The  softness  in  manufacturing  continued 
ROP  IN        into  June,  according  to  the  National  Asso- 
(PORT        elation  of  Purchasing  Management.  The 
;  RDSRS        NAPM's  index  of  business  activity  fell  to 
I !%  in  June,  its  lowest  in  nearly  three  years  (chart), 
j  index  is  a  composite  reading  of  orders,  production, 
;  )loyment,  inventories,  delivery  times,  and  prices,  and 
heavily  weighted  toward  the  industrial  sector, 
ne  most  ominous  sign  was  further  weakness  in  new 
iTS.  In  fact,  the  NAPM's  order  index  fell  sharply,  to 
lowest  level  since  September,  1984.  Moreover,  the 
ion  given  for  the  downturn  in  orders  may  be  more 
\  risome  than  the  drop  itself.  The  purchasers  reported 
I  teep  decline  in  export  orders,  one  of  the  factory 
'  or's  key  supports, 
f  those  companies  that  sell  abroad,  only  18%  reported 


higher  orders  in  June.  That's  the  smallest  percentage 
since  the  NAPM  began  tracking  export  orders  in  January, 
1988.  With  consumer  demand  already  slowing,  continued 
health  in  the  factory  sector  increasingly  depends  on 
strong  foreign  demand.  However,  the  dollar's  first-half 
strength  may  be  taking  its  toll. 

A  key  area  to  watch  is  factory  inventories.  Manufac- 
turers have  kept  stock  levels  lean  relative  to  sales 
throughout  this  expansion.  But  if  demand  continues  to 
slow,  inventories  could  rise  faster  than  desired.  That 
could  trigger  production  cutbacks  in  the  second  half. 

Although  still  low  by  histori- 
cal standards,  the  ratio  of  inven- 
tories to  sales  in  manufacturing 
already  shows  signs  of  creeping 
up.  Reflecting  a  0.6%  rise  in  in- 
ventories in  May,  to  $365.5  bil- 
lion, compared  with  a  0.2%  de- 
cline in  shipments,  to  $233.5 
billion,  the  ratio  rose  to  1.57  in 
the  month  from  1.55  in  April. 

During  the  first  five  months 
of  1989,  factory  inventories 


FACTORY  STOCKPILES 
OUTPACE  DEMAND 


I  OF  INVENTORIES 
TO  SHIPMENTS 


MAY  88  MAY '89 

^  THREE  MONTH  MOVING  AVERAGES 
DATA:  COMMERCE  DEf^  .BW 


have  risen  3.2%,  nearly  three  times  faster  than  ship- 
ments, which  have  slowed  to  a  growth  rate  of  only  1.2%. 
The  recent  upward  trend  is  visible  in  the  ratio's  three- 
month  moving  average  (chart). 

One  important  benefit  from  the  factory  sector's  slow- 
down is  exactly  what  the  Federal  Reserve  Board  has 
been  trying  to  achieve:  easing  inflationary  pressures. 
That's  a  consequence  of  developing  slack  in  production 
capacity.  The  NAPM  said  that  for  the  first  time  in  34 
months,  more  purchasing  executives  reported  price  de- 
creases than  increases.  The  10  items  reported  in  short 
supply  was  the  smallest  number  since  October,  1987. 

BUILDERS  Manufacturing  isn't  likely  to  get  much 
AREN'T  help  from  construction  in  the  second  half. 
GAINING  Both  residential  and  business  building  are 
GROUND  pretty  much  dead  in  the  water — and  like- 
ly to  stay  that  way. 

Although  construction  spending  jumped  1.3%  in  May, 
to  $421.3  billion,  the  erratic  government  sector,  which 
normally  accounts  for  only  one-fifth  of  total  construc- 
tion, was  responsible  for  all  of  that  spurt.  Spending  in 
the  private  sector  was  unchanged  in  May,  and  the  pri- 
vate totals  for  both  April  and  May  were  well  below  the 
first-quarter  average.  That's  true  for  both  residential 
and  nonresidential  sectors. 
New  contracts  for  building  projects,  a  leading  indica- 
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tor  of  construction  spending,  aren't  signaling  much  in 
the  way  of  coming  strength.  According  to  the  F.  W. 
Dodge  Div.  of  McGraw-Hill  Information  Services  Co., 
the  value  of  new  contracts  fell  3%'  in  May,  to  $249.9 
billion  (chart). 

However,  that  drop  did  follow  a  spring  rebound  that 
has  caused  Dodge  to  upgrade  its  1989  construction  out- 
look. All  that  means,  though,  is  that  construction  this 
year  will  not  be  down  as  much  as  originally  thought.  On 
balance,  construction  is  likely  to  be  no  stronger  in  1989 
than  it  was  in  1988. 

What  strength  there  was  in  May  contracts  showed  up 
in  the  nonresidential  sector,  which  posted  an  11%'  jump  in 
new  projects.  The  increase  was  broad,  reflecting  ad- 
vances in  both  commercial  and  industrial  building  and  in 
institutional  projects.  But  a  9%-  drop  in  the  far  larger 
residential  sector  more  than  offset  the  nonresidential 
gains.  Home  building  is  construction's  weakest  area 
right  now — a  reflection  of  sagging  demand. 

True,  new  single-family  home 
sales  in  May  rose  2.1%,  to  an 
annual  rate  of  613,000,  follow- 
ing a  9.17'  jump  in  April.  But 
sales  had  plunged  almost  12%  in 
March,  so  the  second-quarter 
average  sales  rate  is  11%  below 
its  first-quarter  pace,  at  an 
annual  rate. 

Existing  home  sales  have  also 
stagnated:  They  haven't  posted 
an  increase  since  December, 
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1988.  And  in  May,  home  resales  fell  5.6%p,  to  an  annual 
rate  of  just  3.2  million — their  lowest  sales  pace  in  more 
than  a  year. 

Affordability  is  the  main  reason  for  the  slump  in  hous- 
ing demand.  Over  the  past  three  years,  the  median  price 
of  new  homes  has  outpaced  the  growth  in  disposable 
income.  What's  more,  the  sharp  runup  in  interest  rates 


last  year  increased  buyers'  monthly  mortgage  payments.] 
There  are  some  recent  signs  that  these  factors  arej 
easing.  For  one,  disposable  income  is  rising  faster  than 
home  prices  so  far  this  year — although  first-time  buyers 
still  have  some  catching  up  to  do.  And  mortgage  rates 
probably  peaked  in  April.  That  helped  contribute  to  the 
rise  in  sales  for  that  month  and  May. 

Since  rates  continued  to  edge  down  in  early  June, 
sales  for  last  month  might  have  also  increased.  And  if 
mortgage  rates  stay  around  the  10%  mark — where  they 
are  now — they  could  put  a  floor  beneath  home  sales  and 
keep  them  from  falling  in  the  third  quarter. 
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But  that  situation  won't  necessarily  help 
residential  construction.  That's  because 
at  the  end  of  May,  the  supply  of  unsold 
new  homes  stood  at  its  highest  level  since 
recession.  So  builders  have  little  incentive  to 


begin  any  new  projects. 

Already,  housing  starts  in  the  second  quarter  are  run- 
ning at  a  40%  annual  rate  below  their  first-quarter 
pace — which  was  10.2%  below  their  fourth-quarter  aver- 
age. That  means  residential  construction,  which  subtract- 
ed three-tenths  of  a  percentage  point  from  first-quarter 
gross  national  product  growth,  was  probably  an  even 
bigger  drag  in  the  second  quarter. 

Surprisingly,  sales  of  home-related  goods — furniture 
appliances,  and  carpeting — held  up  relatively  well  in  th( 
first  quarter.  But  they  weakened  in  the  second  quarter 
a  big  factor  holding  down  consumer  spending  last  quar 
ter.  And  with  a  smaller  number  of  homes  being  sold,  this 
sluggishness  may  extend  into  the  third  quarter  as  well 

All  in  all,  new  sources  of  economic  strength  just  don' 
seem  to  be  forthcoming  in  the  second  half.  Althougl 
that  means  the  Fed  is  getting  much  of  what  it  wants  ir 
the  way  of  reduced  price  pressures,  it  could  also  mear 
that  keeping  the  expansion  on  track  will  be  increasinglj 
difficult. 


THEWEEKAHEAD 

PRODUCER  PRICE  INDEX 

Lower  volume  in  car  sales  will  offset 
gains  at  other  retailers.  The  June  in- 
crease could  be  larger  than  expected,  if 
sales  of  nondurable  goods  rebound  from 
their  flat  performance  in  May.  However, 
most  of  that  gain  would  reflect  higher 
prices,  especially  for  gasoline,  and  not 
an  increase  in  real  volume. 

INDUSTRIAL  PRODUCTION 

0.6%.  So  the  expected  June  gain  wouk 
mean  industrial  production  rose  at  i 
2.3%  annual  rate  in  the  second  quarter- 
slow,  but  still  higher  than  the  2.1%  pac 
in  the  first  quarter. 

CAPACITY  UTILIZATION 

Friday,  July  llf,  8: JO  a.m. 
Most  economists  expect  that  producer 
prices  for  finished  goods  edged  up  0.1%' 
in  June.  Cost  increases  in  energy  goods 
slowed,  after  jumping  3.3%  in  May.  The 
slowdown  in  consumer  spending  will 
most  likely  keep  price  hikes  for  consum- 
er goods  modest  in  coming  months.  In 
May,  finished-goods  prices  rose  0.9%.  So 
far  this  year  they  have  risen  at  a  9.4% 
annual  rate,  compared  with  a  4%  rise  for 
all  of  1988. 

RETAIL  SALES 

Friday,  July  14,  9:15  a.m. 
The  expected  modest  gain  in  industria 
output  in  June  suggests  that  operatinj 
rates  fell  slightly  in  that  month,  probs 
bly  to  about  83.7%.  In  May,  83.8%  o 
total  capacity  was  in  use,  and  manufa( 
turing  operating  rates  stood  at  84%'.  Of 
crating  rates  for  the  industrial  sector  a 
a  whole  have  been  edging  downwar 
since  their  expansion  high  of  84.3%  posi 
ed  in  January.  This  trend  has  eased  cs 
pacity  pressures  on  prices. 

Friday,  July  U;  9:15  a.m. 
Most  economists  expect  that  output  at 
the  nation's  factories,  mines,  and  utili- 
ties increased  a  scant  O.I'a  in  June.  The 
small  rise  is  yet  another  indication  of  the 
economy's  slowdown  in  the  second  quar- 
ter. Production  was  flat  in  May,  with  a 
0.1%  decrease  in  manufacturing  output. 
However,  in  April,  total  output  jumped 

Friday,  July  U,  8:30  a.m. 

Retail  sales  most  likely  inched  up  just 

0.2/^  in  June,  after  a  ^.Y/<  rise  in  May. 
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A  JULY  SURPRISE 
FOR  GORBY? 

BUSH'S  TRIP  TO  EASTERN  EUROPE  PROVIDES  A  CHANCE  TO  UPSTAGE  THE  SOVIETS 


When  President  Bush  lands  in 
Warsaw  on  July  9  on  a  histor- 
ic visit  to  Poland  and  Hunga- 
ry, he'll  have  a  chance  to  beat  Mikhail  S. 
Gorbachev  at  the  Soviet  leader's  own 
game  of  jack-in-the-box  diplomacy.  As 
perfected  by  grandmaster  Gorby,  the 
way  to  grab  the  initiative  in  superpower 
relations  is  to  craft  bold  proposals  in 
secret,  then  spring  them  into  public  view 
for  maximum  surprise  value. 

Bush  showed  a  flair  for  the  one-up- 
manship in  May,  when  he  wowed  a  NATO 
summit  with  a  surprise  proposal  to  slash 
conventional  forces  in  Europe.  The  Pres- 
ident is  now  arduously  lowering  expecta- 
tions for  his  East  bloc  sojourn,  leaving 
Western  leaders  wondering  if 
there  isn't  something  special  in 
that  plain  brown  package  un- 
der his  arm.  Bush  himself  isn't 
talking.  When  asked  about  his 
foray  into  Gorbachev's  back- 
yard, Bush  was  diffident:  "It's 
what  Woody  Allen  said:  W/c 
of  life  is  just  showing  up.'  " 

But  the  Poles — Communists 
and    reformers    alike — are 
counting  on  the  President  to 
do  a  great  deal  more.  Unless 
the  U.  S.  can  deliver  a  substan- 
tial package  of  economic  aid, 
they  warn,  the  Polish  economy 
could  collapse,  threatening  the 
warming  of  U.  S.-Soviet  relations. 
A  WATERSHED.  Bush's  goal  is  to  draw 
Eastern  Europe,  the  heartland  of  the 
Cold  War,  toward  Western  political  plu- 
ralism and  free-market  economics.  Just 
as  the  East  bloc  is  moving  decisively 
westward  for  trade,  technology,  and  in- 
vestment, Moscow  is  showing  willing- 
ness to  tolerate  limits  on  the  Communist 
Party's  monopoly  on  political  power,  a 
situation  that  was  inconceivable  just  two 
years  ago.  "The  line  between  East  and 
West  is  getting  fuzzy  and  moving  fur- 
ther easi,"  says  a  senior  U.  S.  diplomat 
in  Poland.  "The  geopolitical  divide  in  Eu- 
rope is  going  to  vanish." 
The  half-century-old  division  of  Eu- 


IF  BUSH  WANTS, 
KOHL  WILL  LEAD  A 
BROAD  RANGE  OF 
INITIATIVES  TO 
BRING  EASTERN 
EUROPE  FURTHER 
INTO  THE 
ECONOMIC  ORBIT 
OF  THE  WEST 


rope  will  not,  of  course,  disappear  over 
night.  But  in  Poland,  Bush  has  an  un 
precedented  opportunity  to  influence  the 
direction  of  the  Warsaw  Pact's  largest 
and  most  strategically  important  mem 
her.  The  risks  are  also  vast.  With  its 
Communist  Party  discredited  by  the 
first  open  elections  in  40  years,  Poland's 
long  political  crisis  is  nearing  a  water- 
shed— and  the  President  has  injectec 
himself  into  the  middle  of  it.  The  result 
could  be  sweeping  economic  and  political 
change — or  chaos  that  might  threater 
Gorbachev's  whole  reform  drive. 

Party  chief  Wojciech  Jaruzelski's  star 
tling  June  30  decision  not  to  run  for  th( 
country's  presidency  has  intensified  the 
already  dizzying  political  jockeying  be 
tween  the  Communist  Party  and  Solidar 
ity,  which  began  as  a  union  but  hai 
evolved  into  the  political  opposition 
Some  Solidarity  leaders  have  proposed 
cohabitation  arrangement  with  the  Com- 
munists.  But  in  so  doing,  Solidaritjj 
would  risk  its  popular  support.  Poland', 
economy  is  tottering  (page  62),  and  furfi, 
ther  deterioration  would  discredit  th 
opposition  if  it  is  part  of  a  governin^^ 
coalition. 

WISH  LIST.  Bush,  too,  is  on  the  spot.  Foi 

years,  the  U.S.  has  promised  East  blo(^ 
nations  financial  aid  if  they  reformec 
their  creaky  political  and  economic  sys 
tems.  With  Warsaw  having  done  virtual 
ly  everything  Washington  asked  for,  th( 
President  is  under  pressure  to  provide 
some  tangible  rewards.  "President  Bush 
can't  say  there  isn't  enough  democracj 
in  Poland.  We  have  so  much  democrac} 
we  don't  know  what  to  do  with  it "  sayi 
Communist  Party  Central  Committe< 
member  Aleksander  Kwasniewski. 

Administration  officials  have  long  be 
lieved  that  Poland  is  the  least  predict 
able  country  in  Eastern  Europe  and  tha' 
severe  instability  in  the  strategically  im 
portant  nation  might  force  a  militarj 
crackdown.  "If  Bush  fails  to  com( 
through,  it  could  provoke  riots,"  warn; 
Jan  Lityhski,  a  member  of  Solidarity'; 
executive  committee — and  a  man  no' 


ei 
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30ve  a  bit  of  long-distance  lobbying. 
At  the  top  of  Solidarity's  wish  list  is 
LO  billion  in  Western  aid  over  the  next 
!w  years  to  restructure  outdated  indus- 
ies,  unify  exchange  rates,  reduce  com- 
ercial  bank  debt,  privatize  industry, 
id  restore  the  balance  of  payments, 
ush  won't  offer  anything  near  that  fig- 
:'e.  But  Administration  officials  recog- 
ze  that  they  have  to  offer  meaningful 
jlp.  "When  the  President  returns  from 
astern  Europe,  there  will  be  a  substan- 
il,  qualitative  change  in  relations," 
•omises  one  senior  State  Dept.  official. 
^ZOR'S  EDGE.  For  openers,  Bush  is  ex- 
icted  to  offer  a  relatively  modest  $100 
illion  in  emergency  aid  to  stave  off 
lod  shortages.  And  the  President  will 
ipport  $1  billion  in  new  lending  to  Po- 
nd through  the  International  Monetary 
and  and  the  World  Bank.  A  bigger 
)ost  could  come  from  debt  restructur- 
g  by  the  Club  of  Paris,  the  group  of 
■ficial  lending  agencies  that  holds  two- 
irds  of  Poland's  debt.  The  club  is  be- 
!ved  to  have  placed  an  informal  mora- 
rium  on  Polish  debt  service  this  year, 
ebt  will  be  on  the  agenda  when  West- 
n  leaders  gather  in  Paris  on  July  14 
r  their  annual  economic  summit  (page 
If  Bush  really  wants  to  be  dramatic, 
:perts  say,  he'll  announce  in  Poland 


that  he's  seeking  Allied  agreement  for  a 
large-scale  restructuring  of  Polish  debt. 

Any  Western  assistance  will  come 
with  strings  attached.  During  the  1970s, 
Western  lenders  watched  as  East  bloc 
regimes  squandered  billions  in  borrowed 
money.  This  time  around,  the  West  is 
insisting  that  the  money  be  used  to  fi- 
nance restructuring,  not  just  to  placate 
consumer  demand.  "The  key  to  progress 
is  reform,"  says  a  senior  Administration 
official.  "We  can't  funnel  enough  money 
to  make  a  difference." 

To  that  end,  Bush  will  highlight  pri- 
vate investment  in  Eastern  Europe.  In 
Hungary,  the  freest  economy  in  the 
East  bloc.  Western  firms  have  launched 
more  than  350  joint  ventures  this  year. 
In  May,  Dow  Chemical  Co.  announced  it 
was  investing  $15  million  in  a  joint  ven- 
ture with  two  Hungarian  companies  to 
produce  Styrofoam  insulation  for  con- 
struction. And  Remington  Products  Inc. 
plans  to  assemble  electric  razors  there. 

Poland  offers  fewer  investment  oppor- 
tunities, but  that  won't  stop  Bush  from 
trying  to  score  political  points.  In 
Gdansk  the  Bushes  are  expected  to 
lunch  with  Solidarity  leader  Lech  Walesa 
and  his  wife,  Danuta.  Bush  will  also  sa- 
lute Barbara  Piasecka  Johnson,  the  Pol- 
ish-born heiress  to  a  piece  of  the  John- 


REMOVE  A  FEHCE 
ON  THE  AUSTRIAN 
BORDER:  "THE 
GEOPOLITICAL 
DIVIDE  IN 
EUROPE  IS  GOING 
TO  VANISH,"  SAYS 
A  U.S.  DIPLOMAT 


son  &  Johnson  fortune, 
who  plans  to  purchase  a 
majority  interest  in  the 
Lenin  Shipyard,  Solidar- 
ity's birthplace. 
IDEAL  PLATFORM.  Clear- 
ly, the  President  is  hop- 
ing his  visit  will  en- 
hance his  rising  stature 
as  a  world  leader  and 
blunt  Gorbachev's  vi- 
sion of  a  "Common  Eu-  g 
ropean  House"  in  which 
U.  S.  influence  would  be  diminished.  And 
in  an  escalating  global  chess  game.  Ad- 
ministration officials  hope  Bush  will 
score  the  kind  of  public-relations  victory 
Gorbachev  has  won  with  his  visits  to 
West  Germany  and  other  countries. 

Poland  offers  the  perfect  platform. 
Bush  will  be  feted  both  by  Solidarity  and 
by  the  government,  which  is  putting  on 
a  parade  in  his  honor.  And  Bush  will 
take  great  pains  to  court  public  opinion. 
He'll  lay  wreaths  both  at  Poland's  Tomb 
of  the  Unknown  Soldier  and  at  the  Soli- 
darity Workers'  Memorial.  The  main 
event,  though,  will  be  the  President's 
July  10  speech  to  the  Sejm,  the  Polish 
parliament.  It  is  there  that  he'll  outline 
his  plan  for  American  aid. 

Because  Bush  goes  immediately  to  the 
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Paris  summit  after  iiis  trip  to  Poland 
and  Hungary,  his  visit  takes  on  added 
importance.  Western  European  officials 
have  been  reluctant  to  take  the  lead  in 
assisting  the  East  bloc's  reform  efforts. 
West  German  Chancellor  Helmut  Kohl 
has  indefinitely  postponed  a  planned  late 
July  visit  to  Poland,  citing  the  unsettled 
political  climate  in  that  country.  But  if 
Bush  gives  the  go-ahead,  Kohl  stands 


ready  to  take  the  lead  in  advancing  a 
broad  range  of  initiatives  that  will  fur- 
ther integrate  Eastern  Europe  into  the 
Western  economic  system. 

Since  taking  office,  Bush  has  de- 
fended his  hardline  stance  toward  Mos- 
cow by  arguing  that  the  U.  S.  has  little 
influence  over  internal  Soviet  affairs. 
But  as  he  journeys  to  Gorbachev's  client 
states,  the  situation  is  different.  By  visit- 


ing Poland  at  a  time  of  political  crisis 
Bush  may  have  the  greatest  opportunit 
since  World  War  H  to  affect  the  dire( 
tion  of  European  change.  However,  h 
.needs  to  bring  concrete — and  expei 
sive — relief.  For  now,  no  one  know 
whether  Bush  plans  to  back  his  gran 
gesture  with  a  big  slug  of  U.  S.  cash 

By  Bill  Javetski  and  Richard  Fly  i 
Washington,  with  Gail  Schares  in  Warsin 
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TRANSITION 


arbara  Piasecka  Johnson,  the 
.Polish-born  heiress  to  much  of 
'the  pharmaceuticals  fortune  of 
J.  Seward  Johnson,  wants  to  buy  55% 
of  the  dilapidated  Lenin  Shipyard  in 
Gdansk.  But  when  she  asked  Polish 
officials  what  it  was  worth,  no  one 
knew,  not  even  the  general  director  of 
the  shipyard.  "The  numbers  in  Polish 
accounting  books  are  picked  out  of  the 
sky,"  says  Jacek  Siwicki,  a  Gdansk 
consultant  who  participated  in  buyout 
talks  with  Johnson. 

Welcome  to  the  upside-down  world 
of  a  socialist  economy,  where  everyone 
and  no  one  owns  the  nation's  industry. 
Companies  have  no  valuation,  since 
they  don't  change  hands.  And  profits 
are  illusory,  distorted  as  they  are  by 
huge  government  subsidies  and  wish- 
ful East  bloc  exchange  rates. 

Charting  a  course  from  communism 
to  capitalism  is  the  No.  1  issue  in  Po- 
land. With  the  economy  in  ruins  and 
the  population  near  revolt,  the  Commu- 
nist leadership  has  shifted  from  insis- 
tence on  an  authoritarian  regime  and 
central  planning  to  a  new  vision  of  po- 
litical pluralism  and  a  European-style 
market  economy.  But  the  transition  is 
a  chaotic  one.  "No  country  in  the  world 
has  experience  closing  down  a  commu- 
nist system,"  says  Solidarity  member 
Ernest  Skalski.  "Unfortunately,  we 
have  to  use  trial  and  error." 

That  process  began  with  Solidarity's 
landslide  election  victory  on  June  4. 
The  result  set  off  a  flurry  of  political 
maneuvering.  Solidarity  at  first  re- 
fused to  join  a  coalition.  But  on  July  3, 
opposition  leaders  suddenly  reversed 
their  stance,  offering  a  French-style  co- 
habitation government  with  Commu- 
nist party  leader  General  Wojciech  Jar- 
uzelski  as  President  and  a  Solidarity 
Prime  Minister  and  Cabinet.  Although 
the  opposition  rank  and  file  may  reject 
that  plan,  it's  clear  lliat  an  unprepared 


SALVAGE  JOB  IN  GDANSK?  LENIN  SHIPYARD  MAY  BE  FOR  SALE,  BUT  NO  ONE  KNOWS  ITS  VALUE 


Solidarity,  with  no  government  experi- 
ence, will  have  far  more  policymaking 
responsibility  than  it  anticipated. 

Just  drafting  a  blueprint  for  reforms 
that  both  the  government  and  Solidari- 
ty leaders  support  could  take  two 
years.  The  first  step  is  for  Poland's 
newly  elected  parliament,  which  in- 
cludes members  of  both  the  govern- 
ment and  Solidarity,  to  hammer  out  a 
privatization  policy.  One  plan  calls  for 
allowing  the  public  to  use  coupons  to 
buy  stock  in  state-owned  enterprises. 
But  critics  point  out  that  the  scheme 
will  inject  no  new  capital  in  industries 
badly  in  need  of  restructuring. 
FOREIGN  HANDS.  That's  where  Western 
democracies  come  in.  Hungarian-born 
U.  S.  financier  George  Soros  advocates 
a  strong  dose  of  foreign  investment. 
Under  his  proposal,  an  independent 
agency  created  by  the  Paris  Club 
group  of  creditors  and  the  Polish  gov- 
ernment would  reorganize  state  enter- 
prises into  publicly  traded  companies 
and  sell  the  assets  to  foreign  and  do- 
mestic investors.  Up  to  one-third  of  the 
capital  generated  by  privatization 
would  go  toward  servicing  Poland's 
$38  billion  debt.  Although  Soros'  plan 
has  some  support  among  government 


and  Solidarity  leaders,  putting  signili 
cant  control  of  Polish  industry  into  for 
eign  hands  is  sure  to  meet  resistanr< 

While  Parliament  gets  to  wor; 
Poles  are  starting  down  the  path  to  a 
market  economy  by  doing  what  the\ 
do  best — improvising.  Andrzej  Ma 
chalski,  assistant  director  of  an  assoi  i 
ation  of  6,000  Polish  private-busines.-^ 
owners,  in  June  invited  top  executive 
from  the  Italian  conglomerate  IRI  i 
Warsaw  to  talk  about  joint  venturer 
Chairman  Romano  Prodi  and  14  senidr 
managers  flew  in  on  June  25  and  b< 
gan  discussing  a  slew  of  ventures 
from  a  credit  bank  to  a  managemem 
training  center. 

Machalski  and  other  entrepreneur- 
see  joint  ventures  as  one  way  to  juni  | 
start  the  economy,  and  Polish  emign 
such  as  Johnson  have  seized  the  initia 
tive.  But  most  foreign  investors  aiv 
likely  to  shy  away  until  the  politic: 
situation  stabilizes.  As  Poland  stui; 
bles  toward  a  market  economy,  botii 
Communists  and  Solidarity  activists 
need  to  learn  the  art  of  compromise.  1  i 
they  don't,  the  promise  of  recent  da>  - 
will  give  way  to  the  crisis  politics  nf 
the  past. 

By  Gail  E.  Schares  in  Warsan 
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HE  SUMMIT  I 


THE  GROUP  OF  SEVEN 
WON'T  BE  SINGING  HARMONY 


fapan  and  Germany  may  balk  at  Bush's  call  to  spur  domestic  demand 


After  months  of  expensive  and 
largely  futile  attempts  to  keep 
the  surging  dollar  in  line,  leaders 
3f  the  top  seven  industrialized  countries 
ivill  gather  in  Paris  on  July  14  to  try  to 
"evive  the  flickering  flame  of  interna- 
;ional  policy  coordination.  But  don't  ex- 
pect the  Group  of  Seven  to  kindle  a  new 
Donfire  of  enthusiasm  for  joint  action  at 
President  Bush's  first  economic  summit. 
"^^Ithough  one  U.  S.  Treasury  aide  still 
jelieves  G-7  economic  coordination  "is 
dive  and  thriving,"  behind  the  scenes, 
nany  countries  now  seem  to  be  far  more 
;oncerned  with  domestic  matters. 

That  stance  won't  sit  well  with  the 
3ush  Administration,  which  is  concerned 
;hat  progress  in  lowering  the  U.  S.  trade 
leficit  is  stalling.  "We  expect  the  Ger- 
nans  and  the  Japanese  to  pick  up  some 
)n  demand  so  that  G-7  growth  rates  re- 
nain  steady,"  says  one  senior  official, 
idding  that  "we're  asking  for  some  com- 
nitments."  But  West  Germany  recently 
mveiled  an  extra  $3  billion  in  deficit 
spending,  which  comes  on  top  of  about 
512  billion  in  tax  cuts  previously  set  for 
1990.  Germany  and  Japan 
will  argue  that  further 
stimulus  will  only  result  in 
•ising  inflation. 

In  fact,  even  as  the  Fed- 
;ral  Reserve  considers  eas- 
ng  monetary  policy  to 
)rop  up  the  U.  S.  economy, 
fapan,  Germany,  and  other 
European  nations  are  mov- 
ng  to  cool  inflation  by 
ightening  money  (chart), 
rhe  Bundesbank,  worried 
;hat  inflation  this  year  will 
lit  3%  as  the  German  econ- 
)my  continues  to  surge,  on 
lune  29  hiked  the  discount 
•ate  for  the  fifth  time  in 
ess  than  a  year.  And  with 
fapanese  wages  and  raw 
naterial  costs  rising  rapid- 
y,  the  Bank  of  Japan  on 
V[ay  31  raised  its  discount 
■ate  by  three-quarters  of 
i  percentage  point,  to  3.25%. 

The  Japanese  may  move  again  after 
ilections  for  the  Diet's  upper  house  con- 
clude on  July  23.  More  informally,  the 
;entral  bank  has  urged  major  Japanese 
commercial  banks  to  restrain  domestic 
ending  to  help  slow  money  growth  even 
'urther.  On  top  of  that,  with  the  Japa- 
lese  gross  national  product  expected  to 


rise  by  4.8%  or  more  this  year,  "there  is 
no  need  for  further  relaxation"  of  fiscal 
policy,  says  Toyoo  Gyohten,  Japan's 
chief  international  finance  aide. 

If  the  summit  participants  are  unable 
to  agree  on  further  economic  stimulation 
abroad,  neither  will  they  come  away 
with  a  new  plan  to  stabilize  the  dollar.  It 
has  retreated  7%'  in  recent  days,  to  about 


But  the  G-7  may  be  more 
in  tune  on  ecology 
and  Third  World  debt 


1.90  West  German  marks  and  140  Japa- 
nese yen.  But  some  G-7  members  are 
balking  at  committing  themselves  to 
keeping  it  at  this  level  indefinitely. 

Bush  Administration  aides  think  the 
dollar  needs  to  fall  further  to  restrain 
imports  and  give  exports  an  additional 
boost.  But  many  currency  traders  are 
betting  the  dollar  will  stage  another  re- 


SLOWER  MONEY  GROWTH 
FOR  THE  BIG  THREE 


YEAR-TO-YEAR  CHANGE  IN 
GROWTH  OF  BASIC  MONEY  SUPPLY 


JAN. 
A  PERCENT 


MAR.  APR. 
DATA:  MERRIIL  LYNCH  CAPilAL  MARKETS 


MAY 


covery  in  a  few  months,  especially  if  the 
scandals  besetting  Japan's  ruling  Liberal 
Democratic  Party  lead  to  severe  elector- 
al losses.  Indeed,  central  bankers  now 
see  limits  to  what  they  can  do  via  inter- 
vention in  the  currency  markets  to  con- 
tain the  dollar's  next  upsurge.  "We  can't 
intervene  at  all  costs,"  concedes  Karl 
Otto  Pohl,  president  of  the  Bundesbank. 


The  G-7  seems  set  to  undertake  a 
more  flexible  and  far  less  ambitious 
strategy  than  it  has  attempted  thus  far. 
No  longer  willing  to  give  the  impression 
that  it's  trying  to  keep  the  dollar  within 
a  clearly  defined  target  zone,  the  G-7 
will  let  currencies  float  more  freely  than 
they  have  in  years.  "They  may  have  to 
acknowledge  their  limitations,"  says  Da- 
vid H.  Resler,  chief  economist  at  Nomu- 
ra Securities  International  Inc. 
'NEW  DEBT  STRATEGY.'  With  no  Strong 
initiatives  on  currency  volatility  or  eco- 
nomic growth,  the  G-7  will  devote  lots  of 
time  to  giving  the  debt-relief  strategy  of 
Treasury  Secretary  Nicholas  F.  Brady  a 
much-needed  push.  Japan,  anxious  to 
show  continuity  at  a  time  when  the  rul- 
ing Liberal  Democrats  are  in  turmoil, 
will  reiterate  pledges  of  up  to  $5  billion 
to  back  international  efforts  to  lessen 
Latin  America's  debt  load.  "We  want  the 
summit  to  mark  the  crowning  of  the 
new  debt  strategy,"  says  a  top  French 
Finance  Ministry  official. 

But  here,  too,  the  G-7's  efforts  may 
amount  to  more  rhetoric  than  reality: 
Discussions  between  commercial  lenders 
and  Mexico  to  restructure  that  country's 
$70  billion  foreign  bank  debt  have 
bogged  down.  So  the  U.  S.  won't  be  able 
to  show  its  G-7  brethren  how  the  major 
intended  beneficiary  of  the  Brady  plan 
could  put  the  program  to  work. 

The  U.  S.  also  expects  to  take  heat 
from  its  allies  over  the  decision  to  name 
Japan,  Brazil,  and  India  as  unfair  trad- 
ers. But  on  one  front, 
there  should  be  little  dis- 
sent. With  ecology  a  hot 
political  issue  in  America 
and  Europe,  as  much  as  a 
third  of  the  final  summit 
communique  will  be  devot- 
ed to  a  declaration  on  envi- 
ronmental protection.  It 
will  include  international 
commitments  to  clean  the 
air,  protect  oceans,  contrib- 
ute toward  reforestation  of 
the  tropics,  and  support 
better  evaluation  of  the  en- 
vironmental impact  of 
Third  World  development 
projects. 

Like  many  G-7  summits, 
this  year's,  set  amid  the 
glittering  celebration  of 
the  bicentennial  of  the 
French  Revolution,  will 
end  in  a  round  of  warm 
toasts.  With  foreign  economic  growth 
still  strong,  there's  likely  to  be  little  of 
the  crisis  atmosphere  that  has  marked 
past  meetings.  Yet  many  disagreements 
remain  just  below  the  surface.  It  may 
take  another  economic  shock  before  the 
G-7  acts  together  again. 

By  Blanca  Riemer  in  Paris,  with  Rich- 
ard Fly  in  Washington  and  bureau  reports 
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Commentary/by  Elizabeth  Ehrlich 

IF  PRO-CHOICE  IS  MAINSTREAM,  NOW'S  THE  TIME  TO  PROVE  IT 


PRO-CHOICE  AND  PRO-LIFE  FORCES  CLASH  AT  THE  HIGH  COURT 


The  Supreme  Court's  1973 
decision  in  Roe  vs.  Wade 
made  life  a  lot  easier  for 
many  American  women.  It  as- 
sured access  to  safe,  legal  abor- 
tions based  on  privacy  rights  it 
held  were  guaranteed  in  the 
Constitution.  Roe  was  in  tune 
with  a  new  era  of  freedom  for 
women  to  determine  when  they 
are  physically,  economically, 
and  emotionally  ready  to  have 
children.  And  the  constitutional 
guarantees  seemed,  for  most 
people,  to  put  the  issue  beyond 
politics. 

But  the  court's  July  3  ruling 
in  Webster  vs.  Reproductive 
Health  Services  has  changed  all 
that.  Although  the  right  to  legal 
abortion  stands,  the  ruling 
throws  the  issue  out  of  the  lofty 
realm  of  constitutional  law  and 
into  the  grittier  political  arena 
of  lobbying  and  lawmaking. 
That  promises  to  put  the  demo- 
cratic process  to  the  test — and 
force  pro-choice  women  to  flex 
their  political  muscle — and  en- 
sures more  agonizing  social  and 
political  division. 

The  majority's  opinion  chips 
away  at  Roe  in  two  ways.  The 
court  upheld  the  state  of  Mis- 
souri's right  to  ban  abortions  in  public 
hospitals.  And  it  lets  Missouri  require 
doctors  to  test  the  viability  of  a  fetus 
believed  to  be  at  least  20  weeks  old 
before  an  abortion  can  occur. 
CASTING  A  CHILL.  Since  "viability"  tests 
are  expensive,  some  poorer  women 
won't  seek  abortions.  In  that  way  and 
others,  the  court  has  invited  state  law- 
makers to  further  obstruct  and  limit 
what  remains  a  constitutional  right. 
And  there  is  every  sign  of  further  chal- 
lenges to  that  right.  For  antiabortion 
forces  say  they  will  press  for  legisla- 
tion in  every  state  to  add  still  more 
restrictions.  And  next  fall,  the  Su- 
preme Court  has  agreed  to  hear  three 
cases  that  may  result  in  new  ways  for 
states  to  impose  additional  restrictions. 

All  this  inevitably  will  cast  a  chill  on 
women  in  the  mainstream  of  America. 
Since  1973,  no  fewer  than  20  million 
legal  abortions  have  been  performed. 
Thousands  more  each  year  undergo 
amniocentesis,  a  medical  test  which 
screens  the  fetus  for  severe  chromo- 


some abnormalities  that  cause  such 
conditions  as  Down's  syndrome.  A  pos- 
itive result  in  amniocentesis — available 
only  in  the  20th  week  or  after — often 
leads  to  the  decision  to  terminate  the 
pregnancy.  Under  the  Missouri  statute 
upheld  by  the  court,  such  a  fetus  now 
may  be  deemed  viable. 

Survey  after  survey  demonstrates 
that  a  majority  of  Americans  support 
abortions  under  certain  circumstances. 
And  that  raises  a  troubling  question:  If 
support  for  abortion  rights  is  so  wide- 
spread, what  do  pro-choice  forces  have 
to  fear  from  political  battles  in  the 
statehouses?  Is  that  not  democracy  at 
work?  Two  reasons  for  the  fear:  First, 
an  abiding  sense  that  political  vagaries 
should  not  intrude  on  women's  right  of 
privacy.  Second,  a  concern  that  in  an 
open  political  battle,  pro-choice  forces 
will  lose — despite  their  majority  status. 

Behind  that  concern  is  the  cold  politi- 
cal fact  that  abortion  foes  have  suc- 
ceeded in  staking  out  the  moral  high 
ground:  after  all,  they're  "pro-life." 


But  there  is  a  morality  that  pro- 
choice  forces  can  champion. 
They  can  stress  the  trampled 
rights  of  a  growing  number  of 
suffering  children.  Already  in 
our  midst  are  millions  of  kids 
who  are  poor,  undernourished, 
and  lacking  in  basic  health  care. 
The  foster  care  system  is  chock 
full  of  "unadoptable"  children — 
babies  with  black  skin,  fetal  al- 
cohol syndrome,  AIDS,  children 
who  have  been  orphaned, 
abused,  or  just  plain  abandoned. 

To  decrease  the  need  for 
abortion,  to  create  a  better  soci- 
ety where  all  babies  are  born 
wanted  by  their  parents,  re- 
quires a  commitment  to  contra- 
ception and  education  that  anti 
abortionists  have  never  made. 
Pregnant,  unwed  teenagers — 
who  get  40%'  of  all  second-tri- 
mester abortions — are  still  the 
object  of  censure,  not  teaching, 
emotional  support,  and  counsel 
ing.  And  as  for  the  state's  rolr 
in  protecting  the  rights  of  fetus 
es  before  the  final  trimeste) 
far  more  attention  should  h< 
paid  to  promoting  good  prenaUi 
care  and  other  support. 

For  pro-choice  activists,  part 
of  the  political  problem  ha.'^ 
been  that  among  those  Americans  who 
believe  in  a  woman's  right  to  choosi'. 
many  express  some  moral  uncertainty. 
That's  hardly  unnatural:  The  relation- 
ship of  a  woman  to  the  fetus  growing 
within  her  is  subjective,  shifting,  at 
times  ambiguous — even  for  some  wom- 
en committed  to  abortion  rights.  Many 
who  do  not  now  regret  having  under- 
gone abortions  still  agonized  over  the 
choice.  And  many  other  Americans  per- 
sonally oppose  abortion  but  believe 
women  should  have  the  right  to 
choose.  This  ambivalence  has  kept  the 
majority  from  taking  to  the  streets  to 
defend  the  right  that  they  support. 

Pro-choice  organizations  claim  that's 
changing.  If  true,  that  could  be  to  the 
good.  As  the  court's  current  direction 
portends,  it  may  be  dangerous  to  rely 
too  heavily  on  an  institution  to  protect 
the  rights  of  free  women  and  men. 
Vigilance — the  willingness  of  those  at 
the  grass  roots  to  fight  the  everyday 
political  battles — still  is  the  price  of  a 
healthy  democracy. 
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»REXEL  RUSHES  IN 

rO  SAVE  A  FALLEN  DISCIPLE 


i  costly  bailout  of  Integrated  Resources  puts  its  credo  to  the  test 


rhe  gospel  according  to  Drexel 
Burnham  Lambert  Inc.  holds  that, 
through  debt,  companies  will  at- 
lin  salvation  in  the  form  of  worldly  suc- 
ess.  So  when  one  of  its  indebted  devo- 
ies  falls  victim  to  financial  misfortune, 
le  investment  firm  is  sorely  vexed. 
That's  the  case  with  Integrated  Re- 
Durces  Inc.,  a  onetime  highflier  whose 
roblems  began  in  1986,  when  Congress 
nded  the  tax-shelter  advantages  of  its 
rimary  product,  limited  partnerships, 
•rexel  is  going  all-out  to  help  this  client 
ut  of  its  bind,  in  what  is  widely  seen  as 
test  of  whether  the  firm's  philosophy 
snake  oil  or  something  purer. 
WOOPING  IN.  With  Drexel's  encourage- 
lent  and  assistance.  Integrated  fi'om 
386  to  mid-1989  more  than  doubled  its 
ebt,  to  $1.8  billion,  using  the  proceeds 
)  diversify  into  insurance  and  mutual 
inds  (table).  But  cash  from  the  new 
entures  was  slow  to  arrive  and  fresh 
ipital  hard  to  find.  Integrated's  at- 
;mpt  to  attract  a  friendly  buyout  from 
;h  Corp.,  an  insurance  conglomerate 
ith  its  own  financial  woes,  fell  apart 
hen  Integrated's  bankers  blanched  at 
le  deal.  As  Integrated's  demand  for 
ish  grew  more  urgent,  the  market  for 
s  commercial  paper  dried  up,  and  the 
inks  cut  off  its  credit  line.  On  June  15, 
16  company  defaulted  on  $955  million  of 
lort-term  debt.  Against  Drexel's  ad- 
ice,  it  tried  to  persuade  creditors  to  ac- 


cept a  suspension  of  debt  payments  for 
18  months.  It  failed. 

Now,  Drexel  is  swooping  in  to  redeem 
its  client  with  an  offer  that  would  give 
lenders  a  package  of  cash  and  securities 
worth  as  much  as  80(t  on  the  dollar.  To 
finance  the  swap,  Drexel  intends  to  lend 
Integrated  $100  million  and  line  up  $200 
million  more  in  loans  via  a  private  offer- 
ing. "They  certainly  aren't  shirking  their 
responsibilities  to  us,"  says  Arthur  H. 
Goldberg,  Integrated's  chief  executive 
officer. 

Wall  Street  expects  a  favorable  re- 
sponse from  creditors,  led  by  Chemical 


DREXEL'S  DUET  WITH 
INTEGRATED  RESOURCES 

1978  Drexel  Bumham  Lambert  signs  on  as  in- 
vestment banker  for  Integrated  Resources 

1 98 1  Drexel  sets  Integrated  on  a  course  of  bal- 
looning its  debt  to  fund  expansion  into  limited 
partnerships,  a  new  tax  shelter  made  possible  by 
a  change  in  tax  law 

1 986  Tax  reform  cripples  the  limited  partner- 
ship business.  Integrated  adds  more  debt  to  di- 
versify into  insurance  and  mutual  funds 

1989  JUNE  15  In  the  throes  of  a  cash-flow 
crunch.  Integrated  defaults  on  $955  million  in 
short-term  debt 

JUNE  19  Integrated  overrules  Drexel  and  asks 
lenders  to  postpone  debt  payments  for  18 
months — a  plan  the  creditors  spurn 
JUNE  30  Drexel  crafts  $300  million  rescue  plan, 
including  a  $100  million  loan  from  its  coffers, 
that  would  give  lenders  new  securities  and  cash 


KEXEL  IS  LENDING  INTEGRATED  $100  MILLION  AND  LINING  UP  $200  MILLION  MORE  IN  LOANS 


Bank,  which  won't  comment.  Prices  for 
Integrated's  junk  bonds  advanced 
strongly  on  news  of  the  Drexel  bailout 
package.  Tidings  weren't  as  happy  for 
Integrated  stockholders.  The  lenders' 
new  equity  would  come  from  doubling 
or  tripling  shares  outstanding,  diminish- 
ing the  existing  stock's  value.  Word  of 
the  plan  further  depressed  prices  of  In- 
tegrated's already  hard-hit  common. 

If  Drexel's  scheme  flies,  it  wouldn't  be 
the  first  time  the  junk-bond  impresarios 
had  saved  a  client's  hide.  Oak  Industries 
and  Tiger  International  are  among  those 
Drexel  has  redeemed  in  the  past.  Rescu- 
ing ailing  clients  "is  one  of  Drexel's 
strengths,"  says  junk-bond  specialist 
John  Perkowski,  a  managing  director  of 
Kluge  Subotnick  Perkowski  &  Co.,  an 
investment  firm.  Integrated  certainly 
has  been  a  loyal  member  of  the  Drexel 
network,  buying  junk  debt  from  other 
Drexel  adherents.  Says  Stephen  D. 
Weinroth,  a  Drexel  managing  director 
who  also  sits  on  Integrated's  board: 
"We're  prepared  to  help  out  with 
finances  and  advice  when  a  client 
experiences  problems." 
CASH  CRUNCH.  Don't  read  that, 
however,  as  altruism.  Drexel 
stands  to  earn  a  fee  of  some  $25 
million  for  the  restructuring,  and 
it  owns  $30  million  of  Integrated 
debt.  And  here's  another  motive: 
Drexel  is  very  sensitive  to 
charges  that  heavy  debt  makes 
its  clients  vulnerable  to  failure. 
That's  an  especially  touchy  topic 
following  its  agreement  to  plead 
guilty  to  securities-law  violations 
and  cut  loose  Michael  R.  Milken, 
the  junk-bond  whiz  awaiting  trial 
on  related  charges. 

Many  saw  a  link  between  Mil- 
ken's departure  and  Integrated's 
cash  crunch,  both  of  which  oc- 
curred in  mid-June.  "Michael 
never  would  have  let  it  go  this 
far  with  Integrated,"  says  one 
bond  trader  who  follows  Drexel. 
Past  Drexel  bailouts  were 
mounted  before  a  default.  The  in- 
vestment house  discounts  rumors  that 
newly  frayed  communications  with  Inte- 
grated were  to  blame. 

Integrated  faces  a  rocky  road  ahead. 
It  wants  to  spin  off  several  money-drain- 
ing subsidiaries  in  real  estate  limited 
partnerships  and  tax-sheltered  annuities. 
Company  chief  Goldberg  says  lower  op- 
erating costs  should  allow  the  breathing 
space  for  lagging  business  to  take  off. 
Meanwhile,  billionaire  investor  Robert 
M.  Bass,  among  others,  is  mulling  a  res- 
cue— in  exchange  for  control.  Still, 
Drexel  has  committed  its  considerable 
resources  to  save  Integrated.  That  used 
to  count  for  a  lot.  Integrated — and  Wall 
Street — are  waiting  to  see  if  it  still  does. 

By  Larry  Light  in  New  York 
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RESTRUCTURINGS  I 


VESTRON  IS  NOW  STARRING 
IN  ITS  OWN  CLIFFHANGER 


A  string  of  flops  has  the  movie  and  video  producer  scrambling  to  survive 


In  1987,  Vestron  Inc.  pulled  off  one  of 
the  great  coups  of  the  decade  in  the 
film  business.  The  tiny  Stamford 
(Conn.)  distributor  of  home  videocas- 
settes  fast-stepped  into  movie  production 
with  a  blockbuster  even  Hollywood's  top 
studios  found  hard  to  beat:  Dirty  Danc- 
ing, which  took  in  $160  million  world- 
wide at  the  box  office  from  long  lines  of 
breathless  teenagers. 

But  the  dancing — dirty  or  otherwise — 
at  Vestron  has  stopped.  The  movies  that 
followed  Dirty  Da  ncing  have  been  royal 
bombs.  And  now  the  company  is  strug- 
gling to  stay  on  its  feet. 

Vestron  is  quickly  running  out  of 
cash.  Chairman  Austin  0.  Furst  Jr.  con- 
cedes that  his  company  must  find  new 
financing.  "We  are  doing  our  best  to 
survive,"  he  says.  But  Vestron  is  on  the 
critical  list:  The  video  and  movie  produc- 
tion company  acknowledges  that  it  has 
failed  to  pay  some  of  its  vendors,  but  it 
won't  disclose  which  ones.  The  company 
defaulted  on  its  $25  million  revolving 
credit  line  with  Wells  Fargo  &  Co., 
which  expired  on  July  3.  One  person 
close  to  top  management  says  that  the 
company  may  try  to  buy  time  by 
suing  Security  Pacific  Corp., 
which  had  promised  Vestron  a 
$100  million  credit  line  but 
backed  out  of  the  agreement  in 
October.  Security  Pacific  de- 
clined to  comment. 
NO  TAKERS.  Regardless,  Furst  al- 
ready faces  the  possibility  that 
he'll  have  to  sell  the  company. 
He's  trying  to  raise  $20  million  to 
$30  million  by  putting  Vestron's 
chain  of  8')  retail  video  stores  up 
for  sale.  But  after  a  month  on 
the  block,  the  chain  still  hasn't 
drawn  any  buyers.  One  top  Ves- 
tron official  says  the  company  is 
now  talking  with  British  media 
baron  Robert  Maxwell  about  a 
possible  buyout  of  the  entire 
company.  Maxwell  Communica- 
tion CoriJ.  didn't  respond  to  in- 
quiries about  whether  it's  in  ne- 
gotiations to  buy  Vestron. 

Maxwell,  or  any  other  buyer, 
could  pick  up  the  company  for  a 
steep  discount  relative  to  the  val- 
ue stock  traders  gave  it  only 
weeks  ago.  Vestron's  stock  has 
dropped  387'  in  the  second  quar- 


ter, and  it  closed  on  July  5  at  $3,  giving 
the  company  a  market  value  of  $112  mil- 
lion. Foreign  media  companies  might  be 
especially  interested  in  acquiring  Ves- 
tron's library  of  1,300  home  video  titles, 
including  900  feature  films.  With  a  $15.7 
million  boost  from  a  legal  dispute  re- 
solved last  year,  Vestron  posted  income 
of  $20.6  million  on  revenues  of  $334.9 
million  in  1988.  But  for  more  than  three 
years,  Vestron's  operations  have  been 
using  more  cash  than  they've  produced. 
Negative  cash  flow  hit  $12.8  million  in 
the  first  quarter  of  1989  (chart). 

To  save  cash,  Furst  has  been  slashing 
expenses.  In  late  June,  he  cut  140  of  the 
590  employees  in  Vestron's  U.  S.  work 
force,  mainly  from  the  movie  division. 
Furst  says  he  will  release  few  films 
until  the  company  settles  with  its 
bankers.  Without  money  to  market  and 
distribute  any  films  widely,  the 
company  rules  out  any  chance  that  it 
can  be  saved  by  releasing  another 
blockbuster.  Furst  still  hopes  for  some 
success  from  Dirty  Danc- 
ing II,  which 
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he  plans  to  start  producing  later  this 
year.  But  he  has  yet  to  sign  either  of  the 
first  film's  stars,  Patrick  Swayze  and 
Jennifer  Grey. 

The  latest  developments  could  bring  a 
disappointing  end  for  what  was  once  a 
rising  star  on  Wall  Street.  Furst 
launched  the  company  in  1982  after  he 
bought  the  Time-Life  feature  film  li-'* 
brary.  That  collection  put  Vestron  in  a 
strong  position  to  ride  the  VCR  boom  of 
the  early  1980s:  Furst  sold  videocassette 
versions  of  his  films  and  quickly  became 
a  leader  in  the  market  by  picking  up  the 
rights  to  sell  videos  of  top  motion  pic- 
tures. But  the  major  Hollywood  studios 
soon  caught  on,  launching  their  own  vid- 
eo operations  and  turning  off  the  spigot 
to  Vestron.  The  company  now  controls 
only  about  3.6%  of  the  $7  billion  market 
in  video  sales  and  rentals. 
DUDS  GALORE.  In  1986,  Furst  decided  to 
challenge  Hollywood  at  its  own  game 
and  create  his  own  supply  of  films.  He 
launched  his  own  film  production  and 
distribution  unit,  Vestron  Pictures.  But 
after  Dirty  Dancing,  the  unit  came  up 
with  a  series  of  duds,  including  Parents, 
And  God  Created  Woman,  and  Salo- 
me's Last  Dance.  In  its  most  recent  dis- 
appointment— Earth  Girls  Are  Easy, 
starring  Jeff  Goldblum  and  Geena  Da- 
vis— Vestron  is  likely  to  fall  far  short  of 
the  roughly  $10  million  it  would  need  at 
the  box  office  to  break  even. 

The  film  production  expenses 
have  hammered  margins.  "Their 
aggressiveness  got  in  the  way  of 
good  judgment,"  observes  one  in- 
dependent film  maker  who  has 
worked  with  Vestron.  The  cash  i 
wasn't  coming  in,  but  Vestron 
still  paid  the  up-front  costs  for 
nearly  40  releases  that  were  i 
planned  in  1988  and  1989— includ- » 
ing  fees  for  such  stars  as  Jeff 
Daniels,  Jamie  Lee  Curtis,  andp 
Dennis  Hopper. 

Vestron  ran  into  still  more 
problems  at  its  retail  outlets, 
which  are  called  The  Video  Storelo 
Inc.  Although  Vestron  pumped 
about  $30  million  into  developing 
the  chain,  the  stores  lost  $5  mil- 
lion on  $14  million  in  sales  ini 
1988.  The  company's  expansion 
plans  ground  to  a  halt  when  Se-  ra 
curity  Pacific  withdrew  its  fi- 
nancing from  the  parent. 

Furst,  who  owns  85%  of  the's 
company,  already  has  taken 
some   hefty   losses.   And  withp 
creditors  closing  in  and  no  poten- 
tial hits  on  the  way,  Vestron  has 
few  options  that  will  keep  it 
from  having  to  face  the  music. 
By  Todd  Vogel  in  Stamford, 

Conn. 


)flNGS&  LOANS! 


RHEST  FLEISCHER  FINALLY 
ASTES  HUMBLE  PIE 


he  thrift  trailblazer's  bond  house  is  filing  for  Chapter  1 1 


rhere  were  snickers  on  Wall  Street 
when  L.  F.  Rothschild  Holdings 
Inc.  filed  for  Chapter  11  bankrupt- 
protection  on  June  30.  No  wonder, 
nest  M.  Fleischer  was  finally  getting 
!  comeuppance.  The  mild-mannered 
i  attorney  from  Ottawa,  Kan.,  had 
red  to  match  wits  with  the  best  brains 
the  Street.  He  got  so  good  at  it  that 
ithschild's  parent,  Franklin  Savings 
sn.,  became  one  of  the  most  profit- 
le — and  contrarian — thrifts  around. 
Like  many  of  the 
w-age  thrift  execu- 
es  who  sprang  up 
len  the  industry  was 
regulated,  Fleischer 
•gely  ignored  tradi- 
nal  practices.  He 
'ered  clear  of  simple 
me  loans,  which  are 
i  bread  and  butter  of 
1-style  savings  and 
in  associations.  In- 
lad,  he  stocked  up  on 
t,  new  mortgage 
ads  devised  by  rocket 
entists  at  places  such 
Salomon  Brothers 
and  Merrill  Lynch 
Co.  Fleischer  parted 
mpany  with  other 
■ift  trailblazers  in  one 
ler,  especially  sweet, 
5pect:  He  usually 
ide  money. 

ARP  EYE.  Unfortu- 
tely  for  Fleischer, 
it  can't  be  said  of  the 
;iuisition  of  Rothschild,  which  he 
ked  up  in  March,  1988.  In  a  complicat- 
deal,  he  agreed  to  infuse  $37  million 
0  the  brokerage.  But  despite  the  new 
>h  and  the  luring  of  pricey  talent 
ay  from  Merrill  and  Salomon,  Frank- 
never  found  the  right  niche  for  Roth- 
lild  in  the  tough,  postcrash  environ- 
■nt.  And  one  of  Rothschild's  chief 
Tactions — its  status  as  a  primary  deal- 
— never  paid  off.  As  one  of  the  43 
id  houses  that  trade  Treasury  securi- 
directly  with  the  New  York  Federal 
serve  Bank,  Rothschild  brought 
mklin  some  cachet.  Profits,  though, 
re  another  matter:  The  market  be- 
ne hotly  competitive  as  new  firms  en- 
ed  and  volume  slowed,  shrinking  mar- 
is severely. 

Jlothschild  is  asking  the  bankruptcy 
irt  to  approve,  a  swap  in  which  five 


classes  of  creditors  trade  in  their  exist- 
ing, interest-bearing  bonds  for  new, 
longer-maturity,  zero-coupon  debt.  The 
zeroes  would  be  guaranteed  by  a  letter 
of  credit  from  Franklin,  which  is  taking 
a  $40  million  pretax  write-off  because  of 
the  brokerage  house's  woes,  according 
to  Fleischer.  As  part  of  the  restructur- 
ing, the  brokerage  firm  plans  to  refocus 
on  corporate  finance  and  investment 
banking  for  small  and  medium-size  com- 
panies. And  it  plans  to  return  to  the 


KANSAS-BASED  FLEISCHER  IS  COMING  HOME  TO  OLD-FASHIONED  HOME  LOANS 


retail  end  of  the  business  by  getting  into 
discount  brokerage  service — a  tough 
field,  no  doubt,  but  one  in  which  its  well- 
recognized  name  could  provide  an  edge. 

The  same  sort  of  piling-on  that  took 
much  of  the  profit  out  of  dealing  Trea- 
suries is  now  hurting  the  business 
where  Fleischer  made  his  real  mark.  In 
his  halcyon  days,  Fleischer's  sharp  eye 
gave  him  an  edge  on  the  crowd  in  the 
new  game  of  "risk-controlled  arbi- 


L.F.  Rothschild's  cachet 
faded  as  competition  in 
the  Treasuries  market 
clobbered  margins 


trage" — the  process  of  buying  complicat- 
ed mortgage  securities  and  hedging  the 
risk  of  interest-rate  fluctuations  that 
could  damage  their  value.  "Now  every- 
body is  doing  risk-controlled  arbitrage," 
making  it  much  less  profitable,  notes 
Matt  Lindenbaum,  a  thrift  analyst  at 
SNL  Securities,  a  Hoboken  (N.  J.)  re- 
search firm. 

CHANGE  OF  HEART.  The  bad  news  is  al- 
ready showing  up  on  Franklin's  income 
statement.  In  fiscal  1986,  the  thrift's  ra- 
tio of  net  interest  income  to  operating 
costs  was  1.65.  For  the  12  months  ended 
Mar.  31,  the  ratio  had  deteriorated  to 
0.06,  compared  with  an  average  of  1.2 
for  450  publicly  traded  thrifts.  Fleischer 
acknowledges  that  it  has  gotten  harder 
to  make  money  doing  risk-controlled  ar- 
bitrage but  says  the  decline  isn't  as 
steep  as  it  seems.  Two  recent  accounting 
changes  imposed  by  regulators  both 
exaggerate  Franklin's 
1986  income  and  under- 
state its  recent  perfor- 
mance, he  maintains. 

To  turn  things 
around,  Fleischer  is 
again  playing  the  con- 
trarian. Instead  of  try- 
ing to  grow  his  way  out 
of  hard  times,  he  plans 
to  batten  down  the 
hatches  and  deflate 
Franklin's  $10  billion 
balance  sheet  by  as 
much  as  half.  He'll  still 
buy  some  fancy  new 
mortgage  products  but 
will  let  assets  and  liabil- 
ities run  off  as  they  ma- 
ture if  there  isn't  a 
profitable  "spread"  to 
capture.  And,  lo  and  be- 
hold, he  now  preaches 
the  old-fashioned  invest- 
ment gospel  with  the 
fervor  of  a  convert: 
"We  believe  the  role  of 
savings  institutions  is  in  safe,  but  illi- 
quid, home  loans." 

Fleischer's  strategy  doesn't  sound 
glamorous,  but  if  anyone  can  make  a 
tactical  retreat  work,  he  can.  Despite  his 
affinity  for  innovative  investment  securi- 
ties, he  is  a  disciplined  player  who  can 
stick  with  a  business  plan,  and  he  pre- 
fers hedging  to  speculating.  But  his  tac- 
tics of  using  several  different  invest- 
ment bankers  to  his  own  advantage  also 
rubbed  some  on  the  Street  the  wrong 
way.  "Now  that  he's  in  trouble,  nobody's 
going  to  throw  him  a  lifeline,"  says  one 
investment  banker. 

Wall  Street,  of  course,  isn't  used  to 
seeing  a  small-town  lawyer  take  it  by 
storm.  And  it  certainly  isn't  above  gloat- 
ing when  the  market  finally  rains  on  his 
parade. 

By  David  Zigas  in  New  York 
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Coumiey  Skinner  and  a  35-person  team  used  a  Murata  fax  to  relay  weather  reports,  ice  and  snow 
warnings,  and  experimental  findmgs  via  satellite.  The  Murata  was  used  at  a  base  camp  17,000 
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THE  SKINNER  EXPEDITION  BEGAN  ITS 

ASSAULT  ON  MT  EVEREST  WITH 
4800  FT.  OF  UFEUNE,  15  TONS  OF  GEAR 
AND  A  MURATA  FAX  MACHINE. 


4 


eet  above  sea  level  for  more  than  fifty  days  without  a  single  malfunction.  . 
)0,  imagine  what  it  could  do  in  your  office.  |^  1 1  '^^'^     1^  -^gj 


ForVie  Most  Impoitant  Business 
IriVieWoiid.Yows:'" 


BATMANIAI 


HOLY  BOOTLEGGER! 

WHAT  A  LOT  OF  PHONY  BATSTUFF! 


A  'cottage  industry'  of  counterfeiters  cashes  in  on  Batman 


Why  can't  T-shirt  distributor 
Stephen  Elberts  find  any 
black  T-shirts?  "I've  gone 
through  10,000  dozen  black  T-shirts  al- 
ready," says  Elberts,  president  of  S&S 
Inc.  in  Addison,  III.  "I  could  have  sold 
20,000  dozen  last  week." 

Blame  Batmania — and  a  flock  of  small 


and  there's  an  opportunity 
to  make  a  quick  buck." 

Estimates  are  that  nearly  25' 
of  the  Batman  merchandise  on  the 
market  isn't  made  by  manufacturers  li- 
censed by  Licensing  Co.  of  America 
(LCA),  the  merchandising  arm  of  Warner 
Communications  Inc.,  Batman?,  co-pro- 
ducer. That  obviously  violates  trademark 
laws.  And  just  as  obviously,  since  it 
means  bootleggers  are  skimming  sales 
and  driving  down  prices,  neither 
Warner  nor  its  licensees  are 
pleased.  "Pirated  merchandise  is 
everywhere,"  says  LCA  marketing 
executive  Karine  Joret.  "We  are 
conducting  raids  every  day." 
Warner  has  licensed  100  companies  to 
turn  out  some  300  items,  including  hats, 
key  chains,  sheets,  a  toy  Batcave, 
coffee  mugs — even  Batsoap  on 
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Batrepreneurs.  Bootleg 
gers  are  feverishly  doing  their  best 
to  cash  in  as  quick  as  they  can  on 
the  movie  Batman,  which  generat- 
ed $40  million  at  the  box  office  in 
its  first  weekend.  Up  and  down 
Manhattan's  Orchard  Street,  all 
over  Soulard  Farmer's  Market  in 
St.  Louis,  and  along  Los  Angeles'  Venice 
Beach,  Batman  T-shirts  are  a  bar- 
gain. Asks  a  St.  Louis  vendor: 
"Why  go  to  a  department 
store  and  pay  $10  or  $15 
for  this  shirt  when  you 
can  buy  it  right  here 
for  $5?" 

Why  indeed.  Nor 
are  the  bootleggers' 
bargains  limited  to 
T-shirts.  Buttons, 
caps,  and  a  slew 
of  other  Batstuff, 
much  of  it  unautho- 
rized, is  hitting  the 
market.  "People  are 
developing  cottage  industries  in  their 
basements,"  says  Murray  Altchuler,  ex- 
ecutive director  of  the  Licensing  Indus- 
try Merchandisers'  Assn.  "Some  small- 
time entrepreneur  sees  Batman's  on  top. 


Warner  licensed 
some  300  batman 


ITEMS.  BUT  NEARLY  25% 
OF  BATGOODS  ARE  UNLICENSED- 
SUCH  AS  THE  BLACK  T-SHIRT 
AND  BATMAN  BUTTONS  ABOVE 


a  rope.  To  build  enthusiasm,  Warner  got 
its  licensing  act  into  gear  as  far  back  as 
last  fall.  But  recently,  as  LCA  saw  boot- 
leggers get  going,  it  went  into  over- 
drive. "Bootlegging  spreads  when 
there's  a  shortage  of  goods,"  explains 
one  licensee,  who  did  not  want  to  be 
identified.  "That's  why  LCA  awarded 
more  licenses."  Altchuler  predicts  sales 
will  reach  $250  million  before  the  Christ- 
mas season  begins.  To  date,  merchan 
dise  from  the  Star 
Wars  trilogy  has 
reached  $2.6  bil- 
lion in  sales. 

T-shirt  jobber  El- 
berts knows  that 
"there's   tons  of 
bootlegging  going 
on  with  Batman 
because  of  the 
high  volume  of  calls 


from  small-scale  buyers."  Elberts  pur- 
chases blank  shirts  from  Hanes  Cos.  and 
Fruit  of  the  Loom  Inc.  and  turns  them 
over,  still  blank,  to  those  who  print 
the  shirts  and  sell  them  to  retail- 
ers. The  minimum  order  S&S  ac- 
cepts is  $25,  an  invitation  to 
counterfeiters.  "We  sell  the 
shirts  to  whoever  wants  to 
buy  them.  We  never  ask  a 
customer  what  they're  going 
to  print  on  the  shirts,"  Elberts 
says.  "One  customer  did  mention 
that  all  he  was  going  to  do  all  week- 
end was  sit  in  his  basement  and  screen 
Batman  T-shirts." 

Statements  like  that  infuriate  such  le- 
gitimate producers  as  Gary  Zimmerman, 
president  of  Dorfman-Pacific,  based  in 
Stockton,  Calif.  "A  lot  of  retailers  have 
waited  till  the  reviews  were  out," 
he  observes.  "Now,  they  want  the 
goods  today.  They  don't  want 
seven  days  delivery.  Bootleggers 
can  give  them  today." 
CEASE  AND  DESIST.  Typically,  the 
way  to  tell  licensed  from  bootleg 
merchandise  is  to  check  the  la- 
bel— the  real  thing  usually  car- 
ries the  letters  TM  in  a  circle,  the 
trademark  symbol.  Trouble  is,  li- 
censed manufacturers  in  a 
hurry  often  skip  the  label 
step  to  move  the  merchan- 
dise faster.  And  bootleg- 
gers try  to  fashion  labels 
that  look  identical  to  the  licensees', 
Harder  still  is  cracking  down  on 
violators.  It's  up  to  the  licensor — in! 
this  case,  LCA — to  act  against  the 
bootleggers,  first  by  getting  a 
court  to  issue  a  cease  and  desist 
order.  Joret  notes  that  LCA  has  put 
teams  of  private  investigators  and 
lawyers  on  retainer  around  the 
country.  "Every  major  licensor  acts 
as  fast  as  he  can,"  says  Altchuler.  But 
Zimmerman  complains  that  isolated  pro 
grams  aren't  enough:  "If  you  sue  their 
pants  off,  what  are  you  going  to  get?  A 
box  of  T-shirts?" 

As  it  stands,  that  might  not  be  so  badi 
a  haul.  Zimmerman  says  that  his  "big-' 
gest  business  problem  right  now  is  get 
ting  black  T-shirts." 

By  Gianna  Jacobson\ 
ill  St.  Louis 
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Budget  your  own  data  network's 
monthly  expenses... 


or  budget  with 
Sears  Communications  Company! 


Running  your  own  network 
is  rarely  as  easy  as  it  seems. 

You  never  know  when  costs 
will  Fluctuate  and  put  those 
hard  to  explain  spikes  on 
your  data  communications 
cost  charts.  You  may  have 
to  add  temporary  data  pro- 
cessing people  because  your 
regular  staff  has  its  hands 
full  "tuning"  your  network. 
You  could  even  incur 
unanticipated  expenses  to 
send  your  traffic  over  alter- 
nate routes  when  your  net- 
work develops  problems 
you  can't  fix  quickly. 

company?" 


But  when  you  connect  to 
the  Sears  Communications 
Network^  budgeting 
becomes  easier  Much  easier 
Your  per-site  charge  includes 
modems,  lines,  maintenance, 
management,  back-up  facil- 
ities, personnel.  All  of  those 
cost  items  that  need  to  be 
controlled  but  just  aren't. 

We  base  your  charge  on  a 
per-site  basis  with  usage 
included.  We  help  insulate 
you  from  fluctuating  tariff 
charges.  We  also  submit 
monthly  reports  to  help  you 
manage  your  network. 


It's  just  easier  to  predict 
monthly  costs  using  Sears 
Communications  Network 
than  using  your  own.  Call 
your  Sears  Communications 
Company  Account  Executive 
for  full  details  without  obli- 
gation. (312)  577-7766. 
Outside  Illinois: 
(800)255-3^^3. 


Sears 

communications  1 
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DID  THE  BELZBERGS  SEE 
GREEN  AND  REJECT  IT? 


►  The  Belzbergs  of  Vancou- 
ver often  protest  that  they're 
not  a  family  of  greenmailers. 
And  a  July  3  Securities  &  Ex- 
change Commission  filing  ap- 
pears to  bolster  their  case.  In 
that  document,  the  Belzbergs' 
First  City  Financial  implies 
that  floor-covering  giant  Arm- 
strong World  Industries  tried 
to  offer  it  a  deal  to  go  away. 

First  City  disclosed  that 
Armstrong  offered  to  buy 
back  First  City's  10%  stake  in 
the  company  as  part  of  a  de- 
fensive employee  stock  own- 
ership plan  it  was  rushing 
into  place.  But  the  Belzbergs 
refused,  saying  they  want  to 
buy  and  run  the  company. 
Armstrong  denies  it  offered 
them  a  premium  price. 

Arbitrageurs  clearly  think 
Armstrong  is  in  play.  Its 
shares  closed  at  47%  on  July 
5,  up  10?!.  Armstrong  Chair- 
man William  Adams  vows  a 
fight  to  stay  independent. 


CONSGOLD  FINDS 

A  MATE—BRITISH,  TOO 


►  After  a  brief  two-week 
courtship,  Hanson  won  the 
hand  of  another  British  com- 
pany, Consolidated  Gold 
Fields,  for  $5.5  billion  in  cash, 
warrants,  and  a  special  Cons- 
Gold  dividend  (page  144).  The 
agreement  comes  after  Cons- 
Gold  beat  back  a  hostile  offer 
from  South  Africa's  Minorco. 
Hanson  is  expected  to  sell  big 
chunks  of  ConsGold,  including 
its  interest  in  South  African 
gold  mining  operations  and  its 
497'  stake  in  Newmont  Min- 
ing. ConsGold  Chairman  Ru- 
dolph Agnew  will  probably  be 
eased  out,  say  some  insiders. 


BLEAK  DAYS  AT 

WANG  LABS  

►  Troubles  mouni  at  Wang 
Laboratories:  The  belea- 
guered minicomputer  compa- 
ny says  it  will  report  "sub- 
stantial" losses  for  the  year 


ended  June  30,  caused  partly 
by  restructuring  charges. 
Barry  Willman  at  Sanford  C. 
Bernstein  expects  aftertax  op- 
erating losses  to  be  about 
$115  million  for  the  year,  on 
sales  of  about  $3  billion. 
That's  before  severance  pay- 
ments for  more  than  3,000 
people  and  other  charges. 

Wang's  new  products  are 
not  selling  well,  and  fees  from 
maintaining  installed  sys- 
tems— one-third  of  Wang's 
revenues — are  shrinking.  To 
relieve  its  negative  cash  flow, 
Wang  is  trying  to  renegotiate 
$300  million  in  short-term 
credit  lines  with  its  banks. 
Separately,  An  Wang,  the 
company's  founder  and  chief 
executive,  has  been  diagnosed 
with  esophageal  cancer  and 
faces  surgery  July  14. 


THINGS  ARE  SMELLING 
ROSIER  AT  UNILEVER 


►  Ah,  the  sweet  smell  of  suc- 
cess. Unilever's  deal  with  fi- 
nancier Meshulam  Riklis  to 
buy  his  Faberge  cosmetics 
unit  went  kaput,  but  the  An- 
glo-Dutch consumer  goods  gi- 
ant appears  to  have  landed 
another  big  U.  S.  cosmetics 
company. 

Unilever  plans  to  pay  $306 
million  for  Minnetonka's  Cal- 
vin Klein  Cosmetics  unit, 
maker  of  Obsession  and  Eter- 
nity perfumes,  and  push  its 
brands  overseas.  The  July  3 
deal  comes  on  the  heels  of 
Unilever's  $120  million  pur- 


STILL  DREAM  OF  BEING  THE  FIFTH  BEATLE? 


Back  in  1962,  when  rock  'n'  roll 
and  the  people  who  made  it  were 
young,  the  Beatles  played  12 
hours  a  day  in  a  seedy  Hamburg 
nightclub,  subsisting  on  corn 
flakes  and  diet  pills  while  they 
waited  for  their  big  break. 

These  days,  rock  'n'  roll  is  big 
business,  and  the  kids  who  once 
dreamed  of  being  the  fifth  Bea- 
tle  are  now  stockbrokers  and 
software  engineers.  But  they 
still  have  a  guitar  up  in  the  attic,  and  San  Francisco  nightclub 
owner  Gilbert  Klein  thinks  a  few  of  them  will  happily  part  wiih 
$3,500  to  attend  a  rock  'n'  roll  fantasy  camp  in  August.  The 
campers  will  spend  a  week  in  San  Francisco,  rehearsing  and 
recording  at  big-name  studios  and  learning  tricks  of  the  trade 
from  the  likes  of  Starship  guitarist  Craig  Chaquico.  They'll  end 
the  week  by  playing  a  concert  at  the  famous  Fillmore  auditori- 
um. Actually,  though,  the  rock  experience  won't  be  quite  com- 
plete: Groupies  are  not  included  in  the  package. 


chase  of  the  European  per- 
fume operations  of  Schering- 
Plough.  Although  Faberge  is 
a  far  bigger  prize,  Unilever 
has  some  consolation  in  its 
latest  deal:  It  apparently  beat 
out  Riklis  in  the  bidding  for 
Calvin  Klein. 


A  LIFELINE  FROM 
BIOSCIENCE  TO  MARION 


►  U.  S.  Bioscience,  a  startup 
with  several  anticancer  drugs 
in  development,  could  help 
cure  what  ails  Marion  Labora- 
tories. Marion  has  agreed  to 
pay  $15  million  for  2.5  million 
newly  issued  shares  of  Biosci- 
ence, amounting  to  nearly 


207f  of  its  stock.  The  deal  also 
gives  Marion  an  option  to  buy 
up  to  347'  more  stock  at  $ 
share  or  better. 

Marion  has  next  to  nothing 
in  its  drug-development  pipe- 
line. Bioscience  could  help 
with  an  ovarian-cancer  drug 
that  may  hit  the  market  early 
next  year.  Another  Bioscience 
drug,  which  may  be  thre( 
years  off,  could  put  mon 
punch  in  chemotherapy  anc 
radiation  treatment  by  safel> 
permitting  higher  doses. 


STERN  ACTION  BY 
KINDER-CARE 


►  Kinder-Care  is  moving  fas 
to  expel  its  problem  children 
Only  weeks  after  unveiling 
$215  million  restructuring 
plan  involving  the  total  spin 
off  of  its  Kinder-Care  Learn 
ing  Centers  subsidiary,  th( 
Montgomery  (Ala.)  conglom 
erate  announced  on  July 
that  it's  exiting  the  energj 
and  real  estate  syndicatior 
businesses  and  unloading  ar 
investment  portfolio  once  val 
ued  at  $83  million. 

Kinder-Care  will  write  ofi 
some  $35  million  from  its  rea 
estate  and  energy  operations 
The  day-care  subsidiary  ex 
pects  to  lose  $18  million  bj 
liquidating  its  portfolio  of  pre 
ferred  stocks  and  bonds. 
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KEVLAir  UTS  THIS  115-POUND 
WOMAN  UFT  50  TONS. 


The  lightweight  sling  on  this  woman's  shoul- 
ders is  strong  enough  to  lift  100,000  pounds; 
yet  light  enough  for  her  to  handle  alone.  This 
rare  combination  of  properties  is  provided  by 
an  amazing  material— KEVLAR  aramid  fiber 
from  DuPont. 

Remarkably  strong.  Remarkably  light- 
weight. Just  a  few  of  the  amazing  benefits  of 
KEVLAR.  In  addition,  it's  resistant  to  heat, 
wear  and  chemicals.  Provides  low  elongation 
to  break.  And  is  available  in  a  wide  range  of 
forms  including  pulp,  staple,  yarn,  paper  and 
non-wovens. 

Even  more  remarkable  is  what  happens 
when  KEVLAR  is  added  to  other  products. 

  Your  products.  KEVLAR  enables  them 

to  perform  miracles.  Fragmentation 
\  vests  of  KEVLAR,  for  example,  pro- 
tect our  armed  forces.  Chaps  of 
KEVLAR  can  stall  a  chain  saw. 
KEVLAR  aramid  pulp  in 
brakes  lasts  longer  and 
is  safer  than  asbestos. 
Now,  it's  time  for  you 
to  put  the  strength 
of  KEVLAR  and 
the  strength  of 
DuPont  to  work 
for  your  product. 


UHCOMMON  PROBLEMS. 
UNCOMMON  SOLUTIONS. 

'KEVIAR.  FROM  DUPONT. 
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INrEL386 
MCROPROCESSORI 

HAS  HAD  A 
HUGE  IMPACTON 
mMPlJTING 


72  B 


BurrrssiiLL 

ONIYACfilP 

Les  Vadasz,  Senior  VFJ  &  General  Manager,  Intel  Systems  Group 


When  you  first  take  our  80386  out 
of  the  package,  it  has  all  the  comput- 
ing power  of  a  cufflink. 

It's  not  till  you  actually  design  this 
chip  into  a  system  that  you  see  it  for 
what  it  is.  A  powerful  engine  that's 
created  a  brand  new  $5  billion  market. 
In  just  a  few  short  years. 

And  by  integrating  this  chip  into 
boards  and  systems,  we've  helped  our 
OEM  customers  get 
a  head  start  on  this 
new  technology  In 
every  way  from 
design  to  manufac- 
turing. 

When  it  comes 
to  design,  our 
MULTIBUS*  II 
board  allowed 
customers  to 
develop  products 
with  full  32-bit 
capabilities.  And 
that  was  before  we 
even  announced  our  386™  micropro- 
cessor As  a  result,  when  we  did  introduce 
the  chip,  all  they  had  to  do  was  plug  it 
into  the  board. 

We  offer  just  as  much  help  with 
manufacturing.  As  you  can  see  from  the 
chart  on  this  page,  we  shipped  over 
half  a  million  boards  and  systems  in 
1988.  And  we  offer  advanced  systems 


1986 


1987 


1988 


TOTAL  INTEL  BOARDS  AND  SYSTEMS  MANUFACTURED 


manufacturing  capability  Including 
one  of  the  most  sophisticated  surface 
mount  production  lines  you'll  find 
anywdiere. 

But  we're  also  flexible.  Last  year, 
we  shipped  over  900  different  boards 
and  systems.  In  short  runs  and  huge 
volumes.  From  add-in  memory  cards 
to  integrated  systems  with  super- 
computer performance. 

So  whether 
you're  looking  for  a 
high-performance 
chip,  a  board-level 
product,  or  a  fully 
assembled  system, 
you  can  get  it  all 
from  the  same 
source.  And  when 
you  let  us  take  care 
of  the  details,  you 
can  concentrate  on 
adding  value.  In  the 
area  you  know  best. 
Just  call  us  at 


1989  Projected 


(800)548-4725  and  we'll  send  you  a 
brochure  that  shows  what  impact  our 
80386  boards  and  systems  can  have  on 
your  business.  Because  the  80386  is 
more  than  a  chip.  A  lot  more. 


intJ 
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Watch  The  Struggle  For  Democracy  on  PBS,  starting  the  week  of  July  10,  made  possible  by  a  grant  from  Intel. 


How  to  get  quality  fidght  transportation 

at  55  mph  or  550  mph. 


Whether  its  on  the  ground  or  in  the  air,  CF  gives  its 
customers  a  full  spectrum  of  freight  transportation  services. 

Out  on  the  highway  our  Motor  Freight  company  has  been 
making  on-time  and  efficient  deliveries  for  60  years.  In  fact  we 
were  the  first  truly  nationwide  trucking  company  While  today, 
the  most  advanced  computer  center  in  the  industry  allows  us 
to  give  our  customers  the  most  cost-efficient  service  possible. 

Meanwhile  up  in  the  skies,  Emery  Worldwide,  our 
air  freight  company,  gives  you  door-to-door  delivery  for  any 
size  shipment  anywhere  in  the  world.  Emery  Worldwide 
serves  you  with  one  of  the  world's  largest  air  freight  fleets,  a 
network  of  more  than  350  facilities  throughout  North  America 
and  88  countries,  and  a  range  of  services  to  meet  every 
business  need.  All  this  is  made  possible  by  The  CF  Company 
with  the  financial  strength  and  the  management  commitment 
to  cover  aU  bases.  Because  no  matter  what  the  altitude, 

we've  got  the  aptitude. 

COnSOLIDRTED 
FREIGHTUJnVS,  IHC. 


Company 


Miles  aheaD 
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YHY  BUDGET-BY-CRISIS 
MAY  BE  FOR  THE  BEST 


1^  nyone  who  thought  the  April  budget  accord  between 
^^the  White  House  and  Capitol  Hill  meant  next  year's 
budget  would  be  worked  out  in  harmony  is  in  for  a 
ide  awakening.  In  mid-July,  Washington  will  plunge  into  a 
■ries  of  budget  crises,  marked  by  warnings  of  catastrophe 
id  threats  of  a  government  shutdown. 
But  in  an  odd  way,  the  return  of  budgeting-by-crisis  may  be 
,r  better  for  deficit  reduction  than  the  bipartisan  love  fest 
at  produced  the  original  budget  deal.  Although 
e  crises  may  worry  financial  markets,  a  speedy 
rreement  to  implement  another  mostly  phony 
•ogram  would  be  an  admission  of  failure,  while 
struggle  that  lasts  until  October  could  be  a  sign 
progress.  Welcome  to  Budgetland,  where 
)ending  increases  reduce  the  deficit,  tax  cuts 
,ise  money,  and  nothing  is  quite  what  it  seems. 
Congressional  committees  are  supposed  to  com- 
ete  action  on  details  of  the  1990  budget  by  July 
1,  but  none  have  acted  yet.  They  are  waiting  for 
e  House  Ways  &  Means  Committee,  which  is 
)out  to  begin  looking  for  about  $5.3  billion  in 
;w  revenues  to  meet  the  budget  target. 
Committee  Chairman  Dan  Rostenkowski  (D-Ill.)  will  proba- 
y  stitch  together  a  number  of  small  revenue  raisers.  The 
ickage  could  include  restrictions  on  employee  stock  owner- 
;ip  plans  and  corporate  bonds  that  defer  interest  until  matu- 
;y.  The  panel  is  also  likely  to  extend  federal  excise  taxes  on 
lephones  and  airplane  tickets. 

iBNY  GAME.  But  Congressional  leaders,  including  Rosty, 
3uld  still  like  to  take  a  serious  whack  at  a  multiyear  budget 
is  year.  That,  they  argue,  will  mean  $20  billion  to  $30  billion 
new  taxes  and  a  like  amount  in  new  spending  reductions  for 
;cal  1991. 

Rosty  won't  even  try  to  deal  with  such  tax  hikes  now.  He 
ade  overtures  to  Bush  in  June,  playing  a  variation  of  the 
;e-old  carny  game  called  "wallet  on  a  string."  The  bait  was 
operation  with  Bush's  campaign  promise  to  slash  the  top 
te  on  capital  gains.  But  when  Bush  hesitated,  Rosty  whisked 


it  away,  claiming  he  lacked  the  support  of  fellow  Democrats. 

Bush's  refusal  to  play  along  derailed  both  the  capital-gains 
plan  and  chances  for  a  quick  deal  on  the  '91  budget.  But 
nothing  ever  really  dies  in  Budgetland.  Both  may  resurface  in 
the  fall.  House  and  Senate  Democrats  are  prepared  to  give 
Bush  all  the  time  he  needs  to  back  out  of  his  "no  new  taxes" 
campaign  pledge.  Once  he  does,  both  capital  gains  and  talk  of 
a  big  budget  agreement  will  reappear. 

Meanwhile,  the  budget  process  is  about  to  en- 
ter the  house  of  mirrors,  where  another  crisis 
may  lurk.  On  paper,  the  April  agreement  trims 
the  '90  deficit  to  just  below  $110  billion,  as  re- 
quired by  Gramm-Rudman.  Around  the  middle  of 
the  month,  the  Administration  is  supposed  to  tell 
the  Hill  whether  it  will  actually  reach  the  target, 
given  updated  economic  assumptions.  Instead, 
Richard  G.  Darman,  director  of  the  Office  of 
Management  &  Budget,  is  likely  to  send  up  a  set 
of  forecasts  that  leaves  Congress  not  knowing 
whether  the  budget  is  in  compliance.  This  deliber- 
ate sowing  of  confusion  gives  Darman  more  time 
to  work  on  what  he  calls  his  "big  fiscal  fix." 
Then  there's  the  debt-ceiling  roller  coaster.  Before  lawmak- 
ers take  off  for  their  August  recess,  they  must  approve  an 
increase  in  the  $2.8  trillion  debt  limit  or  risk  a  government 
shutdown.  Chances  are  that  just  as  the  pros  in  the  financial 
markets  are  about  to  get  really  upset,  Congress  will  vote  at 
the  last  minute  to  keep  the  government  going  until  late  Sep- 
tember, when  the  fiscal  year  ends.  The  threat  of  another 
shutdown  on  Oct.  1  will  keep  the  pressure  on  both  lawmakers 
and  the  White  House  to  make  real  progress. 

All  of  this  may  look  like  an  unnecessary  excursion.  Howev- 
er, getting  Congress  and  the  Bush  Administration  to  agree 
to  tax  hikes  and  spending  cuts  that  neither  of  them  really 
wants  can  not  be  done  in  a  straightforward  fashion.  For 
in  the  fantasy  world  of  Budgetland,  progress  comes  only 
after  a  long  and  twisted  journey. 

By  Howard  Gleckman 


IPITAL  WRAPUPI 


HRIITS 


Even  as  the  House  and  the  Senate 
sit  down  to  work  out  their  differ- 
nces  over  the  savings  and  loan  bill, 
wo  Administration  agencies  are  fight- 
ig  over  the  logistics  of  the  bailout.  At 
;sue  is  the  management  of  the  Resolu- 
ion  Trust  Corp.,  a  new  agency 
harged  with  selling  off  up  to  $500  bil- 
on  worth  of  foreclosed  real  estate 
wned  by  insolvent  thrifts.  The  Federal 
)eposit  Insurance  Corp.,  which  will  be 
oing  most  of  RTC's  heavy  lifting, 
^ants  a  seat  on  its  board.  But  the 
'reasury  Dept.  fears  that  an  FDic  di- 
9ctor  would  be  in  the  position  of  over- 
eeing  his  own  agency.  The  Treasury  is 


now  looking  for  prominent  workout 
specialists  to  serve  with  the  RTC,  either 
as  chief  executive  or  as  directors.  One 
name  under  consideration:  Preston 
Martin,  former  vice-chairman  of  the 
Federal  Reserve  Board. 

PEOPLE  

Air  Force  General  Robert  T.  Herres 
is  emerging  as  a  leading  candi- 
date to  succeed  retiring  Admiral  Wil- 
liam J.  Crowe  Jr.  as  chairman  of  the 
Joint  Chiefs  of  Staff.  Herres  is  cur- 
rently vice-chairman.  .  .  .  White  House 
aide  Richard  Breeden  is  the  latest  in  a 
string  of  candidates  rumored  to  be  in 
line  for  the  chairmanship  of  the  Securi- 
ties &  Exchange  Commission. 


FLAG  WAVING 


lost  Democrats  don't  much  like 
I  President  Bush's  proposed  con- 
stitutional amendment  allowing  states 
to  prohibit  desecration  of  the  flag.  But 
key  Democratic  constituencies,  includ- 
ing veterans'  groups,  Southerners,  and 
blue-collar  conservatives,  passionately 
want  Congress  to  reverse  the  recent 
Supreme  Court  ruling  on  flag-burning. 
As  a  result,  Democratic  leaders  are  re- 
luctant to  take  a  stand  on  the  highly 
charged  issue.  House  Speaker  Thomas 
S.  Foley  (D-Wash.)  is  quietly  telling  his 
colleagues  that  their  best  course  is  to 
drop  public  opposition  and  let  the 
states  have  a  crack  at  the  amendment. 


HINGTON  OUTLOOK 
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THE  POWER  OF  BELIEF:  #1  in  a  series 


When  you  aim  for  perfection, 
you  discover  it's  a  moving  target. 


Every  advance  in 


quality  raises  new  expectations.  The  company 


OUR  FVNIMMENTAL  OBJECTIVE 
(Eivryone's  Overriding  Respotisibility) 


To.a.cus.omersausfi.cao„     that  is  satisfied  with  its 


MOTOROLA  INC. 


Over  100,000  Molorolans  carry  this 
card  at  all  fimes ...  a  constant  reminder  of 
everyone's  overridir}g  responsibility. 


progress  will  soon  find  its 


customers  are  not.  It  is  this  belief  that  has 


spurred  Motorola  to  a  100 -fold  improvement 
in  quality  since  1981 .  ■  Our  formula  is  a  simple 
one:  First,  banish  complacency.  Second, 
set  heroic  goals  that  compel  new 
thinking.  Finally  "raise  the  bar'' 


Motorola  semiconductor  delects, 
once  measured  in  parts  per  fhou- 

'  Malcolm  Baldnge  sond,  are  now  measured  in  parts 

Winner  1988  Jf^lW National  P""' ""'^      p°"'  p""' 

Quality 
''Award 


mm 

>88  mm^ 

mm^A 


I 


as  you  near  each  goal.  Set  it  out  of  reach  all 


over  again.  ■  Today,  Motorola's  standard  is 
Six  Sigma  quality  in  all  we  do  by  1992.  In 
statistical  terms:  99.9997  percent  perfect.  Our 
progress  has  been  swift.  Recently,  Motorola 


shared  the  first  Malcolm  Baldrige 
National  Quality  Award,  given  by 
the  President.  ■  Total  customer 
satisfaction,  our  goal,  is  now  on 


In  1988  Motorola  was  a  winner  of  the 
Moicolm  Baidnge  Notional  Quality  Award. 


the  horizon.  We  dare 


not  rest  in  its  pursuit. 
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CANADA I 


THE  TRADE  PACT  IS  TURNING 
INTO  A  ONE-WAY  STREET— SO  FAR 


If  business  continues  heading  south,  Canada's  economy  could  be  hard  hit 


Tibor  G.  Soltesz  of  Vancouver,  B.  C, 
likes  the  U.  S. -Canadian  Free 
Trade  Ajjreement.  Tired  of  bureau- 
cratic delays  in  obtaining  promised  pro- 
vincial government  funding,  Soltesz 
\)\am  to  build  a  new  dental-eciuipment 
jjlant  in  Pullman,  Wash.  Besides  getting 
low-interest  loans  from  the  state,  his 
company.  Executive  Dental  Supply  Ltd., 
will  enjoy  cheaper  labor  and  material 
costs  and  a  lower  tax  bill.  "I  may  end  up 
moving  everything  to  Pullman  and  ex- 
I)ort  back  to  Canada,"  he  says. 

Six  months  after  the  Free  Trade 
Agreement,  the  evidence  is  mounting 
that  Canada's  economy  may  be  headed 
for  tougher,  not  better,  times.  Like  Sol- 
tesz, other  Canadian  executives  are 
rushing  across  the  border  to  set  up  man- 
ufacturing bases  in  what  they  see  as  a 
more  hospitable  climate.  Analysts  expect 
a  double-digit  percentage  gain  in  Canadi- 
an investment  in  America  this  year,  to 


more  than  $41  billion.  The  unexpected 
shift  to  U.  S.  production  by  potentially 
large  numbers  of  companies  comes  as 
Canada's  exports  to  America  are  flatten- 
ing out.  With  U.  S.  auto  sales  slow,  Can- 
ada is  particularly  hard  hit.  Autos  and 
auto  ijarts  are  by  far  its  largest  export. 
SALUTARY  SQUEEZE?  All  this  means 
trouble  for  the  country's  traditionally 
big  trade  surplus  with  the  U.  S.  While 
American  exports  to  Canada  have  risen, 
the  rate  of  increase  of  Canadian  exports 
has  slowed.  In  the  first  quarter,  Cana- 
da's surplus  with  the  U.  S.  sagged  to 
$2.8  billion,  reflecting  a  27'/'  reduction 
over  the  same  period  two  years  ago. 
And  the  slowdown  in  Canada's  auto  ex- 
ports is  sure  to  deepen.  Ford  Motor  Co. 
of  Canada,  for  example,  extended  the 
summer  shutdown  of  an  Ontario  plant 
from  three  to  eight  weeks  because  larg- 
er models  made  there  are  selling  slowly 
in  the  U.  S. 


Some  economists  think  the  squeeze  on 
Canada's  surplus  is  temporary — and  is 
actually  good.  Burns  Fry  Ltd.  chief 
economist  Sherry  Atkinson  Cooper  ar- 
gues that  a  significant  portion  of  the 
import  surge  is  due  to  Canadian  compa- 
nies buying  sophisticated  machinery  and 
equipment  needed  to  upgrade  factories 
and  make  them  more  competitive. 

But  others  see  a  convergence  of 
trends  that  could  deeply  rattle  the  Cana- 
dian economy  and  re-ignite  political  con- 
troversy over  free  trade.  Although  no 
one  is  predicting  that  Canada  will  slip 
into  a  trade  deficit,  further  sharp  reduc- 
tions in  the  country's  surplus  would  af- 
fect Ottawa's  ability  to  service  its  debts 
and  lead  to  a  decline  in  living  standards. 
As  Canadian  companies  shift  production, 
workers  could  be  displaced. 

Such  a  series  of  events  could  force 
Canadians  to  make  painful  decisions 
about  their  fiscal  policy  and  labor 
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osts — problems  that  existed  long  before 
he  trade  pact  took  effect  on  Jan.  1. 
The  real  danger  here  is  that  the  Free 
'rade  Agreement  is  going  to  be  blamed 
or  more  structural  problems  in  the  Ca- 
adian  economy,"  says  Peter  Morici,  a 
lanadian  business  specialist  at  the  Uni- 
ersity  of  Maine. 

lETTER  INFORMED.'  But  for  the  moment, 
le  rush  is  on.  Trade  officials  in  Wash- 
igton,  Minnesota,  New  York,  and  the 
lew  England  states  are  reporting  a 
urge  in  expansion  commitments  from 
'anadian  businesses  looking  to  invest  in 
nd  trade  with  states  to  the  south.  "The 
'anadian  companies  have  been  more  ag- 
ressive  about  free  trade  simply  because 
ley  were  better  informed,"  says  Barba- 
a,  Mattson,  a  Canada  specialist  at  the 
linnesota  Trade  Office. 

The  prospect  of  selling  into  an  econo- 
my 10  times  larger  than  the  home  mar- 
et  is  the  most  obvious  reason  for  the 
'anadian  head  start.  But  more  impor- 
int,  a  major  shift  in  perception  is  tak- 
ig  place  on  both  sides  of  the  border, 
iter  all,  the  openness  of  U.  S.-Canada 
-ade  has  long  been  the  envy  of  the 
'orld.  Nearly  three-quarters  of  the  $180 
illion  yearly  two-way  trade  already 
lOved  duty  free.  But  the  hoopla  sur- 
)unding  free  trade  has  awakened  many 
lore  companies  to  the  possibility  of 
-acking  the  market  next  door. 

Buffalo  civic  leaders  expect  their  city 
)  be  a  major  beneficiary  of  such  think- 
ig.  Located  less  than  two  hours  by  ex- 
ressway  from  Toronto,  Buffalo  already 
as  seen  a  surge  in  Canadian  invest- 
lent.  As  Ontario's  taxes  and  costs  have 
5calated,  Canadian  companies  have 
billed  into  New  York.  Edward  R. 
teger,  chief  executive  officer  of  Stetron 
iternational  Inc.,  a  Toronto-based  elec- 
•onic-components  maker,  has  been 
radually  expanding  his  Buffalo  pres- 
ice  to  serve  Canadian  customers  also 
oving  their  production.  Says  Steger:  "I 
)ent  $1  million  for  a  building  in  Buffalo 
lat  would  have  cost  $10  million  or  more 

Toronto." 

\NKEE,  GO  NORTH.  Although  the  Cana- 
ans  have  been  faster,  the  American 
cport  drive  could  be  much  broader. 
Dnsider  what  happened  in  Niagara 
ills,  N.  Y.,  in  June.  Planners  at  the 
.  S.  Small  Business  Administration  had 
)ped  to  draw  a  few  hundred  people  to  a 
iminar  on  free  trade.  To  their  amaze- 
ent,  more  than  1,800  people  jammed 
to  the  Niagara  Falls  convention  and 
VIC  center  to  hear  U.  S.  Trade  Repre- 
ntative  Carla  A.  Hills  talk  about  ex- 
)rting  to  Canada.  Some  22  states  were 
presented.  If  only  a  fraction  of  the 
merican  companies  attending  such 
■minars  are  successful,  the  impact 
ould  be  enormous. 

One  thing  is  for  sure.  Free  trade  al- 
ady  is  spawning  much  deeper  econom- 


ic ties  along  north-south  corridors. 
Washington's  ties  with  Vancouver  are 
expanding,  as  are  Minnesota's  with  Can- 
ada's prairie  states.  New  York's  with 
Ontario  and  Quebec,  and  New  England's 
with  the  maritime  provinces. 

Rather  than  doing  east-west  business 
across  tremendous  distances,  Canadian 
companies  are  looking  south.  "If  you're 
in  Winnipeg  or  Regina,  it  makes  sense  to 


look  to  Minot  and  Fargo  [N.  D.],"  says 
Peter  Belanger,  a  Canadian  trade  officer 
in  Minneapolis.  That  could  rub  the  coun- 
try's nationalist  sentiments  the  wVong 
way.  Canada's  integration  into  a  conti- 
nental-scale economy  is  accelerating. 
The  economic  and  political  shock  waves 
may  do  the  same. 

Bi/  Chuck  Hawkins  in  Toronto  and  Wil- 
liam ,].  Hohtcin  in  New  York 


SOVIET  UNION  I 


THE  SUPREME  SOVIET 
FLEXES  ITS  HYET  POWER 


As  checks  and  balances  shake  up  the  bureaucracy,  trade  deals  languish 


The  scene  was  the  Kremlin,  but  for 
all  the  pushing  and  shoving,  it 
might  as  well  have  been  Capitol 
Hill.  Soviet  trade  maven  Vladimir  Ka- 
mentsev,  up  for  reappointment  as  chair- 
man of  the  influential  state  commission 
for  foreign  economic 
relations,  was  receiv- 
ing a  sharp  grilling 
from  members  of  the 
newly  elected  Su- 
preme Soviet.  He 
was  accused  of  being 
too  eager  to  exploit 
natural  resources  for 
foreign  currency  and 
of  tolerating  nepo- 
tism on  the  commis- 
sion. Then,  in  a  July 
4  vote,  Kamentsev, 
one  of  the  architects 
of  the  Soviets'  trade 
consortium  with  six 
blue-chip  U.  S.  com- 
panies, was  rejected. 

The  housecleaning 
won't  end  there.  Dur- 
ing its  session,  last- 
ing until  Aug.  4,  the 
Supreme  Soviet  and 
its  22  committees 
and  commissions  are 
flexing  their  fledg- 
ling muscles.  The  542 
legislators,  just 
picked  by  the  new 
Congress  of  People's 
Deputies,  are  for  the 
first  time  in  seven 
decades  free  to  reject 
party-backed  nomi- 
nees. It's  a  key  step 
in  President  Mikhail  S.  Gorbachev's  plan 
to  reduce  the  government's  dominant 
role  in  the  economy.  A  key  goal:  slash  15 
million  bureaucrats  from  bloated  pay- 
rolls over  the  next  10  years. 

Already,  the  Supreme  Soviet  has  re- 
jected a  half-dozen  would-be  ministers 


'Any  foreign  company 

that  plans  a  big 
project  involving  a  lot 
of  construction 
will  have  to  come 
before  our  committee.' 

BORIS  N.  YELTSIN 

Head  of  the  Supreme  Soviet's  committee 
for  construction  and  architecture 


despite  recommendations  from  Prime 
Minister  Nikolai  I.  Ryzhkov  and  the 
Communist  Party  Central  Committee. 
The  biggest  loser  so  far:  Gennady  Bogo- 
myakov,  the  government's  choice  to 
head  the  new  Oil  &  Gas  Ministry.  Su- 
preme Soviet  mem- 
bers accused  him  of 
housing  thousands  of 
workers  in  slums  and 
of  squandering  pe- 
troleum resources 
while  he  was  the  par- 
ty boss  of  Tyumen, 
the  major  staging 
area  for  the  West  Si- 
berian oil  fields. 
NEW  CAST.  This  new 
bout  of  Soviet  de- 
mocracy is  bringing 
mixed  blessings  for 
the  hundreds  of  for- 
eign companies  that 
have  flocked  to  Mos- 
cow to  take  advan- 
tage of  Gorbachev's 
reforms.  The  foreign- 
ers, who  long  have 
complained  about  the 
calcified  bureaucratic 
system,  soon  will 
have  far  fewer  minis- 
tries to  contend  with: 
Their  number  likely 
will  be  slashed  from 
52  to  32.  But  the  ex- 
ecutives may  be 
forced  to  undergo 
some  of  the  same 
legislative  scrutiny 
as  government  ap- 
pointees now  get. 
Already,  populist  leader  Boris  N.  Yelt- 
sin, who  heads  the  Supreme  Soviet's 
committee  on  construction  and  architec- 
ture, says  he  wants  to  cut  the  govern- 
ment's $170  billion-plus  budget  deficit  by 
trimming  large  capital  investments — in- 
cluding ones  proposed  by  foreigners  if 
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TV /hen  the 

VVchange  stir  the 
economy,  a  corporation 
can  maintain  its  momen- 


tum if  it  measures  each 


Fcir  (I  step'h^-stt'ty  uccoimt.  placf?  UTitr  the 


traffic,  higher  revenue 
s  and  cost  reductions 
ted  in  net  income  of 
million.  With  reve- 
es  of  over  $4  billion 


step  carefully. 

For  100  years,  in  even  the  most 
unsettling  conditions,  The  Thorough- 
bred and  its  predecessor  companies 
have  done  more  than  just  keep  their 
balance.  In  1988,  the  natiorfe  most  effi- 
cient major  railroad  system  adroitly 
moved  on  to  new,  higher  ground. 

It  was  a  record  year.  Increases  in 


and  assets  of  over  $10 
billion,  Norfolk  Southern  stands  on  ; 
very  solid  footing.  The  Thoroughbred's 
marketing  flexibility  and  aggressive 
capital  improvements  program  position 
it  firmly  for  the  fixture. 

Clearly,  management  can  nego- 
tiate changing  terrain  and  still  stay  a 
step  ahead. 
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they  involve  huge  Soviet  spending  for 
infrastructure.  Says  Yeltsin:  "Any  for- 
eign company  that  plans  a  big  project 
involving  a  lot  of  construction  will  have 
to  come  before  our  committee." 

The  new  activism  has  some  foreigners 
worried.  Before  Gorbachev  launched  his 
reforms,  "there  was  no  challenge"  to  a 
Soviet  bureaucrat's  decision,  says  Max- 
well Asgari,  vice-president  of  Combus- 
tion Engineering  Inc.  But  already,  Com- 
bustion and  other  foreign  firms  are 
seeing  progress  stall  on  oil,  natural  gas, 
and  chemical  projects  worth  as  much  as 
$38  billion  while  the  government  sorts 
itself  out.  Says  Richard  N.  Dean,  a  Mos- 


cow-based lawyer  for  the  New  York  law 
firm  of  Coudert  Brothers:  "The  difficul- 
ty of  doing  business  here  will  increase." 
For  starters,  the  makeup  of  the  new 
government  may  not  be  known  for  at 
least  a  month. 

SHIFTING  BASE.  It  may  take  a  lot  longer 
to  see  the  reinvigorated  legislature  pro- 
duce concrete  economic  results.  Econo- 
mist Leonid  I.  Abalkin,  head  of  a  com- 
mission on  reform,  says  any  noticeable 
improvement  won't  be  apparent  for  an- 
other seven  years.  Others  worry  that  the 
new  Supreme  Soviet  will  spend  more 
time  debating  than  actually  reforming. 
It  also  is  not  known  if  cashiered  bureau- 


crats will  actually  be  forced  out  of  deci- 
sion-making roles.  For  now,  they  will  re- 
main in  their  posts  because  the  Soviets 
are  drafting  the  five-year  plan  to  start  in 
1991.  Moscow  observers  worry  that  the 
old-line  bureaucrats  may  tailor  the  plan 
so  their  futures  are  assured. 

Nevertheless,  Gorbachev  is  clearly 
consolidating  his  power  by  moving  his 
base  of  support  away  from  the  party  to 
the  new  legislature.  If  he  can  make  the 
Soviet  Union  more  of  a  nation  of  laws 
and  less  of  one  run  by  diktat,  he  will 
improve  the  odds  of  perestroika  avoid- 
ing the  bloody  fate  of  reform  in  China. 

By  Peter  Galuszka  in  Moscow 


FRANCE  I 


A  NEW  CEO  IS  TAKING  BULL 
BY  THE  HORNS 


But  Lorentz  faces  sagging  profits  and  stitfer  foreign  competition 


E! 


I  very  Sunday  morning,  before  most 
Parisians  have  dunked  the  first 
I  croissant  in  their  cafe  au  lait,  Fran- 
cis Lorentz  rolls  out  of  bed  to  go  rock 
climbing.  Lorentz  finds  hanging  off  a 
cliff  by  the  tips  of  his  fingers  and  toes 
"relaxing,"  he  says.  "It  absorbs  you  to- 
tally, both  physically  and  mentally."  He 
also  thinks  it's  good  training  for  his  new 
job.  After  seven  years  as  the 
second-in-command,  Lorentz  is 
now  chief  executive  at  Groupe 
Bull,  France's  state-controlled 
computer  company. 

Lorentz,  47,  is  taking  charge 
just  as  Bull  is  losing  its  perilous 
fingerhold  on  profitability.  In- 
deed, he  says  Bull  will  report 
"significant"  losses  for  the  first 
half  of  1989,  the  first  red  ink  it 
has  spilled  since  losing  $440  mil- 
lion from  1981  to  1984.  Lorentz, 
who  predicts  a  profit  for  the 
full  year,  blames  the  shortfall 
mainly  on  technical  glitches  at  a 
circuit  board  plant  in  France. 

But  Bull,  like  other  European 
computer  makers,  faces  a  major 
problem:  stiff  competition  from 
the  likes  of  IBM,  Digital  Equip- 
ment, and  Hewlett-Packard.  The  U.  S. 
companies  are  growing  faster  than  Bull 
in  Europe,  while  chipping  away  at  it  in 
the  U.  S.,  where  Bull  bought  into  Hon- 
eywell Inc.'s  computer  business  in  1987. 
Last  year.  Bull  earned  only  $51  million 
on  sales  of  $5.3  billion. 

Some  analysts  and  insiders  wonder  if 
Lorentz  will  be  able  to  breathe  new  fire 
into  Bull.  For  years,  he  and  Jacques 
Stern,  who  is  stepping  down  as  CEO, 


worked  so  closely  together  that  they 
shared  secretaries.  Meticulous  and  disci- 
plined, Lorentz  was  financial  officer  of  a 
water  company  before  being  lured  to 
Bull  by  Stern  in  1982.  Stormy  and  im- 
petuous. Stern  is  a  tailor's  son  who 
made  it  big  as  an  entrepreneur  before 
taking  Bull's  helm. 
Paving  the  way  for  the  transition,  Lo- 


LORENTZ  WANTS  TO  TURN  BULL  INTO  "A  TRUE  MULTINATIONAL 


rentz  and  Stern  last  year  brought  in  Ro- 
land D.  Pampel,  a  respected  former 
president  of  Apollo  Computer  Inc.  He 
runs  the  faltering  former  Honeywell  op- 
erations, now  dubbed  Bull  HN  Informa- 
tion Systems  Inc.  and  based  near  Bos- 
ton. Bull  recently  raised  its  stake  in  Bull 
HN  from  42.5%  to  69.4%,  while  Hon- 
eywell's interest  dropped  to  15.6%  and 
Japan's  NEC  Corp.'s  held  at  15%.  This 
gives  the  French  company  management 


control  of  Bull  HN.  Lorentz  says  Pampel, 
who  will  continue  to  run  Bull  HN,  will 
also  function  as  his  No.  2. 

The  challenge  now  is  to  turn  Bull  into 
"a  true  multinational,"  Lorentz  says, 
while  getting  profit  margins  up  to  the 
3%'  European  norm.  For  starters,  he  ex- 
pects combining  factories  to  yield  big 
savings  in  personnel.  By  next  year. 
Bull's  major  products  will  be  coming  out 
of  nearly  identical  revamped  factories  in 
Lawrence,  Mass.,  and  Angers,  France. 
'KNOW  BULL.'  Bull  is  already  moving  to  a 
common  product  line.  Pampel  will  push 
so-called  open  system  computers,  which 
have  nonproprietary  operating  software, 
in  the  U.  S. — something  Bull  has  been 
doing  in  France  since  1982.  The  Bull  logo 
will  be  used  worldwide.  Pampel  is  spend- 
ing $20  million  on  ads  with 
catchphrases  like  "Know  Bull" 
and  "UnflappaBull"  to  offset 
the  less  seemly  connotations  of 
the  name  in  North  America. 

If  Bull's  open  system  fails  to 
sell,  the  company  could  become 
technologically  dependent  on  Ja- 
pan. It  is  already  buying  its  top- 
end  mainframes  from  NEC  and 
reselling  them  under  the  Bull 
label.  But  the  French  govern- 
ment insists  that  France  have 
its  own  computer  maker  and  in- 
vests $150  million  annually  in  i 
Bull.  With  such  backing,  Lo-i 
rentz  can  buy  or  form  alliances  I 
with  laggard  competitors  if  a 
predicted  shakeout  of  European 
computer  makers  materializes. 
Lorentz  isn't  the  type  to 
shrink  from  the  challenge.  Before  taking 
on  mountains,  he  practiced  aikido,  a 
martial  art  that  he  says  consists  of 
"transferring  the  momentum  of  your  op- 
ponent into  movement  that  works  to 
your  advantage."  If  cost-cutting,  inter- 
nationalizing, and  all  the  rest  don't  get 
Bull  moving  again,  a  few  aikido  moves 
just  might  do  the  trick. 

By  Thane  Peterson  in  Paris,  with  Leslie 
Helm  in  Boston 
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ONE  THIRD  IS  COVERED  BY 
LAND,  TWO  THIRDS  BY  WATER, 
AND  ALL  OF  IT  BY  CIGNA. 


The  world's  a  big  place.  27,459,880  square 
miles  to  be  exact. 

And  if  you're  an  international  business  buying 
insurance  country  by  country,  it  can  seenn  even 
bigger. 

Dealing  with  other  customs,  policies  and  pecu- 
liarities can  be  more  than  just  complicated. 
It  con  leave  you  unsure  of  your  coverage.  If  not 
completely  uncovered. 

Thus  the  need  for  comprehensive  global  cov- 
erage. The  kind  of  coverage  that  the  CIGNA 
companies  can  provide. 

As  a  truly  global  organization, CIGNA  companies 
offer  a  wide  range  of  property  and  casualty 
insurance  all  around  the  world.  On  both  land  and 
water.  With  local  operations  in  nearly  80  countries, 
led  by  experienced  representatives  who  know 


local  customs  inside  and  out. 

Our  global  coverage  con  also  help  eliminate 
overlapping  policies  and  gaps  in  protection. 

What's  more,  we  have  a  network  of  loss  control 
specialists  to  help  you  prevent  accidents. 

As  well  as  a  worldwide  claims-handling  system 
that  can  process  claims  quickly  should  any 
accidents  occur. 

And  with  over  48,000  employees  worldwide 
and  almost  200  years  of  global  experience,  few 
companies  con  match  our  strength. 

To  learn  more  about  our  worldwide  property 
and  casualty  coverages,  write  CIGNA  Companies, 
Dept.  R8,  1600  Arch  Street, 
Philadelphia,  PA  19103. 

And  find  out  just  how  small 
the  world  can  be. 


CIGNA 


mternational  financial  services? 
We  talk  your  language. 


We're  talking  Euro-yen  capital  market  activities.  And  we're  talking  business 
in  Japan.  In  fact,  we're  multilingual,  capable  of  talking  many  of  the  languages 
you  speak,  like  currency  and  interest  swap  transactions.  We're  also  quite 
fluent  at  making  order-made  financial  plans  for  you. 

Thiese  talents  grow  out  of  over  $388  billion  in  assets,  making  DKB  tfie 
strongest  funding  base  in  Japan.  We  offer  services  tfiat  are  worldwide, 
integrated  and  completely  comprefiensive.  Thiat's  fiow  we  got  to  be  wfio  we 
are.  Not  just  by  being  friendly,  but  by  talking  your  language. 


50,000   

E3  Total  Assets 
n  Total  Deposits 


(Unil  Billion  Yen| 


We  have  your  interests  at  heart. 

DAI-ICHI  KANGYO  BANK 

Head  Office:  1-5,  ULhis.aiwaicho  l-Lhornu,  Chiyoda-ku.  Tokyo  100,  Japan  Tel.  (03)  596-1111 
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BRITAIN'S  HONG  KONG  HEADACHE 
HAS  JUST  BEGUN  TO  THROB 


For  years,  it  seemed  the  British  were  going  to  be  able  to 
walk  away  from  the  Crown  Colony  of  Hong  Kong  with 
their  heads  held  high.  When  Britain  signed  a  treaty  in 
1984  turning  the  5.7  million  people  back  to  Chinese  sovereignty 
ay  1997,  only  a  handful  of  political  activists  protested. 

But  the  Chinese  army's  massacre  of  unarmed  demonstrators 
n  Tiananmen  Square  on  June  4  made  Beijing's  assurances 
that  it  would  allow  Hong  Kong  to  remain  a 
capitalist  enclave  after  1997  seem  worthless.  To- 
lay,  the  British  have  a  diplomatic  nightmare  on 
their  hands,  as  Foreign  Secretary  Sir  Geoffrey 
Howe  discovered  on  his  July  2-4  visit.  Howe  was 
riounded  by  demonstrators  chanting  "shame" 
ind  demanding  ihe  right  to  emigrate  to  Britain, 
i'et  the  British  ray  they  cannot  accommodate  a 
flood  of  Hong  Kong  Chinese.  Nor  can  they  rene- 
gotiate the  treaty  with  China.  Barring  a  major 
change  in  Beijing's  attitude,  Whitehall  suddenly 
faces  years  of  being  on  the  defensive  over  the 
Hong  Kong  issue,  pilloried  as  racist  by  some, 
ineffective  by  others. 

LABOR  SHORTAGE?  The  crisis  in  confidence  is 
already  hurting  Hong  Kong's  economy.  Ana- 
lysts have  cut  their  estimates  of  economic  growth  in  1989  to 
less  than  5%,  from  6.5%,  and  to  less  than  4%  for  1990.  Major 
industries,  such  as  trade  with  China,  manufacturing,  tourism, 
and  real  estate,  are  all  in  a  downturn.  Executives  also  fear 
that  increased  flight  will  rob  Hong  Kong  of  so  many  English- 
speaking  employees  that  there  will  not  be  enough  left  to  run 
the  colony's  international  economy. 

Desperate  to  boost  flagging  local  confidence,  prominent 
British-run  Hong  Kong  businesses,  including  Hongkong  & 
Shanghai  Banking  Corp.,  Hutchison  Whampoa  Ltd.,  and  Jar- 
dine  Matheson  &  Co.,  are  lobbying  for  Britain  to  grant  the  3.25 
million  Hong  Kong  Chinese  with  British  passports  the  right  to 
emigrate.  They  argue  that  such  a  change  in  immigration  law 
would  mainly  serve  as  an  insurance  policy  for  Hong  Kong 
residents  and  would  encourage  them  to  stay.  Hong  Kong's 
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leading  British-run  companies  have  even  agreed  to  finance  a 
public  relations  campaign  to  support  this  effort  in  Britain. 

So  far  the  various  lobbying  efforts  have  made  few  converts 
in  London.  "There  is  simply  no  way  that  a  British  government 
could  grant  to  several  million  people  the  right  to  come  and  live 
in  Britain,"  Howe  said  on  July  3.  "It  would  be  an  indefinite 
and  open-ended  commitment  that  would  test  our  capacity  in  all 
kinds  of  areas."  With  few  strong  options,  Brit- 
ain is  trying  to  bolster  confidence  with  lesser 
offers.  It  promises  to  loosen  the  rules  so  as  to 
allow  a  few  more  Hong  Kong  residents  in  and 
to  mobilize  international  support  if  things  go 
catastrophically  wrong  in  Hong  Kong.  And 
Howe  now  says  Britain  will  encourage  more 
representative  government  in  Hong  Kong  be- 
fore 1997.  He  also  promises  to  discuss  with  Chi- 
na provisions  that,  as  they  now  stand,  would 
permit  martial  law  and  a  People's  Liberation 
Army  presence  in  Hong  Kong  after  1997.  The 
Chinese,  however,  are  clearly  in  no  mood  for 
concessions. 

Many  leading  Hong  Kong  executives  and  pro- 
fessionals believe  these  measures  may  be  too 
little  to  head  off  the  economic  collapse  or  even  civil  unrest  that 
some  predict  will  occur  unless  confidence  is  restored.  "We  may 
seem  alarmist,  but  we  believe  that  Hong  Kong  will  go  into  a 
steep  decline  if  nothing  is  done,"  wrote  Robert  Tang,  chairman 
of  the  Hong  Kong  bar  association,  in  an  open  letter  to  Prime 
Minister  Margaret  Thatcher. 

So  far,  China's  hardline  leaders  have  done  little  to  help  the 
British  out  by  reassuring  the  people  of  Hong  Kong  about  their 
fate  after  1997.  Indeed,  Beijing  is  showing  that  it  puts  tight 
political  control  ahead  of  economic  prosperity  in  China  and 
probably  Hong  Kong  as  well.  Unless  these  priorities  change, 
Hong  Kong's  lame-duck  British  administrators  are  in  for  a 
rough  exit. 

By  Don  Jones  Yang  in  Hong  Kong,  icith  Mark  Maremont  in 
London 


GLOBAL  WRAPUP I 


JAPAN 


The  odds  are  strong  that  on  July  23, 
Japanese  voters  will  for  the  first 
time  deny  the  ruling  Liberal  Democrat- 
ic Party  a  majority  in  the  Upper 
House.  'The  party  has  already  suffered 
its  worst  setback  since  1965  in  the  July 
2  balloting  for  the  Tokyo  Metropolitan 
Assembly,  where  the  LDP's  plurality 
fell  from  63  to  43. 

These  results  in  the  first  major  elec- 
tion since  Sosuke  Uno  became  Prime 
Minister  in  early  June  are  widely  taken 
as  a  repudiation  of  the  LDP's  tax  poli- 
cies and  corruption  as  well  as  Uno's 
geisha  scandal.  Although  calls  are 
mounting  for  Uno  to  quit,  he's  likely  to 


hang  on  through  the  G-7  Summit  and 
Upper  House  elections.  But  political 
analysts  say  that  the  Tokyo  results 
portend  a  crushing  loss  of  35  LDP  seats 
in  the  Upper  House.  That  would  leave 
the  party  19  short  of  a  majority,  mak- 
ing it  difficult  to  pass  laws  and  paving 
the  way  for  a  quick  exit  by  Uno. 

EUROPE  

In  a  key  test  of  1992,  the  European 
Community  is  telling  its  members  to 
open  up  their  telecommunications  mo- 
nopolies. The  EC  would  begin  by  allow- 
ing private  companies  to  provide  elec- 
tronic mail  and  data  transmission 
services,  areas  expected  to  boom.  For 
now,  the  EC  is  keeping  its  hands  off 


basic  telephone  services,  which  repre- 
sent 90%  of  current  telecom  business. 
The  new  rules  would  not  apply  until 
next  Apr.  1  at  the  earliest.  Leading  the 
push  for  liberalization  is  Leon  Brittan, 
the  EC  commissioner  for  competition. 
Sir  Leon  rests  his  case  on  EC  treaty 
language  outlawing  public  monopolies. 

Strong  opposition  is  building — princi- 
pally in  France,  Italy,  Spain,  and  Bel- 
gium— because  both  national  pride  and 
big  money  are  at  stake.  The  EC  fore- 
casts $750  billion  to  $1  trillion  in  new 
telecommunications  business  over  the 
next  20  years.  The  opposing  countries 
plan  to  take  their  case  to  the  European 
Court  of  Justice  on  grounds  that  their 
sovereignty  is  being  violated. 
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EXPANDABLE  PC  DO? 


INTRODUCING  THE  COMPAQ  DESKPRO 
386/33  PERSONAL  COMPUTER. 

Never  before  has  so  much  performance, 
expandabiUty  and  storage  been  put  into  one 
desktop  PC.  And  never  before  has  one  PC  been 
capable  of  so  much. 

Inside  its  new  system 
unit,  you'll  find  that  our 
engineers  have  redesigned 
just  about  every  component 
to  deliver  a  minicomputer 
level  of  power  with  unmatched  PC  flexibility 

So  you  can  use  it  as  a  stand-alone  PC,  putting 
its  power  to  work  on  the  most  demanding 
CAD/CAE,  financial  analysis,  database  manage- 
ment and  personal  productivity  applications. 

Or  you  can  spread  the  power  around 
using  the  COMPAQ  DESKPRO 
386/33  as  the  driving 
force  for  a  network  or 
multiuser  system. 

At  the 
heart  of  the 
system  is  the 
Intel  386™ 
microprocessor 
Running  at  a 
blazing  33  MHz 
it  works  in 
concert  with 

a  series  of  technological  advancements. 
Like  a  33-MHz  cache  memory  controller 
with  64K  of  high-speed  static  RAM. 
Interleaved  memory  architecture. 
And  the  exclusive  COMPAQ  Flexible 
Advanced  Systems  Architecture. 

This  high-performance  combination 
delivers  a  35%  performance  improve- 
ment in  CPU-intensive  applications 
Dver  25-MHz  386  cache-based  PC's. 

Or  said  another  way  nothing  will 
ilow  you  down.  No  matter  what  you 
A^ant  to  do.  You  can  expand  the  2  MB 


ANYTHING 
rr  WANTS. 


A  total  of 
eight  expansion  slots 
let  you  customize  the  system 
to  your  needs  by  expanding 
memory  and  choosing  from 
thousands  of  industry- 
standard  expansion  boards. 


aika 

of  standard  RAM  up  to  16  MB  using  the  high- 
speed 32-bit  slot.  That  leaves  up  to  six  industry- 
standard  slots  free  to  customize  the  system  to  the 
demands  of  the  application  you're  using. 

If  your  job  is  particularly  demanding,  you  can 

use  up  to  five  high-performance 
internal  storage  devices  to 
hold  up  to  1.3  gigabytes  of 
data.  And  if  that's  not  enough, 
bring  total  system  storage  to 
2.6  gigabytes  with  the  optional 
COMPAQ  Fixed  Disk  Expansion  Unit. 

There's  more.  You  can  run  MS-DOS",  MS*  OS/2, 
Microsoft*  Windows/386  and  the  XENIX® 
and  UNIX'  operating  systems. 
Access  memory  over  640K  under 
DOS  with  the  COMPAQ 
Expanded  Memory  Manager 
that  supports  Lotus/Intel"/ 
Microsoft  (LIM)  4.0. 
And  speed  through 

calculations 
with  33-MHz 
Intel  387^^ 
and  Weitek 

3167  coprocessor  options. 

All  the  new  advancements  engi- 
neered into  the  COMPAQ  DESKPRO 
386/33  deliver  an  unmatched  level  of 
power,  expandability  and  storage.  To 
do  anything  you  want. 

To  find  out  more,  please  call 
1-800-231-0900,  Operator  97.  In  Canada, 
1-800-263-5868,  Operator  97.  We'll 
send  you  a  free  brochure  and  give  you 
the  location  of  your  nearest  Authorized 
COMPAQ  Computer  Dealer. 


Built-m 
interfaces  make 
it  easy  to  connect  pointing 
devices,  printers,  plotters  or 
other  peripherals  without  using 
an  expansion  slot. 


High-speed  VGA  graphics 
are  built  in.  And  for  greater 
graphics  capabilities,  add  the 
optional  COMPAQ  Advanced 
Graphics  1024  Board. 


COMPAQ;  It  simply  works  better*  Registered  U.S.  Patent  and 
TVademark  Office.  Intel?  Intel  386  and  Intel  387  are  trademarks 
of  Intel  Corporation.  Microsoft!  MS? XENIX'  and  MS-DOS*  are 
trademarks  of  Microsoft  Corporation.  MS*  Windows/386  and 
MS'  OS/2  are  products  of  Microsoft  Corporation.  UNIX"  is  a 
registered  trademark  of  AT&T'  'Registered  U.S.  Patent  and 
Trademark  Office.  Product  names  mentioned  herein  may  be 
trademarks  and/or  registered  trademarks  of  other  companies. 
©1989  Compaq  Computer  Corporation.  All  rights  reserved. 
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TRANSPORTATION  I 


CARL  ICAHN  HAS  LOTS  OF  CASH. 
WILL  HE  SPEND  IT  OH  TWA? 

Or  does  the  veteran  of  the  takeover  wars  have  something  else  in  mind? 


Some  ;i5  miles  north  of  Wall  Street, 
Carl  C.  Icahn  spends  his  working 
days  in  offices  worthy  of  one  of  the 
great  financiers  and  raiders.  Dark  wood 
paneling  covers  the  walls  of  his  headquar- 
ters in  Mt.  Kisco,  N.  Y.  Gilded  chandeliers 
dangle  from  high  ceilings.  You'll  also  find 
oil  paintings  depicting  the  struggles  and 
heroes  of  another  age:  dueling  cavalry- 
men, ferocious  sea  battles,  Napoleon  with 
his  marshals. 

Lounging  at  the  end  of  a  long  confer- 
ence table,  Icahn  sounds  much  like  a  wise 
veteran  of  the  wars — the  takeover  wars, 
that  is.  "Great  opportunities,"  he  says, 


"come  to  him  who  has  cash."  Icahn  is  re- 
ferring to  the  bulging  coffers  at  Trans 
World  Airlines  Inc.,  where  he  is  chairman 
and  principal  shareholder.  The  airline  has 
just  completed  a  $300  million  junk-bond  of- 
fering that  creatively  uses  spare  parts  and 
some  of  twa's  airport  landing  rights  as 
collateral.  The  proceeds  from  the  bond 
sale  will  increase  twa's  hoard  of  cash  and 
securities  to  $1.3  billion. 

Icahn  also  has  an  estimated  $1  billion 
more  in  cash,  which  one  of  his  companies 
raised  by  unloading  its  Texaco  stock.  Thus 
Icahn  has  plenty  of  ammunition  for  one  of 
the  stock  forays  for  which  he  is  known. 


TWA'S  THIN  MARGIN 
fOR  ERROR 

GROWTH  IS  SLOW... 

Percent  chonge  in  passenger  traffic 


Airline 

1989* 

1984-88** 

USAIR 

21.2% 

20.5% 

DELTA 

16.2 

17.6 

PIEDMONT 

12.2 

19.6 

NORTHWEST 

12.2 

19.3 

AMERICAN 

11.9 

15.3 

PAN  AM 

4.4 

0.8 

rwA 

1.0 

5.2 

UNITED 

-1.7 

10.3 

CONTINENTAL 

-8.6 

38.8 

EASTERN 

NA 

-0.4 

...AND  DEBT  IS  HEAVY 

Total  debt  as  percent  of  capital 

Airline  1988 

PIEDMONT 

14.9% 

DELTA 

23.3 

NORTHWEST 

36.8 

USAIR 

40.7 

AMERICAN 

47.3 

UNITED 

67.9 

CONTINENTAL 

96.6 

EASTERN 

100.1 

TWA 

101.2 

PAN  AM 

133.7 

*Through  5/31  from  o  year  earlier 
**Aiinual  rote                      NA  =  not  available 
DATA:  STANDARD  S  POOR'S,  AmTIONDAILY 

CLEARED  FOR  TAKEOFF:  ICAHN  WILL  HAVE  TO  MOVE  FAST— OR  RISK  LOSING  MARKET  SHARE 


The  way  he  sees  it,  a  shrewd  stock  invest 
ment  could  be  just  the  thing  for  TWA. 

Using  twa's  cash  for  anything  but  up 
grading  the  airline,  however,  could  cost  i 
dearly  in  the  long  run.  twa's  operatinii. 
are  becoming  tattered  at  the  edges — a 
velopment  that  Icahn's  ov/n  managt  r.- 
want  to  correct.  Icahn  says  he  is  waitinL 
for  the  right  opportunity  to  buy  plain 
and  hubs  for  TWA.  But  if  he  doesn't  nid 
soon,  TWA  runs  the  risk  of  becoming  a  s' 
ond-rate  airline  that  will  steadily  lose  n;, 
ket  share  and  profits  to  bigger  players. 
'A  REAL  MESS.'  Icahn  has  already  revi\ 
TWA  since  buying  it  in  1986.  The  carri< 
operating  loss  was  $75  million  that  ye: 
when  terrorism  in  Europe  frightened  "i 
the  international  tourists  that  are  TW\': 
lifeblood.  "It  was  a  real  mess,"  he  say.^i 
Icahn  won  big  labor  concessions  and  cu  i 
an  additional  $300  million  in  nonlabor  > 
penses.  He  bought  Ozark  Air  Lines  Inc. 
big  rival  at  twa's  St.  Louis  hub.  Operating 
profits  in  1987  and  1988  of  $240  million  an(| 
$259  million  set  records.  Revenues  la- 
year  were  $4.3  billion. 

TWA  remains  a  laggard  in  the  industry 
though.  While  operating  income  for  an 
lines  rose  a  total  of  337'  last  year,  TW,\ 
increase  worked  out  to  just  87' .  And  UlN  i 
operating  income  would  have  been  $44  mil'j 
lion  lower  if  TWA  had  not  stretched  out  it 
annual  depreciation  charges,  an  accoin  i 
ing  change  other  carriers  have  adopts 
twa's  profits  will  decline  this  year,  Ic;i. 
says,  partly  because  the  machinists  will  v 
coup  $50  million  in  wages  they  gave  up  r 
1986.  Higher  labor  costs  helped  widt 
twa's  traditional  first-quarter  operatiir 
loss  to  $31  million,  up  from  $8  million. 

Blame  twa's  slipping  profits  on  its  ain 
mic  growth  in  traffic,  too.  The  total  ntii; 
ber  of  miles  flown  by  TWA  passengci- 
through  May  of  this  year  was  up  only  1' 
from  a  year  earlier.  By  contrast,  Dell: 
American,  Piedmont,  and  liSAir  have  bee 
showing  double-digit  increases  (table). 

Icahn  points  out  that  some  of  his  rivti! 
are  benefiting  from  Eastern  Air  LiiH' 
Inc.'s  woes,  but  not  all  of  his  weak  relati\ 
performance  is  attributable  to  the  strik- 
TWA  needs  another  hub  to  boost  passengi 
growth  in  the  U.  S.  and  feed  travelers  in' 
its  international  network.  Icahn  has  ci'i 
sidered  building  hubs  at  Columbus,  Chi' 
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ind  Indianapolis.  So  far,  nothing  has  come 
)f  those  plans,  and  Icahn  has  backed  away 
Tom  buying  Eastern,  which  could  have 
)rovided  hubs  in  Miami  or  Atlanta. 
TWA  is  also  facing  stiffer  competition  on 
ts  valuable  transatlantic  routes,  where  for 
rears  its  main  rival  was  a  struggling  Pan 
American  Airways  Inc.  Now,  American 
^.irlines  and  Delta  Air  Lines  are  offering 
nore  Europe-bound  service,  and  their 
rrowth  in  the  market  has  been  rapid.  "We 
'eel  very  good  about  competing  with  Pan 
and  TWA,"  says  Richard  A.  Lempert, 
^.merican's  senior  vice-president  for  inter- 
lalional  operations. 

TWA's  slow  growth  comes  at  a  moment 
vhen  the  airline  is  highly  leveraged.  Total 
iebt  at  the  carrier,  which  Icahn  took  pri- 
vate last  year,  is  $2.5  billion:  Annual  cash 
nterest  expense,  according  to  analysts, 
vill  be  about  $375  million.  Cash  flow  from 
lirline  operations  of  more  than  $400  mil- 
ion  should  meet  those  charges.  And  just 
he  interest  and  investment  income  from 
WAS  $1.3  billioi.  should  be  at  least  $100 
niilion.  But  the  debt  burden  "is  crushing 
jarnings,"  says  Pnilip  Baggaley,  an  airline 
)ond  analyst  for  Standard  &  Poor's  Corp. 
Vnd  analysts  worry  about  what  a  reces- 
;ion  will  do  to  twa's  cash  flow. 
•PARE  HUB.  TWA  has  plenty  of  potential 
ises  for  its  cash,  such  as  building  a  hub 
ind  adding  planes.  Former  executives  esti- 
nate  that  TWA  needs  50  to  100  narrow- 
)ody  planes,  such  as  the  McDonnell-Doug- 
as  MD-80,  to  replace  and  expand  its  aging 
"leet,  one  of  the  industry's  oldest. 

So  far,  Icahn  has  placed  no  major  order 
"or  MD-80s,  although  he  has  leased  some, 
n  fact,  Joseph  Corr,  twa's  former  presi- 
lent,  stated  in  a  deposition  that  he  left 
'WA  late  last  year  when  he  became  con- 
'inced  that  Icahn  would  not  buy  the 
)lanes  Corr  thought  were  needed.  Icahn 
las  placed  an  order  worth  up  to  $3.6  billion 
or  Airbus  Industrie  A-330  widebodies,  but 
'WA  won't  start  to  receive  them  until  1994. 

Icahn  must  also  convince  business  trav- 
slers,  who  usually  pay  the  highest  fares, 
hat  twa's  service  can  compete  with  the 
)est.  TWA  still  ranks  below  the  industry  in 
uch  measures  of  performance  as  on-time 
arrivals  and  baggage  handling  (table). 

Icahn  says  some  of  these  low  marks  are 
leyond  his  control— twa's  St.  Louis  hub, 
or  example,  can  be  easily  shut  down  by 
lad  weather.  But  the  statistics  help  give 
'WA  a  poor  reputation,  especially  when 
ombined  with  other  details.  Coach  passen- 
;ers  on  transatlantic  flights  have  com- 
plained about  endless  waits  for  meals  be- 
ause  of  the  scarcity  of  flight  attendants, 
i  former  executive  says  that  to  save  mon- 
y,  the  company  even  went  so  far  as  to  cut 
own  on  washing  blankets,  with  malodor- 
us  results. 

TV/A  is  starting  to  address  its  service 
roblems.  Even  though  Icahn  calls  the  al- 
iged  blanket  problem  "total  nonsense," 
light  attendants  say  the  blankets  are  get- 
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ting  washed  more  often.  More  attendants 
are  serving  some  transatlantic  flights. 
And,  more  important,  TWA's  marketing  ex- 
ecutives acknowledge  their  difficulties. 
Late  last  year,  a  survey  revealed  that  busi- 
ness passengers  found  TWa's  service 
wanting.  "The  business  traveler  had  pret- 
ty much  deserted  us,"  says  Robert  J. 
Mann,  vice-president  for  marketing.  Ac- 
cording to  Mann,  business  fliers  account 
for  fewer  than  50%  of  twa's  passengers: 
A  figure  of  547<  or  so  is  considered  desir- 
able, and  Mann  would  like  to  raise  that 
number  to  58%. 
This  year,  TWA  will  spend  about  $70  mil- 


lion to  improve  service  by  training  more 
flight  attendants,  upgrading  on-board  ser- 
vice, and  refurbishing  ground  facilities. 
The  airline  will  also  design  first-class  up- 
grades and  special  frequent-flier  pro- 
grams to  travelers  paying  a  full  business 
fare.  There's  a  lot  at  stake  here:  Icahn 
points  out  that  adding  just  one  business- 
fare  passenger  to  every  flight  produces 
$67  million  in  annual  profits. 
POUND  FOOLISH?  Aside  from  any  plane 
purchases,  TWA  should  spend  about  $150 
million  this  year  on  capital  improve- 
ments— about  what  Sanford  Rederer,  vice- 
president  of  operations,  thinks  it  needs. 
TWA  will  also  spend  some  $300  million  in 
coming  years  to  improve  its  terminal  at 
New  York's  Kennedy  Airport.  But  last 
year,  TWA  only  spent  $81  million  on  capital 
improvements— and  even  with  this  year's 


increase,  TWA  doesn't  come  close  to  the  big 
leagues  of  capital  spending.  American, 
twice  twa's  size,  will  devote  about  $1.7  bil- 
lion in  1989,  up  from  $350  million  in  1988, 
to  nonplane  capital  expenditures. 

Is  Icahn  so  intent  on  scoring  in  the  stock 
market  that  he  has  become  penny-wise 
and  pound-foolish  with  TWA?  To  Icahn,  the 
master  of  timing,  it's  the  other  chief  exec- 
utives who  are  being  foolish  by  paying 
richly  for  new  planes.  If  a  recession 
comes,  squeezing  traffic  and  producing  a 
surplus  of  planes,  he  figures  he  can  move 
in  and  pick  up  slightly  used  planes  cheap- 
ly. He  might  even  buy  a  hub  from  a  belea- 


guered carrier,  provided  the  Transporta- 
tion Dept.  does  not  block  an  acquisition. 
Even  if  the  bargains  don't  materialize, 
twa's  cash  can  help  it  weather  any  down- 
turn. "We're  in  good  shape,"  he  says. 

Icahn's  strategy  has  history  on  its  side. 
In  the  early  1970s,  the  airlines  ordered  too 
many  planes  just  as  a  recession  hit.  But 
for  Icahn  to  catch  up,  he  would  need  a  siz- 
able reversal  in  airline  fortunes  to  pick  up 
the  routes  or  airplanes  he  needs.  In  to- 
day's leaner  industry,  most  executives  ex- 
pect to  ride  through  a  shakeout  better 
than  they  did  in  the  days  of  regulation.  If 
Icahn's  view  of  his  rivals  makes  him  a 
maverick,  it's  a  role  he's  used  to.  But  his 
waiting  game  runs  the  risk  of  leaving  him 
even  further  behind  his  competitors. 

By  Todd  Vogel  in  Mt.  Kisco,  N.  Y.,  with 
bureau  reports 
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BAGGAGE  HANDLING  IS 
STILL  A  HEFTY  PROBLEM 


HOW  TWA  TRAILS  IN  CUSTOMER  SERVICE 


ON-TIME  FLIGHT 
ARRIVALS 


MISHANDLED  BAGGAGE 
REPORTS 


INVOLUNTARY  DENIED 
BOARDINGS 


Percent  of  arrivals  on  time  (April,  1989)    Per  1,000  passengers  (April,  1989)        Per10,000  boardings  (Jon.-Mor.,  1989) 
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This  is  wliat  we  call  return  on  invest- 
ment. It's  not  in  oil,  or  chemicals,  or 
refining.  It's  in  learning.  We're  invest- 
ing in  today's  children  through  a 
unique  program  in  Cleveland  that 
actually  puts  money,  up  to  $6,000, 
into  escrow  for  a  student's  college 
education.  A  serious  student  can 
cost  us  a  lot.  But  kids  who  fail  to 
learn  will  cost  us  all  a  lot  more. 


conomics 


COMMODITIES! 


AFRAID  OF  'COMMODITIES 
SHOCK'?  WELL,  RELAX 


Prices  are  higher — but  nowhere  near  the  horrific  70s 


light  now,  inflation  seems  to  be 
playing  peek-a-boo  with  the  econo- 
i.my.  In  early  1989,  the  effects  of 
last  year's  drought  pushed  up  producer 
prices  at  an  annual  rate  of  13%.  Then, 
moderate  increases  in  March  and  April 
were  followed  by  a  big  jump  in  May,  as 
the  Valdez  oil  spill  lifted  energy  prices. 

These  swings  are  raising  fears  that 
we  are  about  to  see  a  reprise  of  the  '70s, 
when  price  increases  for  oil,  grain,  and 
other  commodities  triggered  double-digit 


sumer  prices,  have  a  history'  of  moving 
down  as  well  as  up.  Since  mid-December, 
the  Commodity  Research  Bureau  Fu- 
tures Index  has  dropped  by  8%  in  nomi- 
nal terms.  The  slowing  economy  has  re- 
lieved demand  pressures,  and  supply 
problems  have  eased  in  some  industries. 
For  example,  the  price  of  aluminum  has 
fallen  by  one-third  since  it  peaked  just  a 
year  ago. 

During  most  of  the  '80s,  commodity 
prices  have  been  an  ally,  not  an  enemy, 


COMMODITY  PRICES  NO  LONGER  FUEL  INFLATION 


HONOIL  COMMODITY  PRKES 
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inflation.  The  economy,  now  in  its  sev- 
enth year  of  expansion,  is  bumping  up 
against  labor  and  capacity  constraints, 
so  the  underlying  inflation  rate  is  al- 
ready rising.  And  the  overall  price  level 
is  responding  quickly  to  commodity  price 
increases.  Indeed,  market  analysts  have 
learned  to  monitor  commodity  price 
changes  closely  to  gain  some  hints  about 
the  future  behavior  of  inflation. 
GOOD  NEWS.  But  fears  of  a  commodity- 
induced  inflation  spike  are  misplaced. 
Compared  with  the  price  increases  of  the 
'70s,  the  recent  surge  in  commodity 
prices  has  been  small.  Indeed,  prices  of 
most  commodities  other  than  oil,  after 
inflation,  remain  below  their  1970  levels. 
Oil,  too,  is  cheaper  in  real  terms  than  it 
was  15  years  ago.  If  these  trends  hold, 
commodity  prices  are  not  likely  to  sky- 
rocket as  they  did  in  the  '70s — and  that's 
good  news  for  inflation. 

In  fact,  commodity  prices,  unlike  con- 


in  the  war  against  inflation.  From  1979 
to  1986,  the  real  price  of  commodities 
fell  by  50%.  This  includes  both  oil  and 
nonoil  commodities,  such  as  grains  and 
metals.  One  key  reason  for  this  drop 
was  the  deep  recession  of  1981-82,  but 
even  after  a  prolonged  expansion,  the 
real  prices  of  most  commodities  remain 
well  below  their  peaks  (chart). 

This  doesn't  surprise  many  commod- 
ities-watchers. "This  lower  price  for  oil 
is  a  benchmark  for  the  next  10  or  20 
years,"  says  James  L.  Sweeney,  an  ener- 
gy economist  at  Stanford  University. 
Higher  oil  prices  can't  be  sustained  for 
extended  periods,  he  notes,  due  to  ex- 
cess capacity  in  world  oil  markets  and 
the  ability  to  achieve  substantial  reduc- 
tions in  demand  through  conservation. 
Most  forecasts  reflect  this  assumption 
of  long-run  stability.  For  example,  the 
latest  report  from  DRi/McGraw-Hill 
foresees  oil  prices  rising  by  only  9%  in 


the  next  two  years — a  pace  that  just 
keeps  up  with  expected  inflation  figures. 

And  even  with  the  recent  drought, 
grain  prices  should  stay  stable  or  even 
fall.  Recent  estimates  by  John 
Schnittker,  a  Washington-based  agricul- 
ture consultant,  show  world  grain  pro- 
duction this  year  falling  only  slightly 
short  of  demand.  "'With  two  or  three 
years  of  good  weather,"  observes 
Schnittker,  "'agricultural  commodity 
prices  should  get  down  to  1986  levels.' 
He  points  out  that  5%  of  good  croplanc 
in  the  U.  S.  is  lying  fallow,  and  it's  avail 
able  for  planting  if  needed.  Recently,  th( 
Agriculture  Dept.  ordered  the  dorman 
wheat-growing  land  into  production  foi 
next  year's  harvest,  which  will  help  hok 
down  prices. 

LONG-TERM  TRENDS.  The  same  types  o 
moderately  optimistic  forecasts  are  be 
ing  made  for  other  commodities,  too 
"There's  volatility,"  says  Allen  Grom 
met,  economist  for  the  Coffee,  Sugar  i 
Cocoa  Exchange,  "but  thei 
[prices]  come  back  to  a  trenc 
line."  Grommet  says  that  coffe 
prices  should  be  relatively  stabi 
over  the  long  run.  But  he  say 
that  cocoa  prices,  which  benefi 
from  new  areas  of  productior 
may  decline  in  real  terms. 

This  kind  of  price  behavio 
marks  a  return  to  long-ten 
trends.  Historically,  notes  econ( 
mist  Robert  S.  Pindyck  of  Massj 
chusetts  Institute  of  Technology 
the  real  price  of  most  commo( 
ities  has  either  stayed  constar 
or  declined  in  the  long  run.  F( 
example,  the  real  price  of  oil 
mained  level  between  1950  an 
1970,  while  the  price  of  whe? 
fell  by  one-third. 
"Many  of  these  exhaustible  resourc( 
turn  out  not  to  be  so  exhaustible,"  not< 
Pindyck.  Improved  technology  cuts  tl 
cost  of  production,  while  the  develo 
ment  of  substitutes  holds  down  price 
Pindyck  points  to  copper,  which  is  prin( 
pally  used  in  telephone  and  electric  poi 
er  systems.  With  the  rise  of  fiber  opti 
and  the  slowdown  in  electric  power  e 
pansion,  the  long-run  trend  of  copp 
prices  has  been  downward.  Since  197 
the  real  price  of  copper  has  fallen 
40%,  and  even  with  a  price  spike  la 
year,  it  never  reached  its  earlier  level 
The  recent  price  behavior  of  dozens 
commodities  comes  as  welcome  news 
price  watchers  who  remember  the  tra 
matic  experiences  of  the  early  1970s 
during  stagflation.  Rapid  world  econo 
ic  growth,  major  crop  failures  abroj 
and  two  oil  price  shocks  drove  commc 
ity  prices  sky  high.  By  1979,  the  co 
modity  price  level  had  more  than  d( 
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In  commercial  baking,  as  in  many  businesses,  precision  control  is 
the  recipe  for  success.  So  w^enThe  Roush  Products  Company  needed 
to  prepare  tons  of  premix  for  hundreds  of  bakeries  24  hours  a  day 
they  added  an  additional  ingredient— Allen-Bradley  the  industrial 
automation  people  of  Rockwell.  Here's  the  story  from  the  people  who 
made  it  happen. 


Noce:  Baking  is  an  art,  not  a  science. 
But  the  complexities  of  commercial  bak- 
ing are  enormous.  Vve  mill  and  blend 
thousands  of  tons  of  premix  annually. 
Our  problem  was  a  big  one — how  to 
get  cost  effectiveness  over  massive 
volume,  stay  competitive  in  the  market, 
and  still  turn  out  a  wide  variety  of 
c|uality  consistent  products  needed  by  our 
customers  around  the  world. 

Shulgin:  It  used  to  be  done  b\- 
a  guy  with  a  recipe  c^ird  saying,  "Lefs 
see,  did  I  remember  to  put  tltis  or  that 
in,  or  not?" 

Noce:  We  knew  our  tiiture  growth 
depended  on  technology  that  first,  the 
common  individual  could  understiuid; 
second,  tliat  wouldn't  require  a  great  deal 
of  input  on  his  p^irt  and  finally  that 
could  accommodate  all  the  changes  we 
have  to  make  on  a  diily  basis. 

Hurtte:  We  came  into  the  plant  four 
or  five  times  to  discuss  their  iiutomated 
batch  recipe  needs  before  we  made  our 
initial  proposal.  At  one  point  Dan  said  to 
me,  "We  don't  care  il"  tlie  technologv' 
comes  from  a  science  fiction  movie,  if 


its  the  newest  and  best  on  the  market, 
thats  what  we  want" 

Shulgin:  We  needed  to  bring  to- 
getlier  control  and  information  so  we 
knew  we  wanted  the  Allen-Bradley 
Ad\Tsor  Sv'stem.  And  we  wanted  it  now, 
right  away  Start  up  time  is  usualK'  two 
to  tliree  weeks.  We  tried  to  do  it  in 
a  weekend. 

Hurtte:  Tlie  key  word  is  "tried." 

Shulgin:  Tltat's  riglit,  il  didn't  work. 
But  it  only  took  m  extra  couple  of  da\'s 
because  Allen-Bradley  ^uid  its  local  dis- 
tributor practically  lived  here  the  whole 
time,  helping  us  get  on  line.  And  after  we 
got  rolling,  ICCS,  tlie  s\'stenis  int^ator 
came  in  to  help  with  tlie  programming. 
Now  when  we  need  a  part  or  service,  we 
just  pick  up  tlie  phone. 

Rotzler:  InitiiiOy  we  were  brouglit 
in  to  solve  one  particular  problem.  Tliat 
was  2V2  W'cirs  ago. 

Hurtte:  Since  tlien,  a  real  working 
relationship  has  grown  up  between 
Allen-Bradley  ICCS  and  the  people  here 
at  Roush  Products  Company 

Shulgin:  Since  that  first  automated 


batch  processing  s}"stem,  weVe  added  a 
second  thats  just  iibout  identic:il  and 
we're  looking  at  a  tliird  ;ind  tourtli  in 
the  near  iiture. 

Noce:  Well.  \ou  don't  grow  like  we 
have  if  you  c^m't  tiike  advantage  of  tlie 
right  tedmolog\;  ;uid  tli;it  means  work- 
ing uith  the  right  people.  Evervhod):  ;ind 
I  mean  evervhody,  wlio  comes  into  tliis 
pkuit  leaves  saying,  "My  goodness,  you 
feOows  iire  ten  to  fifteen  years  ahead  of 
most  evervhod}^  else."  I'm  deliglited  with 
our  relationship  with  AOen-Bradlev 
and  ICCS. 

Let  s  reach  a  little  higher. 
Allen-Bradley  is  a  leading  industrid  auto- 
mation company  and  a  part  of  the 
Rock'well  International  worldwide  te-am 
of  more  tlian  100,000  people.  Working  to- 
getlier  ;uid  with  our  customers,  Rock^vell 
people  iire  using  science  and  tecltnology 
to  reach  a  little  higher  in  aerospace, 
electronics,  automotive,  industrial 
automation  and  graphic  systems.  If 
you'd  like  to  know  more,  write: 
Rockwell  International,  PO.  Box  39185, 
DepL  815B-13,  Los  Angeles,  a  90039- 


Rockwell 
International 


...where  science  gets  down  to  business 


PRESERVATION 

PLAN  ON  IT 


BELLE  GROVE.  MIODLETOWN  VA  A  NATIONAL  TRUST  PROPERTY 


Planning  on  restoring  a  house,  saving  a  land- 
mark, reviving  your  neighborhood? 

No  matter  v^^hat  your  plans,  gain  a  wealth  of 
experience  and  help  preserve  our  historic  and 
architectural  heritage.  Join  the  National  Trust 
for  Historic  Preservation  and  support  preserva- 
tion efforts  in  your  community. 
Make  preservation  a  blueprint  for  the  future. 

Write; 

National  Trast  for  Historic  Preservation 
Department  PA 
1785  Massachusetts  Ave.,  N.W. 
Washington,  D.C.  20036 
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bled  from  the  beginning  of  the  decade. 

These  increases  quickly  translated 
into  big  jumps  in  the  consumer  price 
index — the  sort  that  hit  people's  wallets 
in  a  hurry.  Rising  commodity  prices 
were  accepted  as  the  norm.  It  was  busi- 
ness as  usual  for  companies  to  boost 
prices  in  response  and  commonplace  for 
workers  to  demand  hefty  wage  in- 
creases. Few  believed  the  price  pressure 
would  let  up.  Whether  because  natural 
resources  were  being  exhausted  or  be- 
cause producers  were  going  to  imitate 
OPEC  and  cut  output,  the  conventional 
wisdom  said  that  commodity  prices 
would  continue  to  spiral  upward,  push- 
ing inflation  ever  higher. 

But  the  pressure  did  let  up.  And  one 


'Even  if  oil  prices  double, 
the  effect  on  the  economy 
still  couldn't  get  you  up 
to  double-digit  inflation' 


day,  says  Barry  P.  Bosworth  of  the 
Brookings  Institution,  "we'll  look  back 
on  the  '70s  as  unusual."  When  the  prices 
of  commodities  shot  up  in  the  1970s, 
business  and  consumers  economized  and 
found  substitutes.  Bosworth  observes 
that  "the  long-run  supply  price  of  basic 
commodities  turned  out  to  be  extremely 
well-behaved." 
STILL  VOLATILE.  To  be  sure,  short-run 
volatility  in  prices  hasn't  disappeared. 
Political  turmoil  may  temporarily  disrupt 
oil  supplies.  Higher  volume  on  the  com- 
modities exchanges  has  been  accompa- 
nied by  greater  price  movement,  and 
surges  in  food  prices  pose  great  short- 
run  inflationary  dangers. 

But  experts  believe  the  economy  gen- 
erally is  better  able  to  absorb  commodity 
shocks  than  it  was  in  the  '70s.  Potential 
supplies  of  oil  and  grains  are  far  more 
diversified  than  two  decades  ago,  while 
commodity  users  are  far  more  adept  at 
adjusting  to  price  changes. 

So  commodity  price  shocks  just  aren't ' 
likely  to  pack  the  same  punch  they  once 
did.  "Even  if  oil  prices  double,"  says 
Robert  J.  Gordon  of  Northwestern  Uni- 
versity, "the  effect  on  the  economy  still 
couldn't  get  you  up  to  double-digit  infla- 
tion." Indeed,  for  commodity  prices  to 
have  a  dramatic  impact  on  inflation,  Gor- 
don asserts,  "it  would  take  a  bigger  ca- 
lamity than  you  could  even  imagine."  A 
bold  statement,  for  sure.  But  these  days 
only  die-hard  Cassandras  can  envision 
what  it  might  take  to  reproduce  the  in- 
flation of  the  '70s. 

By  Michael  J.  Mandel  in  New  York- 
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"Tell  him  to  call  back  in  three  laps." 

Always  being  reachable  isn't  just  nice,  it's  also  very  useful.  This  is  especially  true  for 
business  associates  who  have  to  communicate  across  national  and  time  zone 
boundaries.  If  you  want  to  improve  your  communication  with  Germany,  have  a  word 
with  the  Deutsche  Bundespost.  They  have  the  most  up-to-date  know-how,  nation- 
wide networks  and  advanced  communications  services  available.  Whether  it's  Text 
or  Data  Communication,  Videoconference,  ISDN  or  optical  fibre  technology,  today 
and  in  the  future  the  Deutsche  Bundespost  is  the  right  partner  for  companies  depen- 
dent on  communication  across  boundaries.  For  further  information  please  contact: 
Deutsche  Bundespost,  RO.  Box  1190,  D-6600  Saarbrucken,  Federal  Republic  of 
Germany. Telephone:     49  61 51 83  46  41.  We're  removing  old  barriers  to  cooperation. 


IQJ  Deutsche  Bundespost 
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There  is  a  way  to  actually  im-  ALONG  WITH  THE  SUN#  This  is  a  true,  structurally  inte- 
prove  the  experience  of  open-  MOON#AND  STARS#YOU  GET  grated  convertible,  rather  tha 
air  driving  down  a  sun-dappled  ACAR  WORTH  DRIVING,  a  sedan  with  the  roof  sawed  ol 
country  lane  or  under  a  night  sky  thick  with  stars.    So  you  enjoy  true  BMWroadhandling  rather  tha 
Its  a  car  called  the  BMW  325i  convertible.        the  all -too -common  wobbly  convertible  ride. 


«:i        BMW  ol '  Jorth  AmcrjLd.  Int  rhi-  BMW  irddcmark  and  logo  arc  registered 


CAPTAIN 
COMEBACK 

TED  TURNER  IS  SACK  FROM  THE  BRINK  AND  THINKING  BIG  AGAIN 


Ted  Turner  is  on  a  roll.  Pacing 
quickly  around  his  expansive,  tro- 
phy-lined office,  the  Atlanta-based 
cable-TV  entrepreneur  can't  resist  pontif- 
icating on  every  subject  that  pops  into 
his  head.  China  is  distressing.  The  envi- 
ronment is  being  abused.  Children  are 
starving.  Nuclear  weapons — who  needs 
them?  And  oh,  yes.  he  also  has  plenty  to 
say  about  Turner  Broadcasting  Svs- 
tem  Inc.:  "We're  like  the  Alhes 
after  Normandy,"  he  sav 
referring  to  his  compa 
ny's  battles  with  the 
three  major  TV  net- 
works. "We  have 
landed.  We  are 
there.  The  beach- 
head cannot  be 
obliterated."  He 
pauses  to  catch  his 
breath,  then  starts 
off  again.  As  one 
Turner  executive 
puts  it:  "Having  a 
conversation  with 
Ted  is  like  talking  to  a 
radio." 
Not  s 


Turner's  radio  was  playing  a  dirge. 
Spurned  in  his  hostile  raid  on  CBS  Inc.,  in 
1986  the  founder  and  chairman  of 
Turner  Broadcasting  flew  to  Hollywood 
to  pay  a  pricey — some  said  laughable — 
.$1.4  billion  for  MGM  Entertainment  Co.'s 
library  of  3,300  vintage  movies.  Sudden- 
ly, the  flamboyant  cable  pioneer  found 
himself  awash  in  debt  and  perilously 
close  to  losing  his  company. 
Now,  Turner,  50.  is  back 
from  the  brink.  Buoyed 
by  a  $568  million  bail- 
out from  cable  oper- 
ators, including 
kingpins  Tele- 
Communications 
Inc.  and  Time 
Inc.,  '"Captain 
Outrageous"  has 
stayed  at  the 
helm — and  he  has 
grand  plans  for 
his  cable  empire. 


Turner  vows  to  build  his  new  Turner 
Network  Television  (TXTi,  which  already 
qualifies  as  the  most  successful  launch 
in  cable  history,  into  the  nation's  preemi- 
nent sports-and-entertainment  channel. 
That's  right:  bigger  than  the  major 
broadcast  networks.  In  the  mid-1990s,  he 
may  even  beam  it  or  a  similar  channel 
internationally,  he  says.  Meanwhile,  he 
is  aggressively  expanding  his  Cable 
News  Network  (CXN)  overseas  in  an  ef- 
fort to  make  it  the  world's  largest  and 
most  important  source  of  electronic 
news.  He  is  adding  news  bureaus,  sign- 
ing deals  with  foreign  cable  operators 
and  broadcasters,  and  courting  ad\'ertis- 
ers  from  London  to  Tokyo. 

It's  not  that  all  his  problems  have  van- 
ished. Turner's  empire,  fast  approaching 
$1  billion  in  annual  sales,  is  certain  to 
encounter  fiercer  competition  from  other 
cable  programmers  and  the  major  broad- 
cast networks.  And  Turner  Broadcast- 
ing, which  next  year  hopes  to  show  its 
first  profit  since  1985, 
probably  won't  show 
one  until  1991  at  the 
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lis  year.  That  surely  hasn't  been  lost 

he  cable  industiy,  31  of  whose  mem- 
came  to  Turner's  rescue  by  bailing 
out  two  years  ago. 

le  nine-year-old  CN'N  is  his  most  im- 

ant  vehicle.  Along  with  Headline 


CNN  REPORTING:  BEUING,  THE  KREMLIN,  THE  CHALLENGER  DISASTER,  CAPITOL  HILL 


News,  the  ever-niore-profitable  C\X  has 
become  an  indispensable  property  for  ca- 
ble operators.  According  to  Turner  re- 
search, more  than  52  million  American 
homes,  or  roughly  oS'^c,  are  wired  for 
cable,  and  50.8  million  of  them  receive 
CNN.  Equally  important,  CNN  is  emerg- 
ing as  a  global  powerhouse  in  breaking 
news  of  world  events.  Nowhere  was  this 
more  evident  than  in  its  impressive  24- 
hour  coverage  of  the  crisis  in  China — a 
milestone  in  Turner's  effort  to  make 
CNN  the  world's  top  electronic  source  of 
news  (page  106). 

TNT,  a  venue  for  his  library  of  MGM 
movies  and  some  original  programming, 
is  outpacing  even  Turner's  most  optimis- 


tic projections.  Only 
nine  months  old,  TNT  al- 
ready reaches  29.2  mil- 
lion subscribers.  Mean- 
while, SuperStation  TBS 
continues  to  rack  up  im- 
pressive gains  in  sales 
and  operating  profits. 
Once  a  tiny  UHF  channel 
in  Atlanta,  TBS  is  now 
the  most-watched  basic- 
cable  channel  in  the 
country.  Its  program- 
ming roster  includes 
sports,  movies,  and 
such  reruns  as  The 
Andy  Griffith  Show 
ind  Leave  It  to  Beaver. 

Heartened  by  the  im- 
provements, investors 
in  the  past  year  have 
more  than  tripled  the 
value  of  Turner's  class 
A  common  stock,  which 
has  zoomed  to  around 
44  (charts).  The  runup 
in  Turner's  stock  is  par- 
tially a  result  of  investors'  current  pas- 
sion for  cable  programming.  Unlike  Via- 
com Inc..  which  operates  movie  theaters 
as  well  as  MT\'  and  Nickelodeon,  and 
Capital  Cities/.A.BC  Inc.,  which  owns  the 
ESPN  cable-sports  network.  Turner 
Broadcasting  is  one  of  the  few  ways  to 
invest  in  cable  programming  alone. 
Turner's  personal  43%  stake  is  currently 
worth  $1.37  billion.  He  owned  80%  be- 
fore he  brought  the  cable  operators  on 
board,     but  he 
shouldn't  com- 
•.  plain:  They 

^  have  proved 

invaluable  in 


over 


spreading  TNT  around  the  nation  Ill  's 
really  got  it  made,"  says  Ajit  Dalvi,  se- 
nior vice-president  of  marketing  and  pro- 
gramming for  Cox  Cable  Communica- 
tions. "With  the  cable  industry  behind 
him,  he  just  can't  lose." 

The  picture  probably  isn't  quite  that 
rosy.  To  keep  growing  in  an  industry 
that  is  showing  the  first  signs  of  maturi- 
ty. Turner  faces  challenges  that  may  be 
his  toughest  ever.  For  years,  cable-sys- 
tem operators  have  been  able  to  sign  up 
new  subscribers  simply  by  expanding 
into  previously  unwired  towns  or  neigh- 
borhoods. But  now  that  cable  is  finally 
available  to  more  than  half  of  the  coun- 
try's viewers,  operators  must  tackle  a 
different  task:  They  have  to  persuade 
potential  subscribers — not  to  mention 
current  subscribers — that  cable  offers 
them  something  special. 
CROWDED  FIELD.  'Turner  has  plenty  of 
challengers  wl  o  would  like  to  help  the 
operators — and  themselves — by  selling 
TV  programming.  Well-established  ser- 
vices, such  as  USA  Network 
and  MTV  Networks  Inc.,  are 
trying  to  increase  their  mar- 
ket share  by  spending  heavily 
on  new  programming  as  well 
as  reruns.  Turner  also  has  to 
try  to  keep  viewers  from  tun- 
ing into  new  cable  services. 
Home  Box  Office  Inc.  and 
MTV  are  both  planning  to 
launch  separate  all-comedy 
channels.  And  the  major 
broadcast  networks,  which 
have  watched  their  combined 
share  of  the  prime-time  view- 
ing audience  plunge  from  90% 
in  1979  to  67%  this  year,  are 
trying  to  expand  their  reach 
through  cable.  ESPN  recently 
outbid  Turner  with  its  $400 
million  offer  for  the  rights  to 
175  major-league  baseball 
games  a  year.  And  NBC  re- 
cently introduced  a  consumer 
and  business  news  service, 
CNBC. 

New  technologies  could 
also  lure  viewers  away  from 
basic  cable  channels,  includ- 
ing Turner's.  Many  cable- 
franchise  owners  believe  that 
viewers  will  like  the  chance  to 
push  a  few  buttons  and  pay  a 
little  extra  to  see  special 
events  through  fast-growing 
pay-per-view  services.  And 
there's  still  talk  about  new 
competitors  challenging  cable 
by  transmitting  TV  shows 
over  satellites  or  on  fiber-op- 
tic telephone  lines. 

Turner  plans  to  spend  lots 
of  money  on  programming  to 


stay  ahead  of  the  pack.  This  year,  he  has 
hiked  TNT's  original-programming  bud- 
get 2:7'',  to  .S45  million.  TNT  has  already 
I)ri)(luced  a  few  original  mo\'ies.  and 
Turner  is  working  on  several  more.  But 
that's  an  unpredictable,  high-stakes 
game — and  the  networks  have  far  deep- 
er pockets.  "The  easy  part  is  pri)l)ably 
over,"  says  Garth  R.  Ancier.  president 
of  Walt  Disney  Co.'s  network-T\'  produc- 
tion unit. 

Turner  must  also  prove  he  can  man- 
age the  large  international  company  he 
has  created — a  leviathan  transition  that 
has  sunk  many  entrepreneurs.  'With 
sume  4,000  employees  in  outposts 
stretching  from  Nairobi  to  Moscow, 
Turner  Broadcasting  is  a  complex  orga- 
nization. Its  operations  include  program- 
ming, advertising  and  subscription  sales, 
syndication,  home-video  marketing,  prod- 
uct licensing,  and  two  professional 
sports  teams,  the  Atlanta  Hawks  and 
Braves.  While  some  staffers  call  him  a 
superb  delegator,  others  privately  wish 


he  would  let  others  call  more  of  the 
shots.  Tiu'uer  Broadcasting  is  "a  one- 
man  show."  says  one  executiw. 

That  management  style  ma\  causf 
major  problems  with  Turner's  l.'i-mem- 
ber  boanl  of  directors,  winch  now  in- 
cludes seven  seats  for  the  cal>le  ojjera- 
tors  that  bailed  him  out  in  il'ST.  The 
directors  backed  his  launch  of  TNT  and 
approved  continuing  support  for  his 
money-losing  Goodwill  Games,  an  inter- 
national sports  competition  he  unveiled 
in  1986.  But  earlier  this  year,  they 
quashed  his  proposal  to  spend  -SlOO  mil- 
lion for  control  of  the  Financial  News 
Network,  which  remains  owned  by  Info- 
technology  Inc.  At  times,  the  relation- 
ship has  been  rocky.  "Ted  doesn't  like 
the  fact  that  he's  not  in  total  cc.mtrol," 
says  one  director.  Publicly,  at  least. 
Turner  says  relations  with  the  board  are 
good.  "We're  not  going  to  take  the  kinds 
of  risks  we  did  before,"  he  says.  "And 
we  don't  need  to  take  them." 

Still,  some  executives  speculate  that 


TURNER 

BROADCASTING'S 
$5  BILLION  SHOW 


REAL  ESTATE 


Value:  $1 65  .ni 


Includes  .Atlanta's  CNN  Center,  with  office,  hotel,  and  retail  sp. 
and  Omni  .Arena  sports  and  music  center 


DATA  BEAR,  STEARNS  &  CO  . 

COMPANY  PEPORT' 


SPORTS  FRANCHISES 

Value:  $]S0  million 


.Atlanta  Braves  baseball  team  and 
Atlanta  Hawks  basketball  team 


CABLE  MEWS  NETWORK  AMD  HEADLINE  MEWS     Value:  $  1 .5  b 

Two  24-liour  TV  news  services  reach  ,50.8  rrullion  U.S.  homes 
3.5  million  European  cable  homes.  .Adding  new  international 
bureaus  ,ind  courting  cable  operators  in  Europe  and  Asia 
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ncr  mijz;lil  t'Vfiitually  K''^  tic''<i  <it  tli»' 
tine,  cash  in,  and  leave.  Turner 
sn't  rule  out  any  possibility.  But  even 
e  stays  put,  as  most  of  his  employees 
ect,  some  executives  worry  that  the 
'Ctors  may  stifle  his  m'ativity.  That 
Id  be  damatrinji;  at  a  time  wiien  even 
ner  admits  it's  harder  to  come  up 
1  new  money-making  ideas.  "Every- 
,g  goes  faster,"  he  notes,  launching 

one  of  his  renowned  jumbled  mono- 
les.  "It's  like  the  last  part  of  JOOI. 

know,  the  movie.  It's  like  Future 
ick.  Fifteen  years  ago,  it  was  real 
If.  And  it  was  easy  to  come  up  with  a 
'S  network.  It's  much  more  compli- 
;d  now." 

ut  then,  R.  E.  "Ted"  Turner  III  loves 
lallenge.  "Ted  will  always  throw  the 
'  for  something  bigger,  bigger,  and 
yer,"  says  investor  Irwin  Mazo,  an 
)untant  who  worked  with  Turner  and 
father  at  the  family's  billboard  com- 
y  in  Savannah,  Ga.  Even  as  a  young- 
he  often  pushed  himself  beyond 
dent  limits.  Before  he  was  10,  he 
ned    the     nickname  "Turnover 


Turner,"  for  frecjuently  cajisizing  his 
first  sailboat  in  dangerous  winds.  His 
mother,  P'lorence,  remembers  him  get- 
ting stranded  on  an  island  near  their 
home  when  his  boat  smashed  into  the 
shore.  He  scribbled  "Help"  in  the  sand 


leading  to 
helicopter. 


a  rescue  bv  a  ("oast  (luard 


Critics  say  Kerkorian  took 
Turner  to  the  cleaners,  but 
okl  MGM  films  have  helped 
fuel  dazzling  gi'owth  at  TNT 


Idle  time  proved  troublesome  for  the 
energetic  boy.  His  mother  relates  that 
he  regularly  spread  mud  on  his  neigh- 
bor's white  sheets  as  they  hung  on  the 
line,  and  he  once  pulled  ornaments  off 
the  family  Christmas  tree,  stepping  on 
them  as  his  mother  chatted  with  a 
friend.  "He  was  alwavs  mischievous." 


TION  TBS 


Value:  $1.5binion 


idependent  TV  station,  featuring  reruns,  sports,  and  mov- 
es 49.4  million  U.S.  homes 


KTERTAINMENT  CO. 


Value:  $1  biiiion 


'H  and  licensing  subsidiary  owns  library  of  .3,700  movies, 
em  acquired  from  MGM.  .Also  owns  1,700  hours  of  TV 
and  hundreds  of  cartoons 


TURNER  NETWORK  TELEVISION 

Value:  ^615  .Tiillson 

New  cable  entertainment  network 
reaches  29.2  million  homes 


she  says.  School  was  boring  for  . Turner, 
but  he  never  let  it  interfere  with  his 
education.  In  eighth  grade,  he  became 
an  accomplished  taxidermist  with  the 
help  of  a  mail-order  course.  He  was 
(juick  on  his  feet,  too.  During  his  first 
night  at  militiiry  school,  a  dormitory  su- 
pervisor walked  by  his  lit  room  long  af- 
ter the  lights-out  mandate.  "Who's  re- 
sponsible for  those  lights?"  demanded 
the  supervisor.  "Edison,  sir,"  replied 
Turner,  as  the  man  dutifully  scribbled 
Edison  on  his  pad  and  walked  away. 
'CRAZY  KID.'  At  Brown  University, 
Turner  quickly  earned  a  reputation  as  a 
party  animal  and  was  eventually  thrown 
out  of  his  fraternity.  Kappa  Sigma.  "He 
was  a  crazy  kid,"  says  his  classmate 
Stephen  Liebmann,  now  a  New  York 
marketing  consultant.  Once,  a  friend  bet 
Turner  he  couldn't  drink  a  big  bottle  of 
Chivas  in  10  minutes.  Turner  downed  it. 
"He  essentially  risked  his  life,"  says 
Liebmann.  "That's  the  thing  about  Ted, 
he  just  throws  caution  to  the  wind.  I'm 
afraid  that  one  day  I'm  going  to  hear 
the  story  of  his  unnatural  death." 

Turner  was  kicked  out  of 
Brown  after  two  years,  when 
authorities  learned  his  girl- 
friend had  effectively  moved 
into  his  dorm  room.  He  is  also 
remembered  for  setting  fire 
to  a  fraternity's  papier-mache 
homecoming  display. 

Turner  made  his  way  back 
home  after  a  brief  detour  to 
Miami,  where  a  friend  who 
joined  him  says  they  lived  as 
"paupers."  When  his  father 
committed  suicide  in  1963, 
Turner,  then  24,  regained  con- 
trol of  the  billboard  concern, 
which  had  been  sold  to  an  in- 
vestment group.  "Everybody 
would  have  bet  90  to  1  he 
wouldn't  have  succeeded,"  re- 
members Jimmy  Brown,  a 
lifelong  family  employee  who 
helped  raise  Turner  and  his 
five  children.  Brown  now 
helps  manage  Turner's  far- 
flung  ranches,  plantations, 
and  a  tiny  South  Carolina  is- 
land. In  1970,  Turner  proved 
the  skeptics  wrong  again  by 
acquiring  a  nearly  bankrupt 
UHF  station  in  Atlanta  and, 
sLx  years  later,  beaming  its 
signal  nationwide  via  satellite. 
SuperStation  TBS  was  born. 

The  nickname  "Captain 
Outrageous"  didn't  come 
along  until  1977,  when  he  won 
the  America's  Cup  yacht  race 
and  showed  up  drunk  at  a 
post-race  press  conference. 
It's  a  fitting  moniker.  He  has 
an  opinion  on  every  subject 
and  never  hesitates  to  share 
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ii.  in  iiii.M",  .,  li'  .  iii-v''l>  li.  .alUU'h 
into  spontaneous  asides  on  practically 
anythinjj,  such  as  lambastinij  (lenenii 
Electric  Co.  as  "the  most  corrupt  lari;e 
corporation  in  America"  because  of  its 
defense-contracting  problems.  Such  jabs 
don't  always  sit  too  well  with  his  board's 
cable  operators,  who  do  business  with 
GE's  NBC  Inc.  unit.  "It's  totally  irrespon- 
sible stuff,  and  a  number  of  Turner's 
board  members  have  said  they  don't  buy 
into  it,"  says  Thomas  Rogers,  president 
of  NBC  Cable. 

PREACHING  PEACE.  Other  people 
say  Turner  has  mellowed  of  late. 
In  his  early  years,  "he  was  excit- 
ing, brilliant,  had  all  sorts  of 
ideas  and  a  can-do  attitude.  " 
says  Steven  Farella,  director  oi 
corporate  media  services  at  ad 
agency  Wells.  Rich,  Greene  Inc. 
"Now,  he's  got  to  protect  what 
he  owns."  But  Turner  still  has 
plenty  of  energy.  He  continues 
to  trot  the  globe,  meeting  with 
world  leaders  to  preach  peace, 
population  control,  and  the  im- 
portance of  saving  the  environ- 
ment. In  1985,  he  formed  the 
Better  World  Society  in  Wash- 
ington to  support  and  produce 
socially  conscious  TV  program- 
ming. His  social  life  is  also  as 
busy  as  ever.  Twice  divorced,  he 
now  spends  some  time  with  his 
former  pilot,  J.  J.  Ebaugh.  He 
also  dates  other  women. 

Clearly,  the  most  trying  time 
in  Turner's  business  career  came 
three  years  ago.  Miffed  after  an 
unsuccessful  raid  on  CBS,  Turner 
bought  MGM  instead.  Analysts 
generally  agree  that  he  ovei-paid 
West  Coast  investor  Kirk  Ker- 
korian  by  some  $300  million  for 
the  studio's  library  of  old  movies. 
"I  counseled  Ted  not  to  do  the  .MG.M  deal 
since  I  knew  he  couldn't  afford  it,"  says 
John  Malone,  chairman  of  Tele-Commu- 
nications. At  the  time,  it  appeared  that 
Turner  didn't  have  enough  cash  to  pay 
dividends  on  Kerkorian's  preferred 
stock.  The  alternative  was  to  pay  him  in 
common  shares,  which  would  have  di- 
minished Turner's  control.  While  Turner 
concedes  the  acquisition  was  risky,  he 
insists  he  didn't  overpay. 

Malone,  who  now  sits  on  Turner's 
board,  lined  up  the  31  cable  operators 
who  bailed  him  out  with  new  equity  in 
1987.  "I  was  terribly  afraid  he  would 
have  to  liquidate,"  says  Malone.  "The 
cable  industry  felt  he  was  far  too  im[)or- 
tant  to  let  that  happen." 

As  it  turns  out,  "Turner  cashed  in  on 
his  M(;.M  acquisition  by  u.sing  the  li- 
brary's movies  to  fill  TNT's  schedule.  He 
has  craftily  repackaged  them  as  "clas- 


improving  their 
sdund  ipiality.  De- 


sic"  films,  partly  by 
once-poor  print  atn' 
spite  howls  from  funnus  Hollywood  di- 
rectors. Turner  continues  to  adtl  color  to 
popular  black-and-white  MC.M  films,  suc- 
cessfully enticing  young  viewers  to 
watch  movies  such  as  Adinn's  Fiib.  He 
has  also  tried  a  few  original  movies,  in- 
cluding a  Martin  Sheen  [)roduction  called 
Nightbreakcr,  Hal  Holbrook  in  Billy  the 
Kid,  and  Farrah  Fawcett  in  Double  Ex- 
nosuri-:  Thr  Story  of  Margaret  Bourke- 


White.  New  projects  in  the  works  in- 
clude life  stories  of  Donald  Trump  and 
author  Ian  Fleming. 

TNT's  overall  ratings  of  around  0.8,  sig- 
nifying less  than  1'/'  of  all  TV  house- 
holds, are  tiny  next  to  a  major  network's 
average  prime-time  rating  of  about  14. 
But  the  size  of  its  audience  after  such  a 
short  time  has  surprised  cable  operators 
and  pleased  advertisers.  "TNT  is  great," 
says  Micheal  Lotito,  director  of  media 
services   for  ad   agency   Ammirati  & 


TBS,  CNN,  Headline  News, 
and  TNT  accounted  for  31% 
of  all  basic-cable  viewing  in 
the  fii-st  quarter  of  1989 


Paris  Inc.  "They've  got  a  great  library 
with  MGM,  and  we're  in  there  with  [ads 
for]  BMW." 

For  TNT  to  realize  Turner's  dream  of 
out-networking  what  he  sometimes  calls 
the  "nitworks,"  though,  it  has  to  buy 
and  produce  a  powerful,  ongoing  stream 
of  original  programs.  Besides  upping 
TNT's  original-programming  budget,  he's 
trying  to  cut  deals  with  such  big-name 
producers  as  Ron  Howard  and  David 
Puttnam.  Turner  also  plans  to  air  such 
events  as  the  Goodwill  Games  in 
1990,  and  he  may  run  National 
Basketball  Assn.  games.  "Our 
original  programming  will  be  a 
trigger  to  get  people  to  rethink 
cable,"  says  TNT  Executive  Vice- 
President  Scott  Sassa. 
NO  GUARANTEE.  But  the  problem 
with  challenging  the  networks  is 
that  they  are  still  so  powerful. 
Each  spends  $1.5  billion  to  $2  bil- 
lion on  programming — vs.  about 
•SoOO  million  for  Turner's  four 
channels  combined.  The  broad- 
cast networks  also  have  far  more 
clout  among  Hollywood  produc- 
ers, who  have  a  financial  interest 
in  seeing  their  shows  draw  big 
ratings  and  go  into  syndication. 
Finally,  there's  no  guarantee 
that  Turner's  board  will  let  him 
spend  lavishly  to  produce  the 
kind  of  programming  he  needs  to 
make  TNT  competitive  with  the 
networks.  "You  never  want  to 
sell  Ted  Turner  short,  but  it's 
hard  to  extrapolate  where  he  is 
today  to  competing  with  the  ma- 
jor networks,"  observes  NBC  Ca- 
ble's Rogers. 

Some  outside  cable  experts 
question  whether  Turner  is  load- 
ing too  much  onto  his  plate.  By 
next  year,  he  hopes  to  launch  a 
regional  sports  channel  for  the  South- 
east, and  he  is  toying  with  the  idea  of  a 
specialized  international  entertainment 
network,  too.  It  is  only  in  the  early  plan- 
ning stages,  but  it  might  look  very  much 
like  TNT.  "Although  the  plate  is  full,  the 
appetite  [among  viewers]  is  just  fine," 
assures  Senior  Executive  Vice-President 
Robert  J.  Wussler. 

For  Turner,  the  lure  of  international 
TV  markets  isn't  only  monetary.  He 
wants  to  use  his  worldwide  broadcasting 
empire  as  a  platform  to  espouse  his  po- 
litical views.  While  CNN  staffers  say  he 
leaves  the  news  operation  alone,  his  Bet- 
ter World  Society  frequently  finds  an 
audience  at  SuperStation  TBS  for  contro- 
versial programs  that  other  broadcast- 
ers wouldn't  touch.  This  summer,  it 
|)lans  to  air  a  90-minute  special  on  abor- 
tion, with  a  pro-choice  slant. 

Soon,  Turner  should  be  in  even  better 
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shape  to  pui-.  .  ■  <  "in 

pany  still  has  a  mountain  ol'  debt,  but  it 
recently  secured  a  $250  million  line  of 
bank  credit,  and  it  expects  a  gain  of 
approximately  $(>.')  million  from  the  sale 
of  its  CXX  Center  headquarters  complex 
in  Atlanta. 

By  now.  once-skeptical  analysts  are 
even  confident  that  Turner  will  be  able 
to  float  a  much  less  expensive  financing 


|>a<-l.a!j.f.  MM..-!  '.inaliiMi  i>[ 

traditional  corporate  debt,  bank  l(jans. 
and  high-yield  paper. 

At  that  point.  Turner  could  conceiv- 
ably take  on  more  debt  and  buy  back 
stock  in  his  company.  Some  Turner  exec- 
utives think  the  battle  over  Time  Inc.'s 
destiny  could  provide  such  an  opportuni- 
ty. If  Time  needs  cash,  they  reason,  it 
might  sell  its  13'"-  stake  in  Turner  Broad- 


casting. On  the  other  hand.  Time  has 
said  repeatedly — most  recently  at  its 
June  30  shareholders'  meeting — that  it 
would  like  to  buy  more  Turner  Broad- 
casting stock.  As  Turner  himself  likes  to 
say,  "anything  can  happen."  So  don't 
touch  that  dial. 

By  Scott  Ticcr  ni  AtUintit.  irith  Wiilinui 
C.  Symonds  in  Dcnrcr  and  Peter  Finch 
and  David  Lieberntan  in  Xeic  ^'ork 


FROM  'CHICKEN  NOODLE  NETWORK'  TO  GLOBAL  POWERHOUSE 


In  Greece,  a  UHF  station  broadcasts  it 
to  some  1.7  million  homes.  In  Japan, 
a  scaled-down  version  is  air-ed  late  at 
night  by  Asahi  National  Broadcasting 
Co.  Diplomats  at  the  U.  S.  Embassy  in 
Bonn  tune  in  throughout  the  day.  And 
Italian  President  Francesco  Cossiga  even 
installed  a  satellite  dish  to  pluck  it  out  of 
the  sky. 

Cable  News  Network,  once  derided  as 
"Chicken  Noodle  Network"  by  veteran 
TV  news  hounds,  has  grown  up  in  a  big 
way.  Not  only  has  it  become  one  of  the 
most  pervasive  cable  channels  in  the 
U.  S.,  reaching  nearly  51  million  homes, 
but  it's  also  gaining  considerable  influ- 
ence overseas.  And  with  good 
reason:  With  1,600  staffers  and 
21  bureaus  stretching  from 
Chicago  to  Cairo,  its  ability  to 
play  out  the  drama  of  breaking 
news  has  never  been  stronger. 

The  news  network's  interna- 
tional efforts  are  especially 
dear  to  Ted  Turner's  heart. 
That's  partially  because  they 
could  open  the  door  for  him  to 
offer  non-news  programming 
from  Turner  Network  Televi- 
sion and  other  sources  over- 
seas— something  he  would  like 
to  begin  doing  by  the  mid- 
1990s.  CNN  now  airs  in  83  na- 
tions, up  from  55  in  1987.  In 
some  countries,  viewers  of  CNN 
International  get  a  slightly  customized 
version,  mixing  local  weather  and  news 
with  U.  S.  reports.  It  is  also  available  in 
160,000  hotel  rooms  catering  to  interna- 
tional travelers.  And  it  is  monitored  in 
diplomatic  installations  throughout  the 
world,  including  British  Prime  Minister 
Margaret  Thatcher's  office  and  Japan.'s 
Ministrv-  of  Foreign  Affairs. 
THINKING  BIG.  Now,  CNN  is  beginning  to 
tap  the  emerging  cable  market  in  Eu- 
rope. It  has  3.5  million  subscribers  there 
and  expects  to  be  in  6  million  cable 
homes  by  yearend.  Yet  those  aren't  the 
kinds  of  numbers  that  attract  big  adver- 
tising revenues.  So  Turner  is  pushing  an 
abbreviated  version  of  CNN  onto  more 


foreign  broadcast  networks.  It's  already 
airing  in  Greece,  Italy,  Korea,  and  Tai- 
wan, among  others.  And  he's  negotiating 
with  Bundespost,  the  West  German 
state-owned  post  and  telecommunications 
company,  for  airtime  in  several  major 
markets.  This  year,  CNN  will  even  be 
sold  as  an  over-the-air  subscription  ser- 
vice in  Moscow.  To  supply  more  interna- 
tional news,  Turner  is  opening  sbc  new 
bureaus  this  year,  raising  the  total  to  18. 

As  usual,  Turner  and  his  people  are 
thinking  big.  Eventually,  "we'll  be  able 
to  deliver  an  ad  message  simultaneously 
to  opinion  leaders  all  over  the  world," 
vows  Robert  W.  Ross,  managing  director 


CNN  IN  JAPAN:  NON-NEWS  PROGRAMMING  MAY  BE  COMING  NEXT 


of  CNN  International  Sales  Ltd.  in  Lon- 
don. But  that  may  be  tough.  Major  hur- 
dles include  the  lack  of  a  homogeneous 
market  and  a  single  language,  a  short- 
age of  cable  homes,  high  costs  for  satel- 
lite time,  and  the  hammerlock  of  many 
state-owned  TV  operations. 

The  effort  is  not  cheap.  Turner  is 
spending  about  $25  million  a  year  to 
spread  CNN  overseas.  Turner  officials 
contend  the  company  is  already  making 
a  profit  on  CNN  International's  hotel  op- 
erations, though  not  on  European  cable. 
Turner  insists  that  "it's  just  a  question 
of  time"  before  cable  catches  on  in  Euro- 
pean households  and  he  reaps  large  fi- 
nancial rewards.  Executives  point  out 


that  they  had  to  invest  some  $250  million 
in  the  domestic  CNN  before  it  finally 
turned  a  profit  in  1985.  Last  year.  CNN 
and  its  companion  Headline  News  opera- 
tion reported  $267.1  million  in  revenues 
and  enviable  operating  profits  of  $85.5 
million. 

Not  all  the  news  out  of  CNN  is  cheery, 
however.  Over  the  past  five  years,  its 
U.  S.  ratings  have  been  stagnant,  at 
about  O.S'A  of  the  cable  audience.  Now, 
through  heavy  advertising  on  radio  and 
other  Turner  channels,  CNN  is  trying  to 
educate  viewers  that  it  isn't  just  24  hours 
of  hard  news.  Instead,  it  offers  special- 
ized shows  on  such  topics  as  business, 
travel,  fashion,  science,  health, 
and  politics.  This  fall,  CNN  also 
hints  that  it  may  go  head-to- 
head  with  the  major  networks 
on  its  main  evening  newscast — 
a  first.  "We've  got  them  to 
taste  the  product.  Now,  we 
have  to  get  viewers  to  eat  it 
more,"  says  Paul  R.  Amos, 
CNN's  executive  vice-president 
for  news  programming  and 
production. 

More  often  than  not,  CNN's 
ratings  rise  and  fall  with  the 
ebb  of  news  events.  Interest  in 
China  boosted  overall  CNN  rat- 
ings io"c  in  the  week  following 
the  carnage.  "A  big,  continuing 
story  is  the  best  thing  that  can 
happen  for  CNN,"  says  Turner.  "The  Chi- 
nese story  was  great ....  What  we  need 
is  for  the  students  here  to  riot."  He  adds 
after  a  pause:  "I'm  just  kidding." 

Nine  years  ago,  Turner's  critics  won- 
dered how  he  could  possibly  find  enough 
news  to  fill  24  hours.  But,  as  usual, 
Turner  was  brimming  with  confidence. 
"I  was  standing  right  next  to  Ted  when 
he  launched  CNN,"  recalls  Denver  cable- 
system  broker  Bill  Daniels.  "He  turned 
to  me  and  said,  'The  day  the  world  comes 
to  an  end,  CNN  will  be  there  to  cover 
it.' "  Let's  hope  Turner  was  kidding 
about  that,  too. 

By  Scott  Ticer  in  Atlanta,  icit/i  bureau 
reports 
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Hyundai 

You  probably  picture  Hyundai  as  a  maker  of  affordable,  high- 
quality  cars. 

That  picture's  not  wrong.  Just  incomplete. 

Those  who  work  with  advanced  computers,  ships  and  nuclear 
power  plants  have  a  better  idea  of  our  scope. 

in  fact,  you'll  find  the  Hyundai  name  behind  sophisticated 
engineering  projects,  petrochemicals,  robotics,  and  satellite 
communication  systems,  among  other  exciting  and  diverse 
industries. 

Which  is  why  in  Korea,  Hyundai  has  become  a  symbol  of  our 
nation's  economic  progress. 

So  by  all  means,  remember  our  cars.  But  don't  forget  the  big 
picture. 

▲HYUNDAI 

K.P.O.  Box  92  Seoul,  Korea 

TLX:  K23111/5    FAX:  (02)  743-8963 
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ocial  Issues 


EDUCATION  I 


COMPUTERS  IN  SCHOOL: 

A  LOSER?  OR  A  lOST  OPPORTUNITY?  

Chalk-age  teachers  and  dull  software  mean  many  PCs  serve  as  typewriters  and  flash  cards 

In  part,  that's  the  fault  of  tl 
schools,  which  have  largely  ignon_ 
teacher  training  and  made  few  v 
forts  to  rethink  curriculum  in  Yv^\ 
of  what  computers  can  offer.  Tl 
situation  also  reflects  the  poor  qu;i 
ity  and  extreme  narrowness  ( 
much  of  the  available  softwai- 
How  to  improve  the  market  offf 
ings  and  determine  how  compute) 
should  fit  into  a  school's  learniii 
process  are  unanswered  question 
Parents,  school  administratdi- 
teachers,  and  hardware  and  snl 
ware  vendors  all  have  their  ow 
agendas,  which  rarely  mesh  into  fi 
cused  educational  goals. 
NO  VISION?  Used  properly,  comim 
ers  can  help  tailor  instruction  f'l 
individual  students  or  small  ri 
search  teams.  They  can  simulate  <' 
perience  outside  the  realm  of  bonl 
and  overcome  narrow  subject  sp* 
cialization.  A  program  that  mai 
complex  ideas  understandable  b 
turning  complicated  equations  int 
simple  graphics  could  raise  the  s. 
phistication  of  science  teaching 
says  Andrew  R.  Molnar,  an  edui-; 
tion  specialist  at  the  National  S(_ 
ence  Foundation.  "We  should  1 
looking  for  big  opportunities  ratht 
than  minor  improvements,"  he  say, 
For  the  moment,  though,  mim 
improvements  have  the  upper  ham 
Most  schools  have  plodded  along  usin 
computers  for  word  processing,  mat 
<lrill  and  practice,  and  promoting  con 
puter  literacy.  Critics  call  such  uses 
waste  of  expensive  technology  offerin 
little  educational  bang  for  the  buck. 

Take  computer  literacy.  In  one  vie\ 
it's  as  important  as  reading  and  wrilm 
for  tomorrow's  workers  in  the  Inform: 
tion  Age.  As  of  this  year,  Boston  publ 
schools  require  all  graduates  to  pass  a 
exam  testing  their  facility  with  woi 
processing,  data-base  and  spread  sIkm 
programs,  and  a  programming  lai 
guage.  But  with  Boston's  46'a  dropoi 
rate,  the  students  most  in  need  of  y 
skills  won't  be  jumping  this  hurdle.  An 
some  worry  that  computer  literacy  h; 
become  an  end,  not  a  means.  Says  Ro' 
ert  Pearlman,  technology  consultant  t 


Quince  Orchard  High  School,  in 
affluent  Montgomery  County, 
Md.,  stands  as  a  brand  new  $19.6 
million  testament  to  a  strong  tax  base — 
and  a  commitment  to  high-technology 
education.  With  288  computers  for  1,100 
students,  it  is  a  showcase  of  gee-whiz 
techno-possibilities.  Drafting  classes  can 
spin  out  sophisticated  3-D  renderings. 
Students  can  prepare  for  math  tests 
with  visually  oriented  trigonometry  pro- 
grams. The  media  center,  a.k.a.  the  li- 
brary, offers  an  electronic  card  catalog, 
encyclopedia  entries  on  compact  disks, 
and  Dialog,  a  data-base  service. 

Since  the  school  opened  last  Septem- 
ber, though,  students  have  used  the  ter- 
minals mainly  for  word  processing  and 
classes  in  computer  science.  And  Princi- 
pal Thomas  Warren  can't  yet  say  what 
all  the  gleaming  new  gear  has  added  to 


the  learning  process.  "We  believe  it  im- 
proves the  quality  of  education  and  in- 
creases excitement.  But  I  can't  give  you 
any  proof  of  that,"  he  says. 

Boosters  such  as  Warren  can  be  found 
in  every  public  school  district.  But  after 
a  decade  of  enthusiasm,  there's  still  no 
clear  consensus  about  the  role,  value,  or 
effectiveness  of  computers  in  schools. 
Well-thought-out  goals  are  still  lacking. 
Gains  in  achievement  have  proved  mod- 
est at  best.  And  in  many  schools,  initial 
fervor  has  given  way  to  "benign  ne- 
glect," as  one  disillusioned  teacher  puts 
it.  "Computers  are  still  peripheral  to  the 
central  goals  of  the  school,"  says  Karen 
Sheingold,  who  runs  an  educational  tech- 
nology center  at  New  York's  Bank 
Street  College  of  Education.  "The  bot- 
tom line  is  that  it's  really  hard  to  inte- 
grate technology  with  the  curriculum." 
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le  American  Federation 
f  Teachers:  "A  lot  of 
;hools  plateaued  at  com- 
ater  literacy.  They  didn't 
ive  a  vision  beyond  that." 
Whether  word  process- 
g  programs  help  develop 
;tter  writing  or  simply 
•oduce  more  professional- 
oking  papers  is  also  in 
:spute.  And  complaints 
)g  another  prevalent  ap- 
ication:  using  computers 
>r  repetitious  drills,  main- 
in  mathematics. 
In  one  sense,  such  exercises  shouldn't 
3  controversial.  Many  educators  agree 
lat  rote  practice,  always  an  integral 
irt  of  learning  basic  skills,  has  been 
iven  short  shrift  in  recent  years.  Time 
;  a  terminal  raises  scores  on  standard- 
ed  achievement  tests,  by  12  percentage 
3ints  on  average,  and  can  save  time  on 
)vering  course  material,  according  to 
imes  A.  Kulik  at  the  University  of 
Michigan.  Mary  Burk,  a  sixth-grade 
lacher  in  the  Indian  Springs  dis- 
ict  near  Chicago,  suggests  that 
)mputers  grab  students  in  a  way 
lat  books  don't:  "The  eyes  of  to- 
ly's  video-oriented  kids  are  auto- 
atically  drawn  to  screens." 
But,  whether  using  computers  to 
•actice  basic  skills  is  an  appropri- 
&  use  of  powerful  technology  is 
lother  matter  Henry  M.  Levin,  a 
rofessor  of  education  at  Stanford 
niversity,  studied  the  impact  of 
)mputer  time  on  test  scores  in 
rade  schools  and  found  it  was 
lOre  cost-effective  than  reducing 
ass  size  or  extending  the  school 
ly  by  an  hour.  But  tutoring  by 
der  children  produced  far  higher 
ains  in  math  and  reading  much 
lOre  cheaply  than  using  computers, 
^ou  might  as  well  use  flash  cards 
istead  of  making  kids  push  buttons 
1  a  computer,"  says  Bill  G.  Al- 
ridge,  executive  director  of  the  Na- 
onal   Science   Teachers  Assn. 

ISTA). 

LOODLESS.  What's  more,  a  grow- 
ig  number  of  educators  say 
;hools  shouldn't  be  focusing  so 
luch  effort  on  increasing  test 
;ores — which  have  a  debatable  re- 
itionship  to  the  quality  of  educa- 
on.  Instead,  schools  should  empha- 
ize  innovations  that  improve 
Wgher-order"  thinking  skills — an 
rea  of  more  serious  deficits. 
Can  computers  help  with  those 
tills?  Innovative  uses  are  not  un- 
nown.  Students  throughout  the 
3untry  have  collected  measure- 
lents  on  radon,  acid  rain,  and 
rinking-water  quality,  using  their 
Cs  to  build  a  national  data  base 
lat's  being  analyzed   in  science 
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HIGH-TECH  SHARING:  A  PC  MAKES  THE 
ROUNDS  IN  SOUTH  SAN  FRANCISCO 


classes.  Scholastic  Inc.'s  Operatio7i: 
Frog  simulates  dissection  without  the 
gore,  allowing  for  more  exploration  and 
detail — though  some  critics  say  the  re- 
sults are  too  perfect.  One  highly  ac- 
claimed multimedia  program,  The  Voy- 
age of  the  Mim  i,  developed  by  the  Bank 


CONTROVERSIAl  SOFTWARE 


OPERATION  FROG  for  grades  six  and  up 
from  Scholastic  Software  simulates  dissection. 
Students  can  "cut  up"  a  frog,  remove  parts, 
view  organs  working,  reconstruct  frog 
PRO:  Allows  repetition,  provides  more  informa- 
tion than  real  dissection,  saves  amphibian  lives 
CON:  Misses  real  experience,  never  fails 

■  Fde  ftciiviiy  Subject  iiije  help  


MATH  BLASTER  from  Davidson  &  Asso- 
ciates provides  grade-school  math  practice.  In 
video-game  style,  rewards  correct  answer 
PRO:  Holds  attention,  enlivens  necessary  drills, 
students  set  own  pace,  saves  teachers'  time. 
CON:  Video  aspect  is  gimmicky;  rote  learning, 
not  concepts;  no  advantage  over  flash  cards 


Street  College  of  Educa- 
tion and  a  group  of  text- 
book publishers,  simulates 
two  research  expeditions — 
one  environmental,  one  ar- 
cheological.  Pupils  direct 
their  own  individual  expe- 
ditions— using  maps,  navi- 
gation, hieroglyphics,  as- 
tronomy, math,  and 
ecosystem  models. 

Most  software  isn't  de- 
signed for  such  purposes. 
In  its  recent  report  on  com- 
puters in  the  schools,  enti- 
tled Power  On!,  the  Office  of  Technol- 
ogy Assessment  (OTA)  found  that  only 
7%  of  educational  programs  developed 
or  demonstrated  a  concept,  while  a  mere 
1%  tested  a  hypothesis.  Andrea  Bailey,  a 
tenth-grader  at  Maryland's  Quince  Or- 
chard school,  calls  her  biology  program 
"a  bore."  Why?  "You  just  read  on  the 
computer,  like  a  textbook,"  she  says. 
It's  far  more  difficult  and  costly  to 
develop  software  for  problem  solv- 
ing and  conceptual  thinking  than 
for  drills  and  word  processing.  Most 
companies  in  the  $260  million-a-year 
educational  software  market  shun 
the  higher  risk,  says  Stanford's 
Levin.  He  argues  that  the  federal 
government  should  subsidize  soft- 
ware development.  Mimi,  in  fact, 
was  paid  for  by  federal  grants. 
Each  of  its  two  packages  took  three 
years  and  several  million  dollars  to 
develop.  Some  7,000  sets  have  been 
sold  at  prices  ranging  from  $1,050 
to  $1,300,  but  that  hasn't  covered 
development  costs. 

Give  us  more  time,  the  industry 
says.  "We're  still  not  far  past  the 
pioneering  stage,"  argues  Jan  Da- 
vidson, president  of  Tojrance 
(Calif.)  Davidson  &  Associates,  Inc. 
It  makes  the  best-selling  but  contro- 
versial Math  Blaster — a  basic 
grade-school  math  drill  program 
modeled  after  video  games.  But  the 
quality  of  software  is  also  shaped 
by  what  schools  demand.  And  most 
computer  purchases  are  made  by 
administrators — for  whom  the  lit- 
mus test  of  accountability  is  the  test 
score,  not  such  lofty  long-term 
goals  as  higher-order  learning  and 
thinking. 

One  of  the  hottest  market  seg- 
ments reflects  that  pressure.  For  up 
to  $100,000,  a  half-dozen  suppliers, 
led  by  Jostens  Learning  Corp.,  sell 
schools  so-called  integrated  learning 
systems:  computers,  software,  and 
a  service  policy.  Used  in  about  25% 
of  school  districts,  the  math,  read- 
ing, and  writing  programs  move 
students  along  a  fixed  curriculum, 
allowing  little  experimentation. 
Sales  pitches  aimed  at  principals 
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When  you^re  a  mover  and  a  shaker  in  the  airport  limo 
business^  and  you  feel  your  lead  over  the  competition  starting  tc 
slov^  dov/n^  tne  problem  may  not  be  your  limousines. 

It  may  oe  your  computer  and  telephone  system. 

Recently  a  major  limo  service  called  in  NYNEXJand 
asked  us  how  we  could  help  get  them  moving  again. 

We  installed  direct  lines  in  the  airline  terminals^  so 
passengers  can  speed-dial  for  a  pickup. 

We  gave  their  dispatchers  smoother  access  to  the  1^000 
customer  calls  that  come  in  each  day  And  computer  display 
screens  that  show  them  where  the  calls  are  originating^  compute 
fares,  and  analyze  the  day^s  vehicle  pattern. 

And  we  installed  cellular  phones  in  each  limo^  that  let 
passengers  confirm  their  flights^  or  call  the  office— and  let 


or  a  company 


drivers  talk  with  each  other^  so  they  can  stay  out  of  jams. 

A  combination  of  services  that  keeps  their  customers 
from  v/anting  to  hit  the  road. 

The  NYNEX  family  of  companies  v/ould  like  to  work 
with  you^  too.  We  offer  you  everything  from  NYNEX  mobile 
phone  service^  to  the  computer  systems  of  the  NYNEX  Business 
Centers^  to  the  advanced  network  services  of  our  two  telephone 
companies.  Call  us  at  1  800  535-1535. 

When  you  see  the  many  ways  the  answer  is  NYNEX^ 
we  think  you^ll  find  it  quite  moving. 

Need  to  communicate?  Need  to  compute?  The  answer  is 
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27 
million 
Americans 
can't  read. 
And  guess 
who  pays 

the  price. 


Every  year,  functional 
illiteracy  costs  American 
business  billions. 

But  your  company  can 
fight  back. ..by  joining 
your  local  community's 
fight  against  illiteracy. 
Call  the  Coalition  for 
Literacy  at  toll-free 
1-800-228-8813  and  find 
out  how. 

You  may  find  it's  the 
greatest  cost-saving 
measure  your  company 
has  ever  taken. 

A  literate 
America  is  a 
good  investment. 
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and  district  superintendents  promote  the 
systems'  ability  to  .raise  test  scores. 

Lorraine  L.  Becker,  principal  of  the 
De  Anza  Middle  School  in  Ventura, 
Calif.,  says  the  Jostens  system  frees  stu- 
dents to  work  at  their  own  pace  and  lets 
teachers  focus  on  small  groups  of  stu- 
dents who  need  extra  help.  But  "the  top- 
down  approach" — where  administrators 
buy  the  technology  and  essentially  im- 
pose it  on  the  classroom — "upsets  teach- 
ers," says  Charles  Blaschke,  president 
of  Education  Turnkey  Systems  Inc.,  a 
market  I'esearcher  in  Falls  Church,  Va. 

Interest,  enthusiasm,  and  cooperation 
from  classroom  teachers  are  essential  if 
computer  use  is  to  blossom  beyond  the 
mundane.  Yet  schools  that  encourage 
teachers  are  few.  San  Francis- 
co's Roosevelt  Middle  School 
has  had  PCs  since  1981.  But 
Roosevelt  teachers,  offered 
only  optional  training  on  their 
own  time,  have  never  inte- 
grated computers  into  their 
lesson  plans.  There  is  little 
money  for  software.  And  with 
42  machines,  a  student  body 
of  850,  and  classrooms  aver- 
aging 35  students,  there 
aren't  enough  PCs  to  go 
around.  These  days,  the  ter- 
minals are  gathered  in  a  sin- 
gle computer  lab  where  they 
are  mainly  used  to  teach  typing. 
TRAINING  GAP.  Only  a  third  of  all  public 
school  teachers  have  had  even  10  hours 
of  computer  training — and  the  time  is 
mostly  spent  learning  to  use  the  ma- 
chine, rather  than  how  to  teach  with  it. 
There  are  exceptions.  A  small  but  thriv- 
ing subculture  of  computer  enthusiasts 
within  the  schools  shares  software  and 
information.  In  North  Carolina,  some  sci- 
ence teachers  are  exchanging  ideas 
through  a  computer  network.  But  in 
general,  little  is  being  done  to  remedy 
the  training  gap — by  the  education  col- 
leges, school  systems,  or  the  companies 
that  sell  into  this  market. 

"The  real  challenge,"  says  Bernard 
Gifford,  education  vice-president  for  Ap- 
ple Computer  Inc.,  "is  to  continue  to  ex- 
cite the  [innovative  schools]  and  chal- 
lenge the  ordinary,  dull,  and  mundane  to 
emulate  them."  Apple  is  in  a  position  to 
be  influential.  About  60'/'  of  the  PCs  in- 
stalled in  schools  are  Apples,  and  most 
educational  software  runs  on  them. 

Like  its  chief  competitors — IBM,  with 
20'7<  of  the  market,  and  Tandy — Apple 
sells  to  schools  at  a  discount.  "The  over- 
riding impetus,  industry  analysts  say,  is 
to  develop  brand  loyalty  among  future 
consumers.  Perhaps  a  sensible  market- 
ing strategy,  but  will  it  produce  the  best 
educational  results?  "I  don't  see  any  or- 
ganizations pushing  for  more  computers 


in  schools  other  than  those  who  benef 
such  as  the  computer  manufacturers 
says  a  cynical  Aldrich  of  NSTA. 

But  the  market  isn't  about  to  disa 
pear.  Computer  sales  still  climb,  thouj. 
at  a  slowing  pace  (chart).  Terminals  i 
stalled  in  the  early  1980s  will  have  to  1 
replaced  in  the  next  few  years.  Schoo, 
will  "continue  to  commit  to  it,"  says  Ar) 
Wujcik,  a  consultant  to  Link  Resource? 
Inc.,  market  researchers  in  New  Yor; 
"But  they  will  be  under  more  pressu 
to  prove  its  effectiveness." 
'SHOW  ROUTINE.'  Some  educators,  mea 
while,  still  believe  that  limited  access 
the  main  problem.  According  to  the  ( n 
the  $2  billion  spent  on  computer  bar 
ware  in  the  past  decade  represented  le; 
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than  0.27f  of  public  schools'  year 
spending.  Leon  A.  Kurasowicz,  \\1 
teaches  high  school  math  in  Littletn 
Mass.,  complains  that  his  school's  tv 
dozen  PCs,  for  500  students,  are  isolaii 
in  a  computer  lab.  He  wants  PCs  in  I 
classroom  to  demonstrate  concepts  an 
allow  kids  to  work  on  group  project 
"but  we  can't  get  the  money,"  he  sa> 
"It  has  to  be  more  than  a  show  routii' 
or  it's  not  going  to  revolutionize  edm 
tion  any  more  than  TV  did." 

Although  96''f  of  U.S.  public  sch." 
have  computers,  there  is  only  one  t 
every  30  students,  most  of  whom  ut 
them  only  an  hour  a  week.  At  Skyli  ■ 
Elementary  School  in  South  San  Frum 
CO,  540  pupils,  most  from  working-clai 
immigrant  families,  share  20  PCs  th; 
are  rolled  on  carts  from  room  to  roon 

It's  hard  for  schools  to  justify  spell- 
ing more  when  the  value  still  seems  i 
vague — and  when  technology  must  coi- 
pete  with  such  other  pressing  and  co.^i 
needs  as  support  for  poor  children  a: 
salary  increases  to  attract  better  tea- 
ers.  "You  have  to  ask  how  you  can  rii 
schools  more  effectively,"  says  All" : 
Shanker,  president  of  the  AFT.  "You  \\\ 
never  have  goals  for  technology  unl 
you  clarify  the  goals  of  the  school." 

By  Maria  Shao  in  San  Francisco,  n  > 
John  Carey  in  Washington.  Elizabeth  AV 
lich  in  New  York,  and  bureau  reports 
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You  can  follow  it  page  by  page  in  Big  Blue  and  You — an 
exclusive  report  on  IBM's  product  strategy  for  1989  and 
beyond,  available  only  through  The  BusinessWeek 
Nev\/sletter  for  Information  Executives. 
Here's  an  indispensable  working  tool,  a  guide  you'll  refer  to  time  and 
again  when  planning  your  own  corporate  strategies.  The  report 
contains  stunning  insights  from  two  passionate  IBM  watchers — Hesh 
Wiener  and  Sharon  Brady  publisher  and  editor  of  Technology  News  of 
America.  Their  expertise  will  help  you  deal  with  IBM  and  its  competitors 
now  and  in  the  future.  For  example,  did  you  know  there  is  more  raw 
computing  power  on  the  desk  tops  of  U.S.  corporations  than  there  is  in 
the  computer  room? 

This  64-page  special  report  gives  you  a  product-by-product 
assessment  of  where  IBM  stands  today.. .and  where  it's  going 
tomorrow.  What's  in  the  planning  stage,  what's  coming  to  market,  how 
products  have  developed  — information  you  can  use. 

And  it's  available  for  a  limited  time  through  The  BusinessWeek 
Newsletter  for  Information  Executives  for  just  $299.  Remember,  you 
won't  find  it  anywhere  else — at  any  cost.  Take  the  lead.  Order  Big 
Blue  and  You  today  To  order,  and  for  information  on  subscribing  to 
The  BusinessWeek  Newsletter  for  Information  Executives,  call 
800-445-9786  or  (212)  512-2184. 

The  BusinessWeek  Newsletter  for  Information  Executives 
1221  Avenue  of  tlie  Americas,  36th  Fl. 
New  Yorl(,  NY  10020 
Att:  Circulation  Dept. 


Do  you  know  where 
IBM  is  headed? 


'^Uncommonly  versatile^  uncommonly 
productive,  the  Gulf  stream  IV  could 
very  well  be  the  only  business  aircraft 
you  need  to  own  and  operate/' 


"Almost  everyone  who  knows  anything 
about  business  aircraft  seems  to  agree  on 
one  point:  when  8, 10, 12  or  more  people 
need  to  go  on  a  long  business  trip,  there's 
nothing  quite  like  going  in  the 
Gulfstream  IV. 

It  has  the  range  and  speed  to  fly  nearly 
5,000  statute  miles  non-stop  in  about  9.5 
hours;  the  reliability  of  its  engines  and 
systems  helps  make  every  hour  pass 
placidly;  and  a  big,  roomy  cabin  makes 
every  mile  go  by  comfortably 

What  sometimes  gets  overlooked  in 
thinking  about  the  Gulfstream  IV, 
however,  is  the  fact  that  it  brings  these 
capabilities  to  every  trip  it  flies — 
including  those  that  go  only  a  few  hun- 
dred miles. 

As  a  result,  and  in  the  right  hands, 
the  Gulfstream  IV  can  become  a  unique 
asset  in  a  corporate  aircraft  operation.  In 
fact,  it  is  perfectly  plausible  to  expect  this 
one  amazing  machine  to  do  as  much  as  two 


By  Charles  N.  Coppi 

Senior  Vice  President,  Technology 
Gulfstream  Aerospace  Corporation 

lesser  aircraft,  and  perhaps  even  more. 

Its  size  alone  is  a  plus  in  helping 
achieve  optimum  utilization.  (In  our 
experience,  people  seldom  pass  up  the 
opportunity  to  ride  in  a  Gulfstream. 
And  remember,  the  Gulfstream  IV  can 
take  more  passengers  more  places  faster 
than  any  other  business  aircraft.) 

Itineraries  can  be  planned  in  which 
the  Gulfstream  IV  flies  multiple  legs  of 
various  lengths  in  a  day  without  refuel- 
ing. (We  won't  pretend  its  going  to  use 
less  fuel  than  a  lesser  airplane.  But  the 
Gulfstream  FV  is  the  most  fuel-efficient 
jet  we've  ever  built.  And  aerodynamicists 
can  prove  that,  pound  for  pound,  it  is  the 
most  fuel-efficient  business  jet  anybody's 
ever  built.) 


An  acknowledged  authority  on  the  design 
and  engineering  of  business  aircraft, 
Charles  Coppi  has  helped  shape  many  of 
the  significant  technological  advances 
found  in  four  generations  of  Gulfstream 
executive  aircraft. 


©Gulfstream  Aerospace  Corporation,  PO  Box  2206,  Savannah.  Georgia  31402  U.S-A- 


Despite  its  size,  the  Gulfstream  IV 
can  use  airports  you'd  expect  to  be  lim- 
ited to  much  smaller  jets. 

It  is  also  a  good  neighbor  There  aren't 
many  airports  more  noise-sensitive  than 
Washington's  National  Airport;  the 
FAA  says  the  Gulfstream  IV,  with  its 
Rolls-Royce  Tay  engines,  is  quiet  enough 
to  come  and  go  there  anytime,  day  or 
night.  (What  that  also  says  is  you  can 
plan  on  going  almost  anywhere  you 
want  to  go,  when  you  want  to  go  -  which 
is  the  fundamental  reason  to  operate  any 
business  jet.) 

In  short,  the  Gulfstream  IV  has  an 
uncommon  versatility  that  makes  it 
uncommonly  productive. 

We  can  show  you  why  and  how  this 
happens  on  an  actual  business  trip  you 
and  your  key  executives  have  to  take 
somewhere  at  home  or  abroad. 

If  you  need  to  go  5,000  miles  non- 
stop, fine. 


If  we  can  take  you  5,000  miles  in  five  or 
six  stops  in  a  single  day,  that's  okay  too. 
If  we  can  have  the  time  to  show  you 
^    how  the  Gulfstream  IV  does  both,  so 
much  the  better 

What's  important  is  that  you  have  the 
opportunity  to  put  the  Gulfstream  FV  in 
its  proper  perspective. 

The  person  who's  ready  to  see  that 
you  get  that  chance  is  Robert  H.  Cooper, 
Senior  Vice  President,  Gulfstream 
Marketing. 

Call  him  at 
(912)964-3234:' 


The  technology  of  computerized  genera- 
tion and  management  of  flight  information 
and  electronic  instrument  systems  found 
in  the  Gulfstream  IV  cockpit  will  still  be 
considered  advanced  in  the  year  2000. 


Gulfstream 
/Icrospacc 

A  CHRYSLER  r  OMPANY 


The  Gulfstream  IV. 

The  pursuit  of  perfection. 


It's  90° 
90% 
humidity 
outside 
and  your 
building's  air 
conditioning 
just  went 
down. 
What  do 
you  think? 


ENVIRONMENT! 


WASTE  NOT,  WANT  NOT? 
NOT  NECESSARILY 


The  recycling  industry  is  trying  to  gear  its  supply  to  demand 


Faced  with  mountains  of  garbage 
and  no  place  to  put  it,  cities  from 
Seattle  to  New  York  are  mandating 
massive  recycling  programs  for  paper, 
glass,  and  plastics.  But  their  zeal  for 
recycling  has  created  a  serious  mis- 
match between  the  supply  of  some  mate- 
rials and  the  demand  for  them.  Gluts  of 
some  materials  are  already  sending 
prices  plunging;  supplies  of  others  are 
so  uncertain  that  manufacturers  won't 
commit  themselves  to  using  them.  "Gov- 
ernments passed  recycling  legislation 
but  gave  no  consideration  to  markets," 


sending  disposal  costs  soaring.  New  Je 
sey  cities,  for  instance,  which  paid 
mere  $30  a  ton  to  dump  refuse  in  198' 
now  shell  out  about  $100.  And  that 
creating  a  powerful  incentive  to  recyc' 
glass,  metal,  paper,  and  plastics. 
BOTTLE  BOTTLENECK.  Yet  the  marke 
place  already  is  unable  to  absorb  soin 
reclaimed  materials.  In  five  years,  tl: 
amount  of  old  newspaper  collected  hi 
increased  by  34%,  glutting  the  marke 
New  Jersey  towns  that  just  nine  mont? 
ago  pulled  in  $20  a  ton  for  newsprii 
must  now  pay  up  to  $10  a  ton  to  ship 


says  James  R.  Meszaros,  a  divisional 
vice-president  at  Browning-Ferris  Inc.,  a 
waste-management  leader. 

So  now,  state  and  local  governments 
are  teaming  up  with  waste-management 
companies  and  industry  to  launch  a  num- 
ber of  innovative  arrangements  to  as- 
sure adequate  supplies  and  markets  for 
the  tide  of  recycled  materials.  The  Envi- 
ronmental Protection  Agency  is  getting 
into  the  act.  It  is  evaluating  markets  for 
recycled  goods  and  may  propose  incen- 
tives to  balance  supply  and  demand. 

There's  little  time  to  waste.  More  than 
three-quarters  of  the  160  million  tons  of 
solid  waste  that  Americans  throw  out 
each  year  is  hauled  to  landfills.  But 
more  than  half  of  the  nation's  5,499  land- 
fills will  be  full  in  just  six  years.  That's 


away.  In  Minncapnlis-Sl.  Paul,  so  mai 
old  newspapers  are  piling  up  that  Wayr 
A.  DiCastri,  president  of  paper  brok( 
Pioneer  Paper  Stock  Co.,  says  that  u 
less  new  demand  pushes  newsprii 
prices  back  up,  "we'll  probably  get  oi 
of  that  business."  That  would  dump  tl 
company's  annual  collection  of  40,0( 
tons  of  newsprint  back  on  the  streets. 

Shortages  are  also  a  headache.  La 
year,  Wellman  Inc.,  the  nation's  large 
plastics  recycler,  gobbled  up  most  of  tl 
1.5  billion  two-liter  soda  bottles  hand( 
in  for  recycling  and  turned  them  in 
everything  from  carpet  fibers  and  tenn 
ball  fuzz  to  resins  used  for  plastic  mol 
ings  on  cars.  But,  says  Vice-Preside; 
Dennis  M.  Sabourin,  demand  for  the 
products  is  so  high  that  the  Shrewsbui 
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.J.)  company  could  use  twice  the  num- 
f  of  bottles. 

ro  match  supply  with  demand,  Rhode 
and  recently  set  up  one  of  the  nation's 
gest  recycling  facilities.  The  $5  million 
.nt  ships  more  than  200  tons  of  paper, 
ital,  glass,  and  plastic  waste  a  day 
der  the  state's  three-year-old  recy- 
ig  program.  Rhode  Island  plans  to 
ild  another  plant.  "We're  displacing 
;  mom-and-pop  facility  and  the  Boy 
)uts,"  says  Victor  A.  Bell,  chief  of  the 
ode  Island  Office  of  Environmental 
ordination. 

Bell  and  other  state  officials  are 
imping  industry  in  the  Northeast  to 
ild  markets  for  recycled  material.  Re- 
itly,  state  officials  from  Rhode  Island, 
tw  York,  and  other  Northeast  states 
it  with  the  region's  newspaper  pub- 
lers  and  paper  industry  groups  to 
sh  for  the  increased  use  of  recycled 
per.  And  they  seem  to  be  getting  re- 
ts. James  L.  Burke,  executive  vice- 
;sident  of  Garden  State  Paper  Co.  in 
rfield,  N.J.,  sa/s  inquiries  about  his 
npany's  100%  recycled  newsprint  have 
reased  in  the  past  six  months.  He  is 
iking  for  a  site  to  build  a  new  plant. 


WAKING  MARKETS  FOR 
RECYCLED  MATERIALS 

fICS  Eight  polystyrene  manufacturers, 
ling  Amoco,  Dow,  and  Mobil,  are  form- 
le  National  Polystyrene  Recycling  Co. 
janies  such  as  Rubbermaid  will  pur- 
;  the  plastic 

►  New  York  City  will  mix  colored  or 
in  glass,  ceramics,  and  mirrors  with  as- 
for  paving  streets.  The  city  says  it  can 
11  it  collects  to  make  "glassphalt" 

IRATED  WASTE  MANAGEMEHT 

e  Island  opened  a  massive  state-run 
y  that  guarantees  companies  a  steady 
m  of  recycled  materials 


Plastics  makers,  faced  with  growing 
3ssure  to  reuse  their  materials  or  ban 
?m  outright,  are  setting  up  recycling 
ntures  of  their  own.  So  far,  dozens  of 
ch  ventures  are  in  the  works — partly 
:ause  recycled  polymers  can  cost  one- 
ith  to  one-eighth  of  what  it  costs  to 
ild  new  capacity.  Even  so,  the  indus- 
'  "knows  something  has  to  be  done," 
Karl  W.  Kamena,  director  of  gov- 
iment  affairs  for  Dow  Chemical  Co.'s 
istics  Group. 

Earlier  this  year,  Dow  and  seven  oth- 
chemical  companies,  including  subsid- 
ies of  Mobil,  Amoco,  and  Arco, 
•med  the  $16  million  National  Polysty- 
le  Recycling  Co.  nprc  will  establish 
e  regional  processing  centers  next 
ir  to  provide  such  users  as  Rubber- 


maid Inc.  with  a  steady  source  of  recy- 
cled plastic. 

Du  Pont  Co.,  which  uses  1  billion 
pounds  of  recycled  plastics  annually  in 
its  own  products,  has  agreed  to  repro- 
cess some  of  the  2  billion  pounds  of  plas- 
tic waste  generated  in  the  state  of  Illi- 
nois. The  plastic  will  be  turned  into  such 
things  as  highway  barriers,  signposts, 
and  lane  markers  for  use  by  the  state's 
highway  department.  In  a  separate  deal, 
the  chemical  maker  signed  a  pact  with 
Waste  Management  Inc.  to  build  a  recy- 
cling plant  for  plastic  collected  by  the 
giant  waste  contractor. 

Finding  that  the  use  of  recycled  mate- 
rials in  their  products  is  becoming  a 
marketing  necessity,  companies  are  be- 
coming eager  customers  of  the  new  re- 
cycling ventures.  Procter  &  Gamble  Co., 
for  one,  already  uses  some  recycled  pa- 
per in  70%  of  its  product  packaging. 
Now,  the  company  is  marketing  Tide, 
Cheer,  and  Downy  bottles  manufactured 
from  recycled  plastics. 

P&G  has  also  launched  a  pilot  project  in 
Seattle  to  recycle  disposable  diapers,  one 
of  its  most  successful  products.  It  will 
separate  the  plastic,  pulp,  and  absorbent 
gel,  and  sanitize  the  materials.  The  pulp 
will  be  used  for  wallboard  liner  and 
cardboard  boxes  and  the  plastics  will  be- 
come flowerpots  and  architectural  lum- 
ber for  landscaping.  "Part  of  the  learn- 
ing will  be  to  see  what  additional 
markets  we  can  develop,"  says  Robert 
A.  Greene,  associate  director  of  research 
and  development. 

GLASSPHALT  JUNGLE.  Until  new  markets 
emerge,  cities  are  taking  steps  to  make 
sure  they're  not  saddled  with  mountains 
of  separated  materials.  Seattle  pays  one 
of  its  contractors,  Rabanco  Recycling 
Co.,  to  take  materials  when  prices  drop 
below  certain  points.  But  the  city  gets  a 
share  of  the  profits  when  prices  are 
high.  That  way,  both  assume  the  risk  of 
market  ups  and  downs. 

New  York,  which  will  begin  a  citywide 
recycling  program  this  year,  has  set  up 
a  special  16-person  marketing  group  to 
create  markets  for  the  goods  it  collects. 
Demand  for  clear  glass  bottles  is  fairly 
brisk.  But  the  city  was  worried  about 
where  it  would  unload  ceramics  and  junk 
glass — the  broken,  colored  bits  from 
shattered  windows  and  mirrors,  for  ex- 
ample. The  solution?  The  city  will  mix 
the  crushed  glass  with  asphalt.  The  re- 
sulting "glassphalt"  will  be  used  to  pave 
city  streets. 

Whether  or  not  recycling  becomes  a 
critical  component  in  solving  the  gar- 
bage crisis  depends  on  the  success  or 
failure  of  these  market-making  tech- 
niques. With  the  landfills  almost  over- 
flowing, the  initiatives  are  coming  none 
too  soon. 

By  Vicky  Cahan  in  Washington,  icifh 
bureau  reports 


THINK 

UNIT 


Your  local  authorized  LINC 
Service's'  Contractor  can  solve 
almost  any  emergency  service 
problems— and  show  how  LINC 
Service*  can  help  to  prevent  prob- 
lems from  happening  again. 

LINC  Service^"  is  a  unique 
preventive  maintenance  program 
designed  to  keep  your  building's  air 
conditioning  system  in  peak  opera- 
ting condition.  Through  special  LINC 
Service-'  features  like  system 
analysis,  component  testing,  and 
computerized  maintenance  schedu- 
ling, problems  are  solved  before  they 
ever  become  problems.  The  result? 
Air  conditioning  systems  that  run 
reliably,  efficiently  and  affordably. 

And  LINC  Service®  is  available 
for  a  conveniently  affordable,  fixed 
monthly  fee.  Just  think,  no  more 
surprises  in  your  building  or  on  your 
bottom  line! 

So  this  summer,  THINK  LINC® 
and  quit  sweating  over  your  build- 
ing's air  conditioning  problems. 

For  the  name  of  the  LINC  Service® 
Contractor  nearest  you,  call 

800-638-2000 

(in  Maryland,  800-831-4300) 
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Total  reliability: 

eatest  asset  for  50  years. 


We  deliver  what  you  deserve 
the  best. 

Just  a  few  of  our  visible  accomplish- 
ments: annual  trade  volume  of  $2  billion; 
a  Guiness  Book  record  with  construc- 
tion of  the  world's  tallest  hotel  in  Singa- 
pore's Raffles  City  Complex;  the  world's 
largest  single  cement  production  facility; 
total  sales  volume  in  1988  of  well  over 
$6  billion. 

Already  a  Korean  leader  in  oil,  auto- 
mobiles, machinery,  securities,  insur- 
ance, paper,  computer,  shipping  and  a 
growing  number  of  other  areas  as  well, 
Ssangyong  is  now  becoming  recognized 
internationally  in  projects  large  and 
small. 

Why?  Not  just  because  of  our  visible 
accomplishments,  but  because  of  the  in- 
visible reliability  and  responsibility  to 
provide  you  with  the  very  best  that  our 
professionals  can  deliver. 

On  March  15,  1989,  help  us  celebrate  a 
50  year  tradition  of  excellence  with  our 
new  symbol.  And  with  our  continuing 
reliability  in  an  expanding  number  of 
business  activities. 


SsangYong 


•  Central  PO.  Box  4106  Seoul.  Korea 
•  Telex:  DRACEM  K26427»  Phone:  270-8114  •  Fax. :  273-0981 


evelODments  to  Watc 
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JUST  DOWN  THE  ROAD, 
SMALLER,  BETTER  HEADLIGHTS 


If  you  thought  the  switch 
from  yesterday's  sealed- 
beam  headlights  to  today's 
halogen  models  brought  a 
major  improvement  in  night- 
time driving,  just  wait  a  few 
more  years.  That's  when  the 
latest  innovation — arc-dis- 
charge headlights — will  be- 
gin showing  up.  Developed 
by  General  Electric  Co.,  which  has  joined  with  Ford  Motor  Co. 
to  bring  the  new  technology  to  the  automotive  market,  arc- 
discharge  headlights  will  be  much  smaller,  yet  will  put  out 
whiter  light.  And  GE  says  that  existing  applications  in  stadium 
lighting  show  that  the  bulbs  will  last  six  times  as  long. 

The  bulbs  are  positively  tiny — about  the  size  of  a  single 
matchbook  match,  but  with  the  match  head  in  the  center. 
Inside  that  bulge,  light  is  generated  by  an  electronically  con- 
trolled arc,  or  spark,  jumping  between  two  tungsten  electrodes 
in  an  atmosphere  of  xenon  gas.  Because  the  bulbs  are  so  little, 
the  whole  headlight  can  shrink  to  roughly  the  size  of  a  golf 
ball.  For  Ford  and  other  carmakers,  that  means  new  freedom 
of  design  and  aerodynamic  styling  as  well  as  weight  savings. 
GE  figures  the  new  headlights  could  spark  a  billion  dollar 
business  within  a  decade. 


IN  CAMBRIDGE  LABS,  EVEN  MICE 
HAVE  RIGHTS,  TOO 


Chalk  one  up  for  the  animal  rights  activists.  After  three 
years  of  debate,  the  Cambridge  (Mass.)  City  Council  in  late 
June  approved  an  ordinance,  apparently  the  first  of  its  kind, 
mandating  broader  protection  of  the  60,000  animals  used  year- 
ly by  researchers  at  Harvard,  Massachusetts  Institute  of  Tech- 
nology, and  other  laboratories  in  Cambridge.  The  law  extends 
the  federal  Animal  Welfare  Act's  anticruelty  protection  to 
rodents,  birds,  and  fish,  and  it  requires  each  research  institu- 
tion to  create  a  committee  to  oversee  animal  experiments.  It 
also  establishes  a  commissioner  to  enforce  the  ordinance.  But 
the  final  version  was  watered  down  to  eliminate  a  previous 
requirement  that  an  animal  rights  representative  serve  on 
each  institution's  oversight  committee. 

As  a  result,  researchers  aren't  objecting  vociferously — so 
far.  MIT,  for  instance,  already  complies  with  the  law.  "This  just 
helps  the  public  to  know  that  we're  being  watched  over,"  says 
John  M.  Moses,  chairman  of  MIT's  Animal  Care  Committee. 
But  animal  advocates  boast  that,  having  won  this  victory,  they 
will  now  go  after  similar  regulations  in  other  cities,  such  as 
San  Francisco,  and  press  for  tighter  regulations.  Says  Alfred 
G.  Kildow  of  the  Whitehead  Institute  for  Biomolecular  Re- 
search; "We  see  the  camel's  nose  under  the  tent." 


SONY  IS  MAKING  THE  'SWEET  SPOT' 
IN  STEREO  TVs  EVEN  SWEETER 


Although  stereo  sound  is  now  standard  in  most  color  TVs,  it 
can  be  hard  to  hear.  That's  because  the  TV  speakers  are 
so  close  together  that  the  "sweet  spot,"  where  the  stereo 
effect  is  most  noticeable,  is  small  and  close  to  the  screen.  But 
Sony  Corp.  has  fixed  that  in  11  of  its  new  big-screeh  TV  models 


due  to  hit  stores  later  this  summer.  These  sets  feature  f 
sound-retrieval  system  developed  by  Hughes  Aircraft  Co.  th;!; 
makes  almost  any  place  in  front  of  the  TV  a  sweet  spot.  | 
The  concept  stems  from  work  in  the  esoteric  field  of  psych' 
acoustics.  Researchers  have  discovered  that  the  human  bra 
uses  different  clues  to  detect  the  direction  from  which  a  sour 
is  coming.  With  midrange  sounds,  for  example,  the  key  is  ; 
which  ear  the  sound  is  more  intense.  But  with  high-pitche 
sounds,  the  difference  in  arrival  time  at  each  ear  is  the  mal 
clue.  To  produce  a  bigger  sweet  spot,  Hughes  has  develop^ 
digital-signal  processing  chips  and  separate  amplifiers  for  tlj 
left-  and  right-channel  sounds.  The  chips  process  each  channj 
differently,  so  that  when  the  sounds  emerge  from  the  speaii 
ers,  it's  easier  for  your  ears  to  distinguish  which  is  which,  j 
 r 


GETTING  BACTERIA  TO  FIGHT 
BACTERIA— WITHOUT  FIGHTING  YOU 


Fighting  fire  with  fire  is  nothing  new  to  medicine — it's  tl 
key  to  most  vaccines.  But  vaccines  against  bacterial  infe 
tions  can  be  tricky  because  the  usual  method  involves  admini 
tering  a  weakened  or  altered  form  of  the  bacterium.  That 
supposed  to  cause  only  a  mild  case  of  the  disease  you  want  i 
prevent,  but  sometimes  it  triggers  a  more  severe  reaction. 

Now,  genetic  engineers  at  Rockefeller  University  and  ; 
Oregon  State  University  have  found  a  safer  technique:  splic 
genetic  information  from  bacteria  into  the  DNA  of  a  benig 
carrier  virus.  It's  the  first  time  that  a  bacterial  gene  has  be€ 
grafted  onto  a  virus,  according  to  Dr.  Vincent  A.  Fischetti  ( 
Rockefeller  University  and  Dr.  Dennis  Hruby  of  Oregon  Stat 
Their  research  is  aimed  at  creating  a  vaccine  for  strt 
throat.  Left  untreated,  even  a  mild  infection  by  streptococci 
bacteria  can  cause  rheumatic  heart  disease  or  kidney  damag 
As  many  as  10  million  Americans,  most  of  them  children,  con 
down  with  strep  throat  each  year.  Worldwide,  the  infectit 
kills  52,000  people  every  year  and  produces  severe  side  effec 
in  millions  of  children.  While  a  commercial  strep-throat  vaccii 
is  being  perfected,  which  could  take  five  years,  the  same  gen 
splicing  technique  may  be  tried  for  vaccines  against  othi 
bacterial  diseases,  including  gonorrhea. 


AN  OIL-BASED  PAINT 

THAT  LETS  YOU  BREATHE  EASY 


The  adage  about 
oil  and  water 
not  mixing  may  be 
all  wet.  Micro  Ve- 
sicular Systems 
Inc.  is  working  on 
a  technique  that 
will  combine  the 
best  properties  of 
oil-  and  water-based  paints.  The  problem  with  oil  paint  is  th? 
while  it  sticks  to  surfaces  better  than  latex  paint,  it  contaiiK 
volatile  chemicals  that  evaporate  and  pollute  the  air  as  tl|f 
paint  dries.  In  some  urban  areas,  commercial  and  industrij 
uses  of  oil  paints  are  therefore  regulated.  t 
But  the  next  generation  of  oil  paints  might  be  kinder  to  th 
air.  Researchers  at  the  Nashua  (N.  H.)  subsidiary  of  IGI  Iri 
have  already  produced  oil  paints  with  a  water  base  by  sealir*' 
droplets  of  oil  pigment  inside  microscopic  sacs  called  lip- 
somes.  As  the  water  evaporates,  the  microsacs  rupture,  le;i 
ing  behind  a  smooth  coat  of  pigment.  Micro  Vesicular  Cha 
man  Edward  B.  Hager  says  that  a  major  paint  manufactur 
has  agreed  to  help  develop  a  line  of  commercial  paints. 
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By  Lee  Weinberger 
President  and  CEO 
Wausau  Insurance  Companies 

I  was  delighted  to 
attend  a  banquet  re- 
cently that  honored  Tkd 
Bretting  as  America's  Small  Business 
Person  of  the  Year. 

The  award  was  presented  by 
President  Bush  and  Susan  Engeleiter, 
head  of  the  Small  Business  Administration. 
When  you  consider  that  there  are  19 
million  small  businesses  in  the  country, 
Tkd's  was  no  small  accomplishment. 

Tkd  is  president  of  C.G.  Bretting 
Manufacturing  Co. ,  a  maker  of  paper- 
folding  and  printing  equipment  in 
Ashland,  Wisconsin.  Under  his  direction, 
the  firm  has  grown  from  11  employees 
with  sales  of  $120  thousand,  to  260 
employees  and  sales  of  $30  million. 

This  hardly  makes  Bretting  a  "small" 
business  to  my  way  of  thinking.  In  fact, 
Bretting  typifies  many  of  Wausau's 
policyholders  —  medium  to  large  in 
size,  preferring  long  term  relation- 
ships (Bretting's  been  a  Wausau  pohcy- 
holder  for  53  years),  and  committed  to 
their  employees'  safety  and  well  being. 

At  Wausau  Insurance,  we  may  have 
a  good  many  larger  policyholder  com- 


Tad  Bretting.  He's  one  in 


panies  in  our  book  of  business,  but 
none  that  we  are  prouder  of  than  Tkd 
Bretting's  company. 


Wausau  Insurance  Companies,  2000  Westwood  Drive 
Wausau,  Wisconsin  5440nfelephone  (715)  845-5211 
A  Member  of  the  Nationwide®  Group. 
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WEVE  HELPEDL"^^^ ; 

^T^I^P  "Ij^tJU  eliminated  the  needle: 
l^%l\Ei   I  in  C  the  new  needleless  injector! 
;      MM^nW  Wk,  l^^r^fy  created  with  the  help 

WlmlimjE    ofUdel®polvsulfonefTom  i 

^  ^             I  Wl     I  nC  Products.  The  injector  ^ 
^^^FT^I           C  rnanufacturer  reports 

0¥  rammCa  that  clinical  tests  show  jet  | 

injection  technology  provides  more  3 

even  distribution  of  insulin  than  traditional  i 
needle-type  syringes. 

High-strength  polysulfbne  enables  1 

the  injector  to  retain  its  physical  integrity  \ 

throughout  the  sterilization  process^  . 

and  to  endure  the  extreme  pressures  j 
required  for  operation. 

Every  year,  by  supplying  more  than 

$3  billion  of  quality  petrochemical-based  ^ 

materialsy  Anxxx)  Chemical  helps  ■ 
bring  to  light  a  vast  array  of  new  devel- 

opmentSy  such  as  this  jet  injector .  I 

So  at  last,  insulin  users  can  feel  better,  ; 

without  feeling  the  needle.  ^ 
,     .                     For  more  information,  write  to 

iSSHlr                Annoco  Chemical,  MC  4106,  Dept.  852,  1 
200  East  Randolph  Driven  Chicago  4 


Amoco  Chemical 


TH,  M.D. 
iSAVENlJE 


.  1937  Amoco  Chemica)  Company 


BIOTECHNOLOGY  I 


CETUS  CARBON-COPIES  DNA 
—AND  ROCKS  BIOTECH 


Its  new  tool  helps  everything  from  AIDS  research  to  zoology 


All  that  remains  of  the  quagga,  an 
extinct  cousin  of  the  zebra  last 
seen  in  southern  Africa  in  the 
1800s,  are  a  few  musty  pelts  tucked 
away  in  the  world's  museums.  But  men- 
tion the  departed  beast  to  a  crack  team 
of  Cetus  Corp.  scientists,  and  their  eyes 
light  up. 

Although  their  expertise  lies  in  cancer 
and  viral  research,  they  have  pioneered 
a  technique  that  can  tell  scientists  vol- 
umes about  that  extinct  mammal.  "We 
can  take  a  single  dna 
molecule  from  an  ani- 
mal that  lived  long 
ago  and  study  its  ge- 
netic makeup,"  says 
John  J.  Sninsky,  who 
heads  diagnostics  re- 
search at  the  Emery- 
ville (Calif.)  biotech 
company. 

But  deciphering  the 
genetics  of  the  long- 
deceased  is  only  the 
beginning.  Called 
polymerase  chain  reac- 
tion, or  PCR,  the  tech- 
nique is  a  way  of  cre- 
ating, in  just  a  few 
hours,  a  billion  copies 
of  a  specific  gene.  It 
can  find  the  genetic 
needle  in  a  haystack 
by  building  a  haystack 
of  needles.  Because  this  "genetic  ampli- 
fication" can  quickly  produce  large 
amounts  of  genetic  material  for  study, 
its  uses  range  from  exonerating  crime 
suspects  to  discovering  new  viruses  or 
predicting  the  odds  that  sickle-cell  ane- 
mia carriers  will  pass  along  the  disease. 
SHAKE  *M'  BAKE.  The  PCR  process  in- 
volves pulling  apart  a  strand  of  DNA 
with  heat.  Scientists  then  add  a  segment 
of  DNA  identical  to  the  one  they  are  seek- 
ing. If  the  segment  is  present  in  the 
sample,  adding  an  enzyme  causes  it  to 
multiply  rapidly.  If  the  sought-after  ge- 
netic sequence  is  not  present,  nothing 
will  happen. 

PCR  began  when  former  Cetus  scientist 
Kary  Mullis,  who  is  now  a  consultant, 
was  trying  to  find  better  ways  to  study 
the  tiny  mutations  in  certain  genes  that 
are  suspected  of  causing  cancer.  Having 


more  copies  would  prove  valuable,  but 
the  process  available  was  too  slow.  The 
idea  of  using  enzymes  to  produce  huge 
amounts  of  specific  genetic  sequences 
hit  Mullis  when  he  was  on  his  way  to  his 
weekend  retreat  in  1983. 

Mullis  spent  the  next  two  days  "draw- 
ing on  every  horizontal  flat  surface  in 
the  place."  He  recalls  thinking:  "My 
God,  this  will  totally  change  molecular 
biology,  so  why  hasn't  anybody  thought 
of  it?"  On  the  following  Monday  mom- 


ERUCH  WOULD  LIKE  TO  DEVELOP  AN  EARLY-WARNING  SYSTEM  FOR  GENETIC  DISEASES 


ing,  he  set  to  work.  But  while  he  began 
seeing  success  immediately,  a  key  prob- 
lem was  that  the  enzyme  he  was  using 
to  catalyze  the  reaction  was  unstable  at 
the  temperatures  required  to  cause  the 
DNA  strands  to  split  and  recombine. 

Despite  the  problems,  one  Cetus  vice- 
president  saw  the  potential  of  the  tech- 
nique. He  invited  two  other  scientists 
from  Cetus'  human  genetics  program, 
Henry  A.  Erlich  and  Norman  Arnheim, 
now  chairman  of  biological  sciences  at 
the  University  of  Southern  California,  to 
join  the  team.  Eventually,  they  came  up 
with  a  more  stable  enzyme,  obtained 
from  a  bacterium  called  Thermus  aquati- 
cus  that  lives  in  the  hot  springs  of  Yel- 
lowstone National  Park. 

Once  the  new  enzyme  was  available, 
the  procedure  became  consistent,  reli- 
able, and  remarkably  simple.  "It  consti- 


tuted a  revolution  within  a  revolution, 
says  Erlich.  In  1987,  Cetus  signed  a  dea 
with  scientific-instrument  maker  Perkir 
Elmer  Corp.  to  produce  a  machine  tha 
could  automate  the  process. 

Most  exciting  was  the  brainstorm  tha 
PCR  unleashed  both  inside  and  outsid 
Cetus.  Sninsky's  expertise  as  a  virolc 
gist,  for  example,  quickly  suggested  t/ 
him  a  key  place  for  PCR  in  both  AID, 
research  and  diagnostics.  Because  th; 
AIDS  viirus  can  hide  within  cells  in  a  doi 
mant  stage,  it  is  nearly  impossible  fc 
find  at  that  stage  with  current  diagnos 
tic  tests.  But  PCR  can  find  it.  Erlich 
meanwhile,  is  still  studying  PCR's  applj 
cations  in  the  detection  of  genetic  dis 
eases,  including  sickle-cell  anemia,  ver 
early  in  pregnancy. 

Zoologists  have  already  become  avil 
users  of  PCR  to  study  the  genetic  evoli 
tion  of  species — the  relationship,  for  e> 
ample,  of  the  woolly  mammoth  to  th 
modem  elephant.  Anthropologists  hav 
used  it  to  analyze  Ar 
dean  mummies.  An 
i'CR  is  playing  an  ir 
creasingly  importan 
role  in  forensic  labs 
Scientists  are  zeroin: 
in  on  the  regions  of  a 
individual's  DNA  tha 
make  us  all  uniqu< 
Amplifying  telltale  r< 
gions  of  a  suspect' 
DNA  found  in  such  ev 
dence  as  blood  or  hai 
left  at  a  crime  seen 
can  provide  virtuall 
absolute  identificatioi 
Cetus  also  ha 
signed  a  multiyea 
deal  with  Eastman-K( 
dak  Co.  to  sell  diaf 
nostic  test  kits  base 
on  PCR,  for  which  : 
will  receive  a  royalty 


Those  systems  should  be  widespread 
hospitals  by  the  early  1990s.  Cetus  ej 
pects  the  market  for  PCR-based  diagnoi 
tics  to  top  $1.5  billion  by  the  year  200( 
'GREAT  JOB.'  Scientists  who  have  com 
anywhere  near  the  technique  can't  seei 
to  praise  it  enough,  even  at  Cetus'  Ba 
Area  biotech  rival,  Genentech  In< 
"They've  done  a  great  job  with  PCR- 
both  the  machine  and  the  biology  ii 
volved,"  says  Timothy  A.  Stewart,  wh 
runs  Genentech's  effort  to  implant  foi 
eign  genes  in  animals.  He  uses  PCR  t. 
see  if  those  genes  are  picked  up. 

Indeed,  the  process  is  now  being  pu 
to  work  in  more  than  2,000  laboratorie 
at  companies  and  universities.  There, 
is  allowing  scientists  at  the  cutting  edg 
of  biotech  to  go  forth  and  mulitply  a 
never  before. 

By  Joan  O'C.  Hamilton  in  Emeryvih 
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Ahry  Bnxfie  wont  feel  the  lump  in  lurbiwst 
for  another  two  years. 


Like  a  lot  of  women,  Mary  Brodie  l^nfortunately,  its  wrong, 

understands  the  importance  of  regular  The  tiny  tumor  that's  forming  in  her 

breast  self-examination.  And  because       breast  is  too  small  to  feel.  But  with 
she's  never  felt  a  lump,  she  thinks  every-  mammography,  it's  not  too  small  to  see. 
thing  is  fine.  It's  the  same  conclusion  a  And  tomorrow  Mary  is  getting  her 

lot  of  women  reach.  first  mammogram.  Thanks,  in  part,  to  a 

new  x-ray  film  created  by  DuPont  that 
makes  it  safer  for  women  tc;  start 


mammography  early. 

And  for  Mary,  early  detection  means 
a  two  year  head  start  on  the  rest  of  her  life. 

At  Dul^ont,  we  make  the  things  that 
make  a  difference. 


Better  things  for  better  living. 


1^ 
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MARKETS  &  INVESTMENTS! 


THE  REMAKING 
OF  MERRILL  LYNCH 


Revenues  are  rolling  in.  But  can  it  become  a  big-time  money-maker? 


In  the  spring  of  1986,  DuWayne  J. 
Peterson,  then  operations  director  of 
Security  Pacific  National  Banl<  in 
Los  Angeles,  was  feeling  restless.  So 
when  an  executive  recruiter  mentioned 
an  opening  at  a  large  Wall  Street  firm, 
Peterson  was  all  ears.  That  is,  until  he 
heard  the  name  Merrill  Lynch  &  Co. 
"My  God!  They're  so  screwed  up,  they 
can't  get  out  of  their  own  way,"  he 
screeched  at  the  headhunter.  Merrill's 
top  officials  were  persuasive,  though,  of- 
fering him  a  $1  million  annual  salary 
and  promising  him  free  reign  over  the 
huge  back  office.  A  few  months  later,  he 
was  ensconced  as  an  executive  vice-pres- 
ident overseeing  operations  for  Merrill. 

Peterson's  initial  reaction  was  by  no 
means  unique.  Merrill  is  the  Rodney 
Dangerfield  of  Wall  Street.  To  its  num- 
ber-crunchers, Merrill  is  a  dud.  In  one  of 
the  Street's  great  mysteries,  no  other 
securities  firm  can  boast  such  strength 
and  diversity  in  revenues  while  having 
so  much  trouble  bringing  them  to  the 
bottom  line.  And  with  the  stock  market 
up  about  300  points  since  January,  the 
firm  must  come  to  grips  with  a  question 
that  dogs  it:  Is  there  anything  that  can 
lift  Merrill  into  the  ranks  of  the  big  mon- 
ey-makers? 

If  history  is  any  guide,  the  answer 
would  seem  to  be  "no."  After  all,  Merrill 
didn't  make  very  much  money  in  the 
1982-87  bull  market  (chart).  But  William 
A.  Schreyer,  who  became  chairman  in 
1985,  is  transforming  Merrill  from  a 
somnolent  giant  into  a  fierce  competitor. 
Breaking  with  the  Merrill  tradition  of 
promoting  exclusively  from  within, 
Schreyer  has  reached  outside — and  be- 
yond Wall  Street — to  recruit  top  execu- 
tive talent.  He  has  unloaded  unprofitable 
and,  in  retrospect,  unrelated  businesses 
such  as  real  estate  brokerage.  He  has 
built  up  the  Capital  Markets  Group — 
trading,  underwriting,  and  merger-and- 
acquisition  work — from  an  also-ran  into 
a  world-class  player. 

And  most  important,  he  has  retained  a 
loyal  client  base.  Although  stunned  in- 
vestors pulled  their  money  out  of  the 
stock  market  after  the  crash,  they  didn't 
abandon  Merrill.  Its  customers  have  add- 


ed some  $68  billion  to  their  accounts, 
bringing  them  to  a  mind-boggling  $304 
billion.  Should  the  stock  market  defy  the 
slowing  economy  and  induce  Merrill's  6 
million  customers  to  shift  more  of  their 
cash  into  equities,  the  firm's  profits 
could  explode. 

If  Merrill  fired  on  all  cylinders,  says 
analyst  Perrin  Long  of  Lipper  Analytical 
Securities  Corp.,  it  could  earn  as  much 
as  $800  million,  or  $8  a  share.  That 
would  be  a  remarkable  accomplishment. 
The  best  Merrill  could  earn  in  the  1982- 
87  bull  market  was  $454  million  (adjust- 
ed for  nonrecurring  gains),  or  $3.43 
share,  on  revenues  of  $9.3  billion  in  1986. 
CASH  CONDUIT.  Such  earnings  power  is 
what  Schreyer  has  craved  since  he 
moved  from  the  presidency  of  Merrill  to 
the  top  spot.  His  game  plan  is  simple: 
Use  Merrill's  huge  retail  operations  to 
sell  the  new  securities  generated  by  a 
beefed-up  investment-banking  operation. 

The  strategy  is  beginning  to  work. 
Surging  revenues  from  investment 
banking  enabled  Merrill  to  get  through  a 
tough  1988  in  style.  The  underwriting 
division  alone  took  in  fees  of  $570  mil- 
lion, helping  bring  investment-banking 
revenues  to  a  boomy  $1.2  billion — more 
than  double  the  1984  figure.  Merrill's 
operating  earnings  came  to  some  $463 
million,  of  which  about  $275  million  was 
brought  in  by  Capital  Markets.  This  suc- 
cess meant  that  retail  commissions  ac- 
counted for  only  407f  of  Merrill's  reve- 
nues, down  from  80%  a  few  years  back. 
Says  Schreyer:  "We're  not  just  stockbro- 
kers anymore." 

Indeed  not.  Just  ask  Salomon  Broth- 
ers Inc.  or  the  other  big  investment 
houses.  Merrill  has  catapulted  to  No.  1 
in  underwriting  preferred  and  common 
stocks,  initial  public  offerings,  and  debt 
instruments.  In  the  first  half  of  1989, 
Merrill's  underwriting  totaled  $25.2  bil- 
lion, for  a  market  share  of  18%.  That 
was  $3.4  billion  more  than  a  year  before, 
when  its  share  was  14.9%,  according  to 
Securities  Data  Co.  As  recently  as  1985, 
Merrill  was  a  distant  fourth. 

The  rise  delights  Merrill  brass,  of 
course.  "If  Rip  Van  Winkle  awoke  after 
two  years,  and  somebody  told  him  we 


CHAIRMAN  SCHREYER: 
"WE'RE  NOT  JUST 
STOCKBROKERS  ANYMORE" 
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CUSTOMER  ASSETS  AT 
MERRILL  HAVE  SOARED... 
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were  No.  1  in  underwriting,  he  would 
say:  'Hey,  what  are  you  smoking?' " 
chuckles  President  Daniel  P.  Tully.  And 
Tully  isn't  shy  about  needling  the  com- 
petition. "Salomon  Brothers  says  the 
rankings  don't  matter  now.  Don't  you 
believe  it,  folks,"  he  told  executives  ear- 
lier this  year. 

Meanwhile,  Schreyer  is  also  attacking 
Merrill's  other  major  weakness — cost 
control.  The  firm  had  been  run  mainly 
by  free-spending  brokers  who  had  little 
taste  for  strict  cost-cutting  programs. 
On  a  compounded  basis  from  1980  to 
1985,  expenses  increased  20.5'X  annually, 
while  revenues  rose  only  18.7%  a  year. 

To  get  help,  Schreyer  in  his  first  year 
as  CEO  wooed  Courtney  F.  Jones  away 
from  General  Motors  Corp.  to  be  his 
chief  financial  officer  and  Richard  B. 
Stewart  Jr.  from  Kidder  Peabody  Group 
to  be  the  firm's  treasurer.  He  also  im- 
ported Security  Pacific's  Peterson, 
whose  June  6  decision  to  award  a  five- 
year  contract  to  MCI  Communications 
Corp.  should  cut  Merrill's  phone  costs  by 
more  than  $100  million  a  year.  (Jones, 
eager  for  more  action  and  a  crack  at 
bigger  bucks,  shifted  on  June  5  to  Mer- 
rill's investment-banking  department  to 
act  as  a  liaison  with  clients.) 

By  reaching  out  to  hire  new  execu- 
tives, Schreyer  was  confirming  what 
many  on  the  Street  had  suspected:  Mer- 
rill needed  to  expand  beyond  its  insular 
old-boy  network  of  senior  managers.  To 
give  managers  more  responsibility  for 
increasing  revenues  and  cutting  costs, 
Schreyer  created  18  operating  divisions, 
divided  into  two  main  groups.  Such  divi- 
sions as  retail  brokerage,  mutual  funds, 
and  insurance  services  report  to  John  L. 
Steffens,  a  26-year  Merrill  veteran  and 
chief  of  the  Consumer  Markets  Group. 
Corporate  finance,  merchant  banking, 
and  trading  report  to  Jerome  P.  Kenney, 
chief  of  Capital  Markets — the  "other" 
Merrill  Lynch. 

LANDMARK  PRODUCT.  The  Other  Merrill 
hasn't  grown  at  the  expense  of  tradition- 
al businesses.  In  a  difficult  postcrash 
market  last  year,  Merrill's  11,800  bro- 
kers still  managed  to  produce  average 
gross  commissions  of  $210,000 — well 
above  the  1988  industry  average  of 
$191,000,  according  to  the  Securities  In- 
dustry Assn. 

Central  to  Merrill's  retail  operation  is 
its  landmark  Cash  Management  Account 
(CMA),  pioneered  in  1977  and  since  copied 
by  most  of  its  competitors — although 
much  less  successfully.  Half  of  the  $304 
billion  in  customer  assets  is  in  CMAs, 
which  combine  a  regular  brokerage  ac- 
count with  money-market  funds,  check- 
writing,  and  Visa  cards — all  on  one 
monthly  statement.  Shearson  Lehman 
Hutton  Inc.,  with  nearly  as  many  bro- 
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kers  as  Merrill,  has  about  $170  billion  in 
total'  customer  assets. 

While  CMAs  and  money-market  ac- 
counts aren't  big  moneymakers,  they  are 
hooks  that  keep  customers  in  the  fold. 
Merrill  has  never  lost  its  zeal  for  CMAs. 
In  the  first  half  of  1989,  brokers  signed 
up  124,193  new  CMAs,  up  607f  from  the 
year-earlier  period.  Some  of  the  money 
is  already  migrating  into  stocks.  In  Jan- 
uary, Merrill  says  it  executed  orders  for 
customers  of  $1  billion  a  week  in  stocks. 
By  June,  that  was  up  to  $1.3  billion  a 
week.  Sales  of  equity  mutual  funds  are 
also  rising  smartly — up  52'/! 
since  January. 

Still,  only  about  28'/^  of  cus- 
tomer assets  are  in  stocks, 
down  from  327f  at  the  height 
of  the  last  bull  market.  Says 
retail  chief  Steffens:  "But  re- 
member, even  a  1%  gain 
means  a  lot  when  you're  talk- 
ing about  that  much  money." 
AROUND  THE  CLOCK.  Merrill  is 
also  beginning  to  make  head- 
way on  its  perennial  cost 
problem.  Merrill  says  fixed 
costs  are  growing  at  a  yearly 
rate  of  27',  down  from  their 
torrid  237  of  1986.  The  pay- 
roll is  down  to  41,000  from  its 
peak  of  47,700  two  years  ago, 
branches  are  down  to  482 
from  509,  and,  for  1988,  Mer- 
rill took  67  across  the  board 
off  brokers'  commissions. 
Even  so,  expenses  rose  to  $9.9 
billion  in  1988  from  about  $8.5 
billion  in  1986.  Building  the 
new  Merrill  has  taken  a  huge 
investment  in  personnel,  of- 
fice space,  and  trading  facili- 
ties to  make  deals  and  mar- 
kets around  the  world,  around 
the  clock.  But  "a  lot  of  the 
business-development  ex- 
penses are  now  behind  Mer- 
rill," says  Brenda  D.  McCoy, 
a  PaineWebber  Inc.  analyst. 


31$  a  share,  only  half  what  it  made  a 
year  before;  largely  because  of  sluggish 
stock-market  volume  and  a  sharp  down- 
turn in  M&A  activity.  Analysts  estimate 
its  earnings  at  about  50(t  a  share  in  the 
second  quarter,  a  solid  improvement. 
Yet  Merrill's  stock  has  been  lagging  be- 
hind the  Standard  &  Poor's  500-stock  in- 
dex (chart,  page  123).  At  $28,  it  still  sells 
below  book  value  of  $32  a  share. 

Merrill  has  made  some  gigantic  blun- 
ders. In  1984,  it  joined  IBM  in  a  venture 
to  provide  financial  information  to  bro- 
kers. They  expected  International  Mar- 


TULLY:  YOU  DON'T  HAVE  TO  BE  A  "HARD-DRIVING  SOB"  TO  BE  NO.  I 


The  pain  from  cost-cutting  can  linger, 
though.  Thanks  to  hefty  incentives  from 
New  Jersey,  Merrill  should  save  $100 
million  a  year  by  relocating  2,600  back- 
office  employees  from  Manhattan  to  Jer- 
sey City — a  move  that  has  provoked 
New  York  Mayor  Edward  I.  Koch  into 
talking  of  dumping  Merrill  as  the  city's 
prime  bond  underwriter. 

Merrill-bashers  point  out  that  earnings 
have  often  been  propped  up  by  asset 
sales  or  deflated  by  bookkeeping  adjust- 
ments. "Not  a  year  goes  by  without 
something  in  the  previous  year  having 
been  restated  or  prior  data  being  shown 
differently,"  says  Lipper's  Long.  And 
there  was  little  that  Merrill  could  do  to 
boost  first-quarter  net.  Merrill  earned 


ketNet — or  Imnet,  as  it  was  called — to 
take  business  away  from  financial-infor- 
mation leaders  such  as  Quotron  Systems 
Inc.  The  two  companies  had  hoped  to 
start  off  strong  by  selling  the  hardware 
to  Merrill's  then  10,000  brokers.  But  few 
signed  up,  and  the  project  was  shelved 
on  Dec.  31,  1986.  The  embarrassment  of 
"Imnot,"  as  Wall  Street  dubbed  it,  still 
has  Schreyer  asking:  "What  the  hell  was 
I  ever  doing  selling  computer  hard- 
ware?" Merrill  blew  only  $25  million  on 
Imnet — not  much  by  Street  standards — 
but  it  was  a  sizable  PR  black  eye. 

Still,  that  was  a  day  at  the  beach  com- 
pared with  Merrill's  notorious  mortgage- 
backed  securities  loss  in  April,  1987.  It 
dropped  $377  million  by  speculating  un- 


successfully, which  some  employees  a 
legedly  compounded  by  hiding  tradin; 
records  in  desk  drawers.  "My  Cherm 
byl,"  Schreyer  calls  the  event,  whic 
may  have  earned  Merrill  a  dubious  phu; 
in  Wall  Street  history:  the  biggest  out 
day  trading  loss  ever  by  one  firm. 
■FORTHRIGHT.'  Today,  Schreyer  says:  1 
sounds  strange,  but  that  may  have  b<  f 
the  best  thing  that  ever  happened  to  ib 
You  don't  know  how  good  you  are  unt 
you  go  through  a  crisis  like  that.  W 
didn't  panic,  and  we  were  forthrigli 
From  that  experience,  we  were  able  t 
handle  the  market  collapse." 

Schreyer  doesn't  mind  i 
that  sounds  a  little  cornba 
and  insists  he  is  "not  Pollyai 
na."  Yet  this  optimism  ha 
characterized  his  41-year  <■; 
reer  at  Merrill.  He  has  nevt 
worked  for  anyone  els( 
which  is  extremely  rare  in  a 
industry  where  many  brokei 
change  their  employers  a 
most  as  often  as  their  socks 
Schreyer's  lifelong  ties  t 
Merrill  were  formed  in  19:!( 
when  he  was  eight  years  oh 
His  father,  William  I 
Schreyer,  had  just  left  a  loc; 
bank  to  be  the  Williamspni 
(Pa.)  branch  manager  < 
Cranberry  &  Co.,  which  lat( 
became  part  of  Merrill.  Otln 
boys  of  his  generatm 
dreamed  of  growing  up  to  I 
ba.seball  players  or  war  In 
roes.  Not  Schreyer.  "In  hiu 
school,  I  wrote  my  senin 
class  paper  on  the  New  Yni 
Stock  Exchange,"  he  sa\ 
"By  the  time  I  got  into  en 
lege,  I  knew  exactly  what 
wanted  to  do.  I  wanted  i 
come  to  Merrill  Lynch." 

He  has  long  been  irrepres 
ible.  In  1948,  his  boss,  Hu\ 
ard  Roth,  confronted  tl 
rookie  broker  in  Buffal 


"Schreyer,  you  know  what's  wrong  wii 
you?  You  talk  too  damn  much."  Then,  i 
limit  his  ebullient  young  employee 
chatter.  Roth  put  an  egg  timer  i 
Schreyer's  desk.  "And  every  time  1 
walked  by,"  Schreyer  recalls,  "he  wou 
turn  the  egg  timer  over." 

What  sets  Schreyer  apart  now  is  th; 
he  doesn't  share  the  relish  of  so  mat 
other  Wall  Street  chieftains  for  Machi 
vellian  triumphs.  Instead,  Schreyer  d 
lights  in  his  unique  reputation  as  a  ni< 
guy.  "I'm  warm,"  he  says.  "If  runnii 
the  firm  is  like  an  orchestra,  sometinn 
I'm  Spike  Jones."  Adds  Tully:  "Peop 
think  business  people  have  to  be  hai' 
driving  SOBs.  That's  not  true."  That  a 
proach  has  helped  in  significant,  if  su 
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;le,  ways:  Merrill  hasn't  been 
OTacked  by  executive  turmoil 
ind  mass  exodus. 

An  ability  to  expand  helps  on 
;hat  score,  too.  Now,  Merrill  is 
coking  overseas,  and  especially 
;o  Asia,  to  widen  its  invest- 
ment-banking business.  "Corpo- 
•ate  restructuring  in  Asia  is  go- 
ng to  grow  dramatically,  along 
vith  those  countries'  real  GNP," 
;ays  Kenney.  "India,  Korea, 
ind  other  Asian  countries  are 
.hinking  more  globally"  and  en- 
;ouraging  U.  S.  dealmakers  to 
;et  up  shop.  "One  of  our  top 
)riorities  is  to  do  a  bigger  M&A 
)usiness  in  Japan,"  says  Ken- 
ley  of  Capital  Markets.  "We 
hink  the  margins  on  the  M&A 
msiness  in  Japan  will  be  very 
ittractive."  He  expects  Merrill 
,0  advise  Japanese  companies 
»n  some  20  deals  this  year. 
NCREASE.  Merrill  is  also  pouring  more 
noney  into  its  E'lropean  M&A  operation, 
^'he  firm,  which  now  has  10  M&A  profes- 
ionals  on  the  Continent,  aims  for  20  in  a 
'ear  or  so.  As  companies  try  to  reposi- 
ion  themselves  for  a  barrier-free  Eu- 
ope  in  1992,  "there  will  be  a  big  in- 
rease  in  the  number  of  takeovers  of 
European  companies,"  says  investment- 
lanking  head  Barry  S.  Friedberg. 

Merrill's  mergers  business  in  the  U.  S. 
legan  to  take  off  when  Friedberg  came 
.board  in  1984  after  Merrill  acquired  his 
ormer  employer,  A.  G.  Becker  &  Co.  At 


in  nr-^ 


PETERSON:  A  NEW  PHONE  CONTRACT  SHOULD  SAVE  MILLIONS 


Merrill,  Friedberg  takes  credit  for  pio- 
neering the  "bridge  loan,"  which  enables 
a  client  to  complete  a  takeover  or  lever- 
aged buyout  without  first  lining  up  per- 
manent financing.  He  also  pushed  Mer- 
rill into  merchant  banking,  a  highly 
profitable  business  in  which  the  firm 
takes  equity  positions  in  LBOs.  Merrill 
created  a  separate  merchant-banking 
unit  in  November,  which  now  has  a  staff 
of  75.  This  year,  Merrill  will  book  a  juicy 
$90  million  for  its  role  in  financing  the 
$25  billion  LBO  of  RJR  Nabisco  Inc. 
Merrill  is  also  moving  full  blast  into 


junk  bonds.  On  June  28,  it  hired 
Martin  S.  Fridson,  a  top  analyst 
in  the  high-yield  market,  from 
Morgan  Stanley  &  Co.,  to  over- 
see product  development.  In 
May,  it  was  a  joint  underwriter 
with  Drexel  in  RJR  Nabisco's  $4 
billion  junk  issue.  Buoyed  by 
that  triumph,  Merrill  plans  to 
add  about  20  professionals  to 
its  junk-bond  crew.  It's  also 
looking  for  office  space  in,  of 
all  places,  Beverly  Hills,  the  site 
of  Drexel's  junk-bond  empire. 

Ultimately,  Schreyer's  best 
hope  for  turning  Merrill  into  a 
money  machine  lies  in  a  robust 
stock  market.  On  May  19,  chief 
investment  officer  Charles  I. 
Clough  called  for  investors — re- 
tail and  institutional  alike — to 
shift  the  equity  in  their  portfo- 
lios from  40%  to  45%. 
All  of  this  has  Schreyer  even 
more  excited  than  usual  about  his  firm's 
prospects.  "I  really  believe  that  some- 
time soon  you're  going  to  see  the  bond 
market  fuel  an  incredible  equities  rally," 
he  says.  Interest  rates  will  drop  enough, 
he  says,  to  trigger  more  enthusiasm  for 
stocks.  "And  when  that  happens,  we're 
going  to  make  a  ton  of  money."  That 
would  be  fine,  as  long  as  he  remembers 
that  Merrill  must  bring  the  bonanza 
down  to  the  bottom  line.  If  it  can  pull 
that  off,  it  may  finally  get  its  fair  share 
of  respect  on  Wall  Street. 

By  Jon  Friedman  in  New  York 
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IT'S  BACK  TO  SQUARE  2 
FOR  TEXAS  COMMERCE 


V  failed  bid  for  MCorp  banks  keeps  it  in  second  place  in  Texas 


It  had  been  a  long,  grueling  day  for 
Ben  F.  Love,  chairman  of  "Texas 
Commerce  Bancshares  Inc.  Up  for 
;rabs  was  one  of  the  biggest  prizes  in 
'exas  banking  history,  the  20  banks  for- 
aerly  owned  by  MCorp.  Love  had  been 
n  the  phone  all  day  with  his  Washing- 
on  contacts,  trying  to  find  out  whether 
le  or  one  of  five  other  bidders  had  won. 
'he  answer  didn't  come  until  evening, 
/hen  he  got  home  and  found  the  phone 
inging.  On  the  other  end  was  his  boss, 
Ihairman  Walter  V.  Shipley  of  New 
'ork's  Chemical  Banking  Corp.,  which 
equired  TCB  in  1987.  "Banc  One  got  it," 
aid  Shipley.  Love  took  the  news  calmly. 
It's  disappointing,"  he  said.  "But  we're 
ot  going  to  live  or  die  by  it." 
Brave  words.  But  the  loss  was  a  sting- 
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ing  blow  to  Love  and  Houston-based 
TCB.  Since  the  Federal  Deposit  Insurance 
Corp.  put  MCorp's  insolvent  banks  on  the 
block  in  March,  Love  had  put  on  a  full 
court  press  to  take  it.  The  former  fight- 
er pilot  formed  a  task  force  of  some  of 
his  top  executives  and  committed — by 
his  own  rueful  tally — 7,000  hours  of 
staff  time  to  the  losing  cause.  Had  he 
won  the  contest  for  MCorp's  failed 
banks,  with  their  $13.1  billion  in  assets, 
TCB  would  have  been  the  largest  bank  in 
Texas.  (An  FDIC  source  says  the  agency 
was  leery  of  giving  MCorp  to  any  bidder 
that  might  end  up  reducing  competition 
in  the  state.)  Instead,  Texas  Commerce 
remains  No.  2,  facing  a  fierce  new  com- 
petitor and  a  more  uncertain  future. 
CHEMICAL  REACTION.  A  triumph  also 
would  have  taken  the  heat  off  Chemical. 
Like  other  money-center  banks,  it's  still 
not  out  of  the  woods  when  it  comes  to 
Third  World  debt.  Yet  Shipley  was  anx- 
ious to  secure  a  beachhead  in  Texas  and 
moved  swiftly  when  TCB  came  up  for 
sale  two  years  ago.  Massive  federal 
bank-takeover  subsidies  had  yet  to  mate- 
rialize, so  Chemical  shelled  out  $1.19  bil- 
lion of  its  own.  Wall  Street  has  been 
edgy  about  Chemical  ever  since.  At 
around  36,  its  stock  is  trading  at  only  3.1 
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times  earnings,  compared  with  an  aver- 
age price-earnings  ratio  of  5  for  other 
money-center  banks.  Says  analyst  Chris- 
topher Kotowski  of  Oppenheimer  &  Co.: 
"When  it  comes  to  Chemical,  you  worry 
about  debt  and  Texas  Commerce." 

Indeed,  the  sweet  deal  won  by  Banc 
One  has  reinforced  the  view  that  Chemi- 
cal acted  too  hastily  in  buying  TCB.  Banc 
One,  a  highly  profitable  company  based 
in  Columbus,  Ohio  (BW — July  3),  will 
pay  only  about  $500  million  over  the 
next  five  years  to  pick  up  MCorp's  Texas 
franchise,  with  the  FDIC  agreeing  to  cov- 


collapse  of  real  estate  prices  and  a  tidal 
wave  of  problem  loans  engulfed  the  Tex- 
as banking  industry.  Love  knew  he  need- 
ed a  partner  with  deep  pockets  to  reas- 
sure his  institutional  depositors.  So  he 
turned  to  Shipley,  a  friend  for  more  than 
20  years.  (Shipley  used  to  call  on  Love 
when  drumming  up  business  for  Chemi- 
cal, and  Love  once  tried  to  hire  him 
away.)  Shipley,  he  knew,  was  a  banker 
eager  to  expand  his  market. 

So  far.  Chemical  has  let  Love  run  his 
own  show.  There  have  been  no  cash  in- 
fusions. And  aside  from  two  executives 


er  losses  on  bad  loans.  This  could  add  up 
to  about  $2  billion,  making  it  the  FDlC's 
second  most  expensive  bank  bailout.  As 
for  Banc  One,  says  Chairman  John  B. 
McCoy:  "We  believe  on  Day  One  we're 
going  to  make  money." 

The  same  can't  be  said  for  TCB.  Its 
loans  amounted  to  $9.6  billion  at  the  end 
of  the  first  quarter,  a  steep  257'  below 
the  1986  total.  Moreover,  almost  $L2  bil- 
lion of  them  were  bad  loans,  double  the 
total  in  1986.  After  losing  $120.3  million 
in  1987,  TCB  climbed  out  of  the  red  with 
a  slim  $2.1  million  jjrofit  last  year — but 
only  after  its  New  York  parent  turned 
over  almost  $40  million  in  tax  benefits. 
DRY  WELL.  TCB  wasn't  always  a  laggard. 
A  decade  ago,  it  boomed  along  with  oil 
prices.  Loans  and  deposits  grew  at  a 
rapid  pace,  propelling  TCB  into  the  major 
leagues  of  regional  banks  and  establish- 
ing Love  as  one  of  the  most  powerful 
figures  in  Texas.  By  1984,  it  was  one  of 
only  two  U.  S.  l)anks  with  an  AAA  credit 
rating.  Morgan  Guaranty  Trust  Co.  was 
the  other. 

Then  came  the  oil  bust.  The  ensuing 


sent  to  run  the  consumer  banking  and 
trading  departments,  there  has  been  no 
overt  meddling  from  New  York.  Wall 
Street  is  speculating  that  this  arm's- 
length  relationship  may  change  when 
Love  turns  65  and  retires  this  Novem- 
ber. But  Shipley,  through  a  spokeswom- 
an, says  TCB  is  making  "good  progress" 
in  building  market  share  and  reducing 
bad  loans.  Besides,  he  says,  "we  expect 
to  see  higher  earnings  as  the  state's 
economy  strengthens."  As  it  stands 
now.  Marc  J.  Shapiro,  TCB's  42-year-old 
vice-chairman,  is  Love's  likely  successor. 

Certainly,  Love  is  working  feverishly 
to  upgrade  TCB's  loan  portfolio.  Since 
the  start  of  1987,  the  bank  has  sold  off 


The  setback  is  also  a 
blow  for  parent  company 
Chemical,  still  burdened 
with  Third  World  debt 


more  than  $200  million  in  foreclose 
properties  while  writing  off  more  tha 
$300  million  worth  of  nonperformin 
loans.  But  while  the  bad  loans  may  hav 
peaked  last  year — the  total  has  sine 
come  down  by  $200  million — TCB  wi 
have  to  do  a  lot  better. 

That's  a  tall  order.  Real  estate  ac 
counts  for  nearly  807f  of  TCB's  bad  loans{/ 
But  the  Texas  market  is  depressed.  Anj' 
it  could  get  worse.  The  FDIC  is  seizin| 
billions  of  dollars  of  Texas  real  estat 
once  owned  by  insolvent  thrifts.  Th' 
agency,  some  analysts  fear,  could  dum 
the  property  wholesale,  depres> 
ing  values  further.  The  FDIC  say 
it  won't,  but  "it's  a  gigantic  shot 
and  no  one  knows  when — or  if- 
it'll  fall,"  says  William  E.  Gibsoi 
chairman  of  American  Feder; 
Bank  in  Dallas. 

GOING  RETAIL.  To  improve  th 
odds  of  a  recovery.  Love  is  ovei 
hauling  the  way  TCB  does  bus 
ness.  For  starters,  he's  pushiuj 
into  fields  outside  its  traditions 
domain,  such  as  cash  managt 
ment,  stock  trading,  and  invesi 
ment  banking.  With  82  branche 
statewide,  retail  banking  is  at 
other  area  that  Love  believes  ha 
potential.  TCB  has  borrowed  som^ 
consumer-product  ideas  from  it 
parent,  modeling  the  "One-Plus 
service  after  ChemPlus,  with  it 
free  checking,  attractive  credi 
terms,  and  a  single  monthl; 
statement.  Last  year,  the  pre 
gram  brought  in  80,000  new  ac 
counts,  helping  boost  deposit; 
4%,  to  $14.8  billion. 
Even  without  MCorp's  banks,  whiel 
would  have  broadened  his  slender  mai 
ket  share  in  Dallas  and  other  key  areas 
Love  believes  TCB  will  make  a  modes 
profit  in  the  September  quarter,  continu' 
ing  tax  benefits  aside.  But  analysts  stil 
believe  it's  too  early  to  declare  tcb'; 
troubles  over.  The  improvement  in  tlv 
Texas  economy  is  spotty  at  best,  an' 
new  business  is  hard  to  come  by,  nov 
that  companies  are  preoccupied  witl 
trimming  debt.  At  the  same  time,  TO 
must  compete  in  the  stagnant  marke 
with  not  only  Banc  One  but  also  Norti 
Carolina's  feisty  NCNB  Corp.,  which  pur 
chased  RepublicBank  of  Dallas  a  yea 
ago  and  still  retains  $3  billion  in  federa 
tax-loss  credits  as  part  of  the  deal. 

Still,  no  one  is  about  to  question  TCi:'; 
survival.  Its  roots  run  deep  in  Texas 
and  analysts  applaud  the  changes  L(i\i 
has  introduced.  But  it  will  be  a  whilt 
before  TCB  recaptures  its  former  glory- 
and  the  big  payoff  for  Chemical  may  b( 
years  away. 

By  Mark  Ivey  in  Houston,  with  Join 
Meehan  in  New  York 
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Provide  for  the  future. 

When  you're  building  a  business  team,  it 
makes  sense  to  provide  them  with  the  best 
business  tools.  That  means  getting  a  word 
processor  that  evolves  with  your  needs,  not  one 
that's  tied  to  the  past. 

WordPerfect has  been,  and  continues  to  be, 
the  corporate  standard  in  word  processing. 
When  you  standardize  on  WordPerfect,  you'll 
speak  the  same  language  as  the  majority  of 
government  agencies,  law  firms,  and  large 
corporations  in  America. 

And  we've  continually  upgraded  and  improved 
WordPerfect  to  meet  your  changing  demands. 
But  not  by  ourselves.  By  answering  more  than 
10,000  toU-free  calls  a  day,  our  customer  support 

WordPerfect  is  a  registered  trademark  of  WordPerfect  Corporation. 


group  provides  our  development  team  with 
valuable  suggestions  on  how  to  improve 
WordPerfect.  Version  5.0  is  our  latest  response 
to  those  suggestions. 

It  makes  sense.  You've  invested  a  great  deal 
in  your  people,  now  invest  in  a  word  processor 
that  is  going  to  grow  with  them. 

Consider  the  options.  You'll  find  that  the 
decision  to  buy  WordPerfect  will  get  the  whole 
company  behind  you.  Not  only  now,  but  in  the 
fijture.  And  that's  an  investment  with  high 
returns. 

WordPerfect 

CORPORATION 

1555  N.  Tedinolog>'  Way  Orem,  Utali  84057 
Telephone  (801)  225-5000  Telex  820618  FAX  (801)  222-4477 
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MUTUAL  FUNDS  I 


THE  MARV  THRONEBERRYS 
OF  MUTUAL  FUNDS  GET  A  HIT 


44  Wall  Street's  funds  are  paying  off  after  an  eight-year  slump 


If  the  44  Wall  Street  mutual  funds 
had  a  motto,  it  would  probably  be: 
"Anything  for  a  quiet  life."  While 
most  of  their  peers  have  languished  in 
obscurity,  this  pair  of  equity  funds  has 
achieved  a  kind  of  backhanded  fame, 
regularly  ridiculed  by  industry  pundits 
and  the  financial  press  because  of  their 
years  of  bottom-of-the-barrel  perfor- 
mance. Well,  it  seems  that  the 
spotlight  will  have  to  shine 
elsewhere.  The  44  Wall  Street 
Fund  and  sibling  44  Wall  Street 
Equity  Fund  have  pulled  off  a 
stunning  achievement — they 
are  actually  making  money  for 
their  shareholders. 

The  numbers  speak  for  them- 
selves. In  1988,  the  Equity 
Fund  rose  32.37<,  double  the 
gain  in  the  Standard  &  Poor's 
500-stock  index — the  first 
above-par  year  in  the  fund's 
eight-year  history.  Meanwhile, 
its  21-year-old  kin  posted  a  gain 
of  19.3%',  beating  the  market 
for  the  first  time  since  1980. 
The  funds  are  lagging  the  mar- 
ket's 15.4%  gain  this  year,  by 
5.4  points  for  44  Wall  and  0.9 
points  for  Equity.  But  the  era 
of  miserable  performance 
seems  to  be  over:  No  longer  do 
the  funds  make  risky,  lever- 
aged investments  in  high-tech- 
nology stocks.  "We're  not  look- 
ing at  emerging  growth 
companies,  initial  public  offer- 
ings, or  startups,"  asserts 
Mark  D.  Beckerman,  the  funds' 
new  portfolio  manager. 
ALBATROSS.  Only  a  year  ago,  it 
seemed  that  the  funds  had 
reached  their  lowest  ebb.  In 
1987,  the  44  Wall  fund  dropped  35%,  the 
equity  fund  plummeted  42%,  and  man- 
agement was  under  investigation  by  the 
Securities  &  Exchange  Commission.  In 
April,  1988,  longtime  portfolio  manager 
David  H.  Baker  Jr.  resigned  in  settle- 
ment of  SEC  charges  that  he  mishandled 
a  customer  account  (he  neither  admitted 
nor  denied  the  charges).  Baker  was  re- 
placed by  Beckerman,  now  26,  a  stock- 
broker who  had  no  previous  experience 
operating  a  mutual  fund.  Beckerman 


had  been  an  analyst  with  a  small  invest- 
ment banking  firm,  Hallwood  Group, 
and  had  started  his  own  brokerage  in 
1987  as  a  way  of  getting  into  money 
management.  He  saw  opportunity — 44 
Wall's  well-publicized  troubles — and  he 
took  it,  contacting  Baker  and  buying  the 
investment  advisory  contract  for 
$2.50,000.  That  was  paid  to  the  44  Wall 


fund,  which  was  owed  that  sum  by  Bak- 
er as  part  of  the  SEC  settlement.  The 
terms  were  liberal:  Just  $50,000  in  cash, 
the  rest  in  foregone  management  fees. 

In  his  year  at  the  helm,  Beckerman 
has  sold  off  virtually  all  of  Baker's 
stocks,  replacing  them  with  blue  chips 
such  as  Loews  and  solid  growth  stocks 
such  as  General  Cinema  and  Bull  &  Bear 
Group.  Alas,  Beckerman  has  had  to 
grapple  with  a  persistent  albatross — 
enormous  expenses.  For  the  equity  fund. 


the  ratio  of  operating  expenses  to  av^^  i 
age  net  assets  was  a  huge  6.4%>  as  t 
last  January,  while  the  44  Wall  funi^ 
expense  ratio  was  an  astronomical  14ji 
That  means  it  must  gain  14%^  just  |) 
break  even.  "Anything  over  2*72%  isji 
total  disaster,"  observes  Sheldon  Jacoli, 
editor  of  the  No  Load  Fund  Investoi, 
One  reason  for  the  expense-ratio  fi: 
CO  is  the  comparatively  tiny  size  of  ti 
funds:  $7  million  for  44  Wall  and  $4 
million  for  the  equity  fund.  Also,  tl 
funds  have  had  an  unusually  large  niii 
ber  of  small  investors — many  of  whu 
began  as  big  investors.  "We  have  lot.'^  > 
shareholders  who  paid  upwards  of  $2s 
share  for  the  Wall  fund,  and  now  tl 
price  is  $2.70,"  notes  Brian  T.  Devlin,  tl 
funds'  national  sales  manager.  De\  I 
says  the  number  of  small  sharehoklt  t 
has  dropped  from  1,000  to  200,  out  oi 
total  of  5,800. 

BITTER  SUITE.  Another  legar 
of  the  Baker  era  has  contribii 
ed  to  the  44  Wall  fund's  hunn'i 
gous  expense  ratio:  The  fund 
the  tenant  of  a  $15,000-a-mni 
suite  of  offices  in  lower  Maii 
hattan.  Under  the  lease,  th 
fund  is  responsible  for  the  rer 
through  1991,  and  is  being  sue 
by  the  landlord— who  claim 
the  rent  has  been  unpaid  sine 
December,  1987.  The  fund 
have  long  been  quartered  in 
cramped  $l,000-a-month  offic 
leased  from  a  brokerage  house 
hat  meanwhile,  Beckerma 
must  set  aside  the  unpaid  rent 
pending  a  hoped-for  settlemen 
of  the  suit.  If  another  tenan 
can  be  found,  Beckerman  says 
the  accrued  rent  will  go 
the  landlord  and  the  fund'; 
monthly  expenses  will  droj 
dramatically. 

Actually,  not  every  aspect  o 
Baker's  management  was  a  to- 
tal failure.  Some  years  back,  he 
bought  for  the  equity  func 
shares  in  Victor  Technologies,  a 
computer  company  that  went 
bankrupt.  But  the  settlement  of 
a  class  action  suit  against  Vic- 
tor should  net  the  fund  some 
$300,000,  according  to  Becker- 
man. And  then  there  are  the  $85  million 
in  tax-loss  carryforwards  that  have  ac- 
crued from  44  Wall's  years  in  the  dog- 
house. They  can  offset  any  capital  gains 
realized  by  the  fund,  shielding  share- 
holders from  taxation.  True,  there's  no 
way  more  than  a  fraction  of  those  carry- 
forwards can  be  put  to  any  use  by  such 
a  tiny  fund.  But  there's  this  much 
consolation:  Now  there's  finally  some- 
thing to  shelter. 

By  Gary  Weiss  in  New  York 


tc 


128  BUSINESS  WEEK/JULY  17.  1989 


FINANC 


ACCOUNT  REPRESENTATIVES 


j  At  MCI®  we  take  your  business  very  personally.  Which  means  when 
I  you  become  an  MCI  customer  your  account  is  assigned  to  a  team  of 
highly  trained  Account  Representatives. 

raur  Account  Representatives  work  to  anticipate  your  needs,  watch  trends  on  your  account,  monitor 
your  usage  and  recommend  changes  whenever  there's  an  opportunity  to  improve  your  long  distance 
service. 

And  although  MCI  has  a  great  belief  in  the  power  of  long  distance,  as  an  MCI  customer,  you  will 
not  only  hear  from  your  account  team  regularly  you'll  be  seeing  them  as  well.  In 
your  office,  at  your  plant,  v^erever  they  can  make  a  contribution  to  your  business. 

That's  what  MCI  means  by  personal  service.  That's  what  we  mean  by  dedica- 
tion to  our  customers'  success. 

MCI  Account  Representatives.  Another  reason  we  are  the  better  long 
distance  company  1-800-888-0800. 
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MCI 

Let  US  show  you.' 


BY  GENE  G.  MARCIAL 


HONEYWELL  AND  GE 
MAY  BE  THINKING  OF 
MESHING  GEARS 


Takeover  rumors  have  dogged 
Honeywell  for  more  than  a  year 
now,  so  in  mid-May,  when  a  cou- 
ple of  big  investors  defeated  manage- 
ment's proposed  antitakeover  mea- 
sures, it  looked  as  though  the  company 
was  ripe  for  a  raid.  But  when  no  bids 
came,  the  stock  started  slipping — from 
the  year's  high  of  80 V4  to  73.  Don't  be 
fooled,  though — the  play  for  Hon- 
eywell may  be  just  starting. 

The  latest  whisper:  General  Electric, 
long  rumored  to  be  eyeballing  Hon- 
eywell, may  be  ready  to  spring  a 
friendly  acquisition  offer  for  the  maker 
of  automation  and  control  systems.  Of- 
ficials of  Honeywell  couldn't  be 
reached,  and  General  Electric  declined 
comment.  But  several  smart-money  in- 
vestors believe  that  GE  will  make  a  bid 
not  far  from  Honeywell's  estimated 
private-market,  or  breakup,  value  of 
$130  a  share. 

Some  pros  think  Honeywell  is  worth 
even  more.  New  York  investment  ad- 
viser Arnold  Schmeidler,  who  has  been 
buying  Honeywell,  puts  the  company's 
worth  at  $152  a  share. 

Here's  how  he  values  Honeywell's 
operations,  based  on  cash  flow  and  rev- 
enues: Home  and  other  building  auto- 
mation and  controls,  $56.68  a  share;  in- 
dustrial automation  and  controls, 
$32.48;  space  and  aviation  systems, 
$29.88;  defense  and  marine  systems, 
$22.85;  other  operations,  $6.44;  and  in- 
vestments, $12.  The  total,  after  deduct- 
ing debt  of  about  $8.40  a  share: 
$151.93.  At  that  level,  Honeywell  would 
cost  about  $6.5  billion.  GE  is  one  indus- 
trial biggie  that  is  flush  with  cash  and 
known  to  be  looking  for  acquisitions. 
SHAREHOLDER  STRENGTH.  Schmeidler 
believes  that  part  of  the  pressure  on 
Honeywell  is  coming  from  two  of  its 
big  shareholders,  Richard  Rainwater,  a 
former  investment  strategist  for  the 
Bass  Brothers  of  Texas,  and  Robert 
Monks,  who  led  the  fight  against  the 
antitakeover  measures  that  were  de- 
feated at  the  annual  shareholders' 
meeting  in  May.  They  have  urged  Hon- 
eywell to  undergo  a  major  restructur- 
ing, including  the  sale  of  some  assets 
and  a  repurchase  of  shares.  There  is 
the  possibility  that  the  Rainwater 
group  will  lead  a  fight  for  control  if 
they  are  not  satisfied,  says  Schmeid- 
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ler.  Rainwater  declined  to  comment. 

One  big  New  York  takeover  investor 
thinks  a  GE-Honeywell  combination 
would  be  an  ideal  match.  Honeywell's 
automation  and  control  divisions — as 
well  as  its  space  and  aircraft  opera- 
tions— would  fit  well  within  GE's  three 
major  businesses:  technology,  which  in- 
cludes aircraft  engines  and  factory 
automation;  manufacturing,  including 
turbines  and  electrical  equipment;  and 
services,  such  as  communications  and 
broadcasting.  Last  week,  Honeywell 
announced  that  it  will  sell  its  semicon- 
ductor operations — after  cutting  some 
150  jobs  at  its  semiconductor  facility. 
One  analyst  believes  the  sale  is  part  of 
plans  to  combine  the  company  with  GE. 


IS  MESA  AIRLINES 
FACING  A  DOGFIGHT? 


Compared  with  NWA,  Mesa  Air- 
lines is  minuscule,  but  a  brewing 
takeover  fight  for  the  tiny  re- 
gional airline  promises  to  be  as  heated 
as  the  battle  for  Northwest.  Here's  the 
story:  Another  small  regional  commut- 
er airline.  States  West  Airlines,  has  tak- 
en a  7.25%  stake  in  Mesa,  and  whispers 
are  that  it  wants  more. 

Never  mind  that  Farmington  (N.  M.)- 
based  Mesa  is  a  bigger  company  in 
terms  of  revenues — $17.5  million  last 
year,  with  $21  million  expected  for  this 
year.  StatesWest's  revenues  totaled 
just  $6  million  last  year.  But  Rudy 
Miller,  StatesWest's  chairman,  presi- 
dent, and  CEO,  is  expected  to  boost  its 
stake  in  Mesa  anyway.  Last  week. 
Phoenix-based  States  West  raised  about 
$6.1  million  by  allowing  some  warrant- 
holders  to  buy  new  equity.  Mesa  has  16 


prop-jet  aircraft  serving  25  cities  ir 
five  Southwestern  states.  StatesWes 
has  four  prop-jet  airplanes  serving  fiv< 
niche  markets  from  Phoenix,  including 
San  Diego,  Burbank,  California's  Or 
ange  County,  and  Laughlin,  Nev. 

Mesa  Chairman  Larry  Risley  insist; 
that  the  company  isn't  for  sale  anc 
that  Miller  hasn't  contacted  him.  Bu 
one  big  investor  says  the  investmen 
bank  that  Miller  is  using  approachec 
Risley  about  a  possible  deal  and  was 
rebuffed. 

Miller  declines  to  comment  about  his 
plans.  Some  pros  figure  the  takeovei 
value  of  Mesa,  now  trading  at  $( 
share,  to  be  at  least  $10.  Mesa  rose  as 
high  as  11  within  weeks  after  its  initia 
offering  of  7  in  1987.  StatesWest  is 
trading  at  IVs. 


QUIET  TALK  ABOUT 
A  TAMPON  MAKER 


Shares  of  Tambrands,  whose  lead 
ing  product,  Tampax,  accounts 
for  60%  of  the  domestic  tampor 
market,  have  been  in  a  downturn  sincf 
May.  After  hitting  a  high  of  67 'A  earli 
er  this  year,  the  stock  has  slid  U 
around  60.  One  big  disappointment 
Rumors  of  a  takeover  have  remainec 
just  that,  since  no  one  has  made  a  13E 
filing  to  report  a  5%  stake. 

But  even  as  arbitrageurs  bailed  out 
some  savvy  money  managers  startec 
taking  advantage  of  the  stock's  fall 
and  they  have  been  buying.  The  proi 
believe  that  an  influential  corporatf 
raider  who  holds  3%  of  the  stock  wil 
finally  surface  and  raise  his  stake  tc 
57"  or  more.  This  raider  has  indicatec 
that  he  might  try  to  gain  control,  sinct 
he  believes  a  European  drug  companj 
is  interested  in  Tambrands. 

On  June  28,  probably  in  response  tc 
such  new  whispers,  Tambrands'  board 
authorized  the  repurchase  of  1.2  mil 
lion  shares,  or  5%  of  the  22.3  million| 
shares  outstanding.  The  company  als 
announced  that  it  might  sell  one  0 
both  of  its  subsidiaries — the  cosmetics 
unit  and  the  Hygeia  Sciences  division 
which  makes  home  pregnancy-testing! 
kits.  One  money  manager  who  ha: 
been  buying,  Walt  Grossman,  a  manag- 
ing partner  at  Moore,  Grossman  & 
deRose,  says  that  based  on  cash  flow 
alone,  Tambrands  is  worth  $75  to  $85  a 
share.  Adding  the  value  of  the  Tampax 
brand's  worldwide  recognition,  he  says| 
could  make  the  company  worth  as 
much  as  $90  a  share  on  a  takeover 
basis.  Management  owns  only  about 
1.4%  of  the  stock. 
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Maxxum  7000/'s  Predictive  Autofocus  knows  where 
your  subject  will  be  before  it  gets  there. 


It's  a  sure  thing.  The  best  way 
to  capture  a  race,  or  any  other  fast- 
moving  action,  is  with  the  new 
AAoxxum"  7000/.  With  three  major 
advances  in  autofocusing  technology 
it's  way  ahead  of  the  field. 

First,  Predictive  Autofocus  calcu- 
lates the  speed  and  direction  of  your 
subject  until  the  instant  you  release 
the  shutter  Second,  the  widest  focus- 
ing area — as  much  as  12  times 
wider  than  other  SLR's — means  your 

Becerlain  ibol  the  voluoble  MmoliD  USA  2-yeor  camero/S-yeor  iens  limited  wofronly 
more  miormalion,  see  your  Mmollo  deoler  or  wfile  Minolto  Corporation,  lOI  Willioms 

Conodo.  Inc  ,  Onlono  ?  ■  1988  Minollo  Corporotfon 


main  subject  can  be  off-center  and 
still  be  in  perfect  focus.  And  third, 
Maxxum  7000/  is  the  fastest  auto- 
focus camera  in  the  world. 

This  AAaxxum's  your  best  bet  for 
other  reasons,  too.  "Intelligent" 
auto-exposure,  optional  Creative 
Expansion  Cards  and  five  new  ultra- 
compact  zoom  lenses,  to  name  a  few. 

Which  is  why  it's  also  safe  to 
predict  that  there's  a  Maxxum  7000/ 
in  your  future. 


cofds  ore  packaged  wiih  your  products  for 
Drive.  Romsey,  NJ  07446  In  Conodo  Minolto 


ONLY  FROM  THE  MIND  OF  MINOLTA 
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A  Better  Image 
Can  Do  Wonders  For 
Customer  Service. 

And  THAT'S  No  Idle  Claia 


rferf 's  (2        bender  on 
a  freeway.  The  adjuster  comes  out 
and  takes  a  picture  of  the  damage. 
And  signs  off  on  an  adjustment. 


The  handwritten  document 
and  the  photo  -  the  mages  - 
both  go  back  to  the  home  office 
via  electronic  mail. 


Touch  a  button  and  you  have  a 
data  windoiv,  a  text  window,  an 
image  window  right  in  front 
of  you.  Presto! 


A  guy  in  the  field  wants  to  ven 

the  estimate.  Click! 
The  adjuster's  handwritten  repi 
the  estimate,  and  the  photo  ar 
right  there  on  the  screen. 


Actual  Wang  compuier  screens  shown  here. 


Integrated  Imaging 


 ■ 

/paid/  ,v 

r/;^  fnnre  f /ajm  processed  tn  half 
the  time.  That's  Integrated 
Imaging  and  Wang  has  it! 


Claims  processing. 

Until  now,  it's  been  pretty  much  a  hit  or  miss 
affair.  Waiting  for  documents,  verifying  estimates. 
Signing  off  adjustments. 

But  with  Wang's  Integrated  Image  System ,  you 
can  process  an  accident 
claim  in  a  fraction  of  the  time. 
WHS  gives  your  people  immediate  access  to  the 
information  they  need,  where  and  when  diey  need  it. 
In  die  office  or  in  the  field. 

With  die  press  of  a  button  up  comes  an  image 
window,  text  window,  data  window.  Simultaneously. 
And  it's  integrated  information.  With  your  FAX 
machine.  Your  electronic  mail.  Your  company's 
computer  system. 

Wang's  Integrated  Image  System. 
What  it  can  do  for  your  image  it  can  do  for  your 
customer  service. 

And  that's  no  accident. 


Makes  It  Work 


For  more  information, contact  your  local  Wang  Sales  Office. 
Or  write  Wang  Laboratories,  Attn:  Inquiry  Service,M.S.  014-03C,  One  Industrial  Avenue,  Lowell,  MA  01851 .  ©  1989  Wang  Laboratories,  Inc. 


hformation  Processiri 


COMPUTER  DEALERS  I 


THE  POWER  SURGE 
AT  COMPUTER  DEALERS 


Why  IBM,  Apple,  and  the  gang  need  retailers  more  than  ever 


R: 


ick  Inatonie  is  one  happy  comput- 
er dealer.  Earlier  this  year,  IBM 
approached  him  with  an  unprece- 
dented offer.  Inacomp  Computer  Cen- 
ters Inc.,  Inatome's  $350  million  chain  of 
102  personal  computer  dealerships, 
would  get  up  to  three  IBM  dealership 
authorizations — worth  up  to  $500,000 
each,  if  you  can  find  them — free.  All  he 
had  to  do  was  agree  that  the  only  PCs 
his  new  stores  will  sell  will  be  IBM's. 
Last  month  the  deal  was 
sealed.  If  the  approach 
works,  IBM  says  it  will  sign 
up  more  dealers. 

Time  was,  about  five 
years  ago,  when  computer 
dealerships  were  merely 
one  outlet  for  computer 
makers,  which  sold  about 
407f  of  their  PCs  directly  to 
customers.  Today,  some 
847f'  of  all  PCs  are  sold 
through  dealers.  This  i)ro- 
nounced  shift  is  altering 
the  relationship  between 
computer  makers  and  re- 
sellers. "Vendors  need  the 
dealers  as  never  before," 
says  Patrice  W.  Johnson, 
director  of  marketing  and 
sales  at  IMS  America  Ltd., 
a  Plymouth  Meeting  (Pa.) 
market  researcher.  And 
even  major  manufacturers 
such  as  IBM,  Apple,  and 
Compaq  are  starting  to  ac- 
knowledge that. 
BOOSTING  PROFITS.  P(  deal- 
ers have  mow  alternatives 
than  ever  to  choose  from.  "Because  they 
have  so  many  more  options,  they're 
more  sensitive  to  the  quality  of  the  man- 
ufacturers with  whom  they  do  busi- 
ness," says  John  J.  Rice,  owner  of  an 
Entre  Computer  Center  Inc.  store  in  An- 
napolis, Md.  "If  you  want  us  to  carry 
your  product,  you'll  have  to  do  things 
for  me  that  will  make  me  more  success- 
ful," he  adds.  JoeAnn  Stahel,  president 
of  market  researcher  Storel)oard  Inc. 
concurs:  "Before,  dealers  asked  what 
they  could  do  for  the  manufacturers," 
she  says.  "Now,  they're  asking  what  the 
manufacturers  can  do  for  them." 


IBM  is  doing  a  lot.  From  1986  to  1988, 
Big  Blue's  dollar  share  of  U.  S.  PC  sales 
fell  from  30.6%  to  20.3%,  according  to 
market  researcher  Internationa!  Data 
Corp.  in  Framingham,  Mass.  In  part, 
that  happened  because  Big  Blue  based 
its  discounts  to  dealers  on  whether  they 
met  certain  quotas  for  unit  sales.  This 
flooded  the  market  with  IBM  machines, 
leading  to  price  wars  that  alienated  deal- 
ers, prompting  them  to  push  more  prof- 


itable machines  from  other 
manufacturers.  IBM  abolished 
its  quota  system  late  last  year. 
And  this  year,  it  presented  its 
1,900  dealers  with  a  Flexible  Funds  Pro- 
gram aimed  at  both  selling  more  IBM 
machines  and  helping  resellers  boost 
their  single-digit  profit  margins. 

IB.M  no  longer  relies  simply  on  giving 
discounts.  Instead,  the  company  pays  for 
anything  from  a  special  promotion  to 
customer  seminars  to  the  salaries  of  em- 
ployees designated  to  sell  IBM  products. 
Usually,  the  idea  is  to  help  dealers  teach 
customers  how  to  use  increasingly  so- 


phisticated PCs  or  help  corporation 
learn  to  network  them. 

Dealers  submit  their  business  plan 
and  then  negotiate  with  the  company  fo 
'these  so-called  soft-dollar  programs.  Thi 
programs  are  based  on  mutually  agreed' 
upon  objectives  and  not,  according  t' 
IBM,  on  how  many  IBM  machines  a  deair 
moves.  They  are,  however,  designed  ii 
proportion  to  the  size  and  busines. 
needs  of  each  dealership,  says  an 
spokesperson.  For  instance,  a  Computci 
Land  will  have  a  more  complex  busines; 
plan  than  a  smaller  organization.  "It's  ii 
our  own  best  interest  to  do  the  type  n 
things  that  will  make  [our  dealers]  su< 
cessful,"  says  William  E.  McCracken,  : 
vice-president  at  IBM's  National  Distribu 
tion  Div.  The  company  has  a  lot  at  stake 
Up  to  85%'  of  its  PCs  are  sold  by  dealers 
vs.  75%  in  1987. 

IBM  is  not  the  only  personal  compute 
maker  pumping  more  money  into  bett<' 
dealer  support.  This  yc;;i 
Compaq   Computer  Corp 
expects   to   double  the 
amount  of  money  it  distrib 
utes  through  its  program 
called    Salespaq.  Apjih 
Computer  Inc.  says  tlia 
the  number  of  systems  enj 
gineers  and  training  activi| 
ties  in  its  dealer  chanm- 
has  more  than  quadruple 
n  the  past  year,  thanks  \  t 
its  Earned  Investment  Pt  i  > 
gram.  Epson  America  Inr 
is  spending  more  than 
million  this  year  on  its  pi'<> 
gram,  called  Epson  Plaii 
at  least  twice  lt^ 
highest  previdu- 
expenditure.  Aiii 
this     year,    M  ' 
Home  Electronii 
(USA)   Inc.  plan- 
to  double  its  mai 
ket  developmen 
spending. 

Does  all  tlii.^j 
money  pay  oft".' 
Yes,  says  Jainc 
M.  Ciccarelli,  vicej 
president  of  mar! 
keting  at  Conned 
ing  Point  of  Anit  i- 


A  PERCENT  OF  lOIAl  SALES  Jl"<t  JU 

THROUGH  DEALERS 
DATA:  NATIONAL  ASSOCIATION  OF  COMPUTER  DEALERS 


ica  Inc.,  a  260-store  franchise  operatinn 
Dealers  that  use  the  funds  well  by  (»tf 
setting  operating  expenses,  he  says,  cai 
double  their  net  profit  margins,  to  r. 
or  67'.  Kathleen  Schaub,  marketing  man 
ager  at  Infomax  Inc.,  a  northern  Caii 
fornia  ComputerLand  franchisee,  ad(l> 
that  this  year  soft  dollars  have  pan 
for  a  computer-aided-design  showrodii 
in  her  downtown  San  Francisco  storr 
Reimbursements  from  Apple  and  Com 
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aq  help  pay  the  salaries  of  two  CAD 
pecialists  and  defray  the  costs  of  keep- 
ig  more  than  $70,000  worth  of  demon- 
tration  equipment  on  the  floor.  "They 
re  things  we  would  do  anyway,"  she 
ays.  "Now,  we  are  getting  rewarded 
)r  it." 

The  manufacturers  are  being  reward- 
d  as  well.  James  W.  Weil,  an  analyst 

ith  SoundView  Financial  Group  in 
tamford.  Conn.,  says  that  IBM's  eroding 
larket  share  has  begun  to  stabilize  or 
ven  turn  up.  He  attributes  this  almost 
ntirely  to  the  company's  recent  market- 
ig  programs. 

AisiNG  THE  ANTE.  Soft-dollar  programs 
on't  work  perfectly,  though.  Critics 
ach  as  Seymour  Merrin,  president  of 
[errin  Information  Services  Inc.  in  Palo 
Ito,  Calif.,  worry  that  some  dealers  use 
leir  funds  simply  to  discount  prices, 
hich  is  exactly  what  market  develop- 
lent  funds  were  intended  to  avoid.  0th- 
rs  argue  that  these  partnerships  tend 
)  make  dealers  more  dependent  on  com- 
uter  makers.  What's  more,  says  Mer- 
n,  PC  makers  are  always  going  to  try  to 
latch  what  their  competitors  are  offer- 
ig,  "like  two  stubborn  poker  players 
illing  and  raising  each  other."  That 
ps  the  ante  for  second-tier  manufactur- 
fs  who  have  less  mon«y  with  which  to 
Dmpete. 

Most  threatening  to  the  programs  is 
le  partiality  that  can  creep  in,  observes 

PC  analyst  at  a  New  York  investment 
ank.  Manufacturers  can  "play  more 
ames"  than  with  straight  discounts,  he 
lys. 

That  was  the  case  in  February,  when 
ompaq  withdrew  its  machines  from  Bu- 
inessland  Inc.  The  retailer  demanded 
lat  the  Houston-based  computer  maker 
rovide  the  same  treatment  that  IBM  was 
roviding.  That  included,  among  other 
lings,  bigger  discounts.  With  the  extra 
loney,  Businessland  was  to  offset  such 
lings  as  advertising  expenses  and  larg- 
r  commissions  on  IBM  products.  Not  so 
urprisingly,  Businessland  soon  became 
ery  vocal  in  endorsing  IBM's  micro 
hannel  personal  computers  over  other 
Cs.  Compaq  pulled  out  of  Businessland 
ven  though  its  sales  through  the  chain 
ccounted  for  77"  of  its  revenues,  there- 
y  making  an  important  point:  Dealers 
can  only  apply  so  much  pressure  before 
ae  manufacturers  will  tell  them  to  go 
ike  a  walk,"  says  John  A.  Murphy,  a 
enior  consultant  at  Wohl  Associates 
nc.  in  Bala-Cynwyd,  Pa. 

Still,  retailers  and  manufacturers  obvi- 
usly  need  each  other  to  prosper.  And  as 
ing  as  that's  true,  marriages  of  conve- 
ience  are  likely  to  continue.  Says  Rich- 
rd  C.  Rose,  president  of  Dataflex  Corp., 
it's  become  a  lot  more  than  just  han- 
ling  products.  We've  become  partners." 

By  Susan  M.  Gelfond  in  New  York,  with 
taria  Shao  in  Sa?i  Francisco 
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dBUGS  IN  dBASE  lY 
SPREAD  TO  THE  BOTTOM  LINE 


Ashton-Tate  is  scrambling  to  recover  from  the  program's  flop 


Last  spring,  Edward  M.  Esber  Jr. 
mapped  out  a  month-long  sabbati- 
cal for  July.  The  37 -year-old  chair- 
man of  Ashton-Tate  Inc.  planned  to 
hang  around  his  Santa  Monica  (Calif.) 
home  taking  saxophone  lessons,  losing  a 
little  weight,  and  playing  with  his  two 
kids.  He  may  lose  weight,  all  right,  but 
for  a  different  rea- 
son. Ashton-Tate  has 
stumbled  badly,  and 
Esber  will  spend  July 
at  his  desk,  trying  to 
extract  his  company 
from  a  financial  crisis 
that  will  shove  it  into 
the  red  for  the  first 
time  in  its  nine-year 
history. 

The  bad  news  came 
suddenly.  Last  Octo- 
ber, the  Torrance 
(Calif.)  company  re- 
leased dBase  IV,  the 
latest  version  of  its 
flagship  PC  data-base 


ASHTONTATE'S 
DECLINE 


IUNE'88  JUNE '89' 

A  CLOSING  PRICE,  UST  TRADING  DAY  OF  EACH  MONTH 
•AS  OF  JUNE  26 
DATA:  BRIDGE  INFORMATION  SVSIEMS  INC. 


program  that's  used  for  record-keeping. 
With  aggressive  price  promotion,  Ash- 
ton-Tate prompted  distributors  to  take 
300,000  copies  of  the  $795  product.  Esber 
knew  from  periodic  checks  that  dBase 
IV  wasn't  meeting  expectations.  But  it 
wasn't  until  June  12  that  a  phone  survey 
turned  up  precise  numbers.  The  news 
was  bad.  Distributors  had  sold  only  half 
of  the  packages  they  had  ordered,  esti- 
mates market  researcher  International 


Data  Corp.  And  they  weren't  buying 
more. 

By  then,  Ashton-Tate's  warehouses 
had  $26.8  million  in  inventory  that  may 
never  be  sold.  It  seems  dBase  IV  has 
done  poorly  because  its  450,000  lines  of 
code  contain  as  many  as  100  bugs,  say 
outside  developers.  Ashton-Tate  says  the 
glitches  number  44. 
Still,  the  flaws  make 
functions  such  as  file- 
sorting  worthless. 
"This  program  is 
nothing  but  a  stick- 
up,"  says  Denis  Belle- 
mare,  a  Montreal  im- 
migration lawyer  and 
dBase  IV  buyer.  "It's 
so  bug-ridden  I  can't 
use  it." 

So  on  June  13, 
Esber  announced  that 
the  company  expect- 
ed a  second-quarter 
loss  of  $15  million — 
including  a  charge  of 


$8  million,  reflecting  the  discontinuation 
of  a  line  of  graphics  software.  Revenues 
will  be  a  disappointment,  too:  about  $55 
million,  down  from  the  first  quarter's 
$89.8  million.  The  third  quarter's  outlook 
is  only  a  bit  better.  Analysts  expect  a  $3 
million  loss,  vs.  a  profit  of  $11.7  million 
in  the  year-earlier  third  quarter.  "This 
was  a  shocker,"  says  Kidder,  Peabody  & 
Co.  analyst  Bahar  Gidwani.  Ashton- 
Tate's stock,  which  traded  as  high  as  30 
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INTRODUCING  THE  WORLD'S 
BEST  PORTABLE. 


Dictaphone  introduces  its  smallest,  light- 
est microcassette  portable,  the  Dictamite  II 
Model  3253.  It's  loaded  with  features: 

□  Voice  activated  recording  starts  recording 
as  soon  as  you  start  talking. 

□  Internally  rechargeable  batteries  mean 
you're  always  ready  to  go. 

□  Digital  display  shows  you  exactly  what 
you've  recorded  and  where. 

□  Increased  recording  sensitivity  for  meet- 
ings and  conferences. 

□  Two  tape  speeds— one  for  long  play,  one 
for  optimum  sound  quality. 

To  find  out  more,  call  1-800-433-0880 
toll-free  or  send  in  the  coupon  below. 

Dictaphone.  Time  Management. 

CBW717V 

Mail  to:  Dictaphone  Corporation, 

3191  Broadbridge  Ave..  Stratford,  CT  06497-2559 


Name 


Title 


Company 


Phone 


Address 


City 


Itp  Dictaphone 

A  Pitney  Bowes  Company 


State 


Zip 


A  tiny  refuge  from  the  world. 
For  the  very  worldly. 

On  a  little  Caribbean  islancl  gem  with  the  flavor  of  France,  32  cottages 
dot  the  hillside  on  our  private  cove. 
Gourmet  cuisine.  Dedicated  personal  ser\'ice.  Inviting  beach. 
Pool.  Jacuzzi.  Water  sports.  Tennis.  Piano-Bar. 
The  Manapany.  Where  sophisticated  people  can  vacation  sunply. 
Simply  beautifully. 

HOTEl 


!V!A!NAB\Ny 


COTTAqES 


SAINT  HAR I  HS,  KRhNCH  \X'HST  INDIES 

For  information  or  reservations,  it's  vour  trav  el  aaent  or  .Mondotcls,  Inc.,  200  West  57th  St.,  New  York  10019, 
toll-free:  800-847-4249  (in  New  YorE  State,  212-757-0225;  in  Canada,  800-255-3393 
or  The  M.iiiapanv,  St  Barths,  590-276655. 


last  winter,  lately  has  been  hoveriri 
around  17. 

To  avoid  such  surprises  in  the  future 
Esber  is  making  several  changes.  Ft; 
one  thing,  Ashton-Tate  will  quit  booll' 
ing  deliveries  to  distributors  as  sale: 
Instead,  it  will  count  only  sales  t 
consumers. 

Esber  is  also  improving  product  deve 
opment.  Until  recently,  Ashton-Tate  ci 
gineers  hunted  for  bugs  after  the  entii 
program  was  written.  With  dBase  I\ 
that  was  complicated  by  an  unwieldy  dt 
velopment  crew  of  75.  Because  of  th 
pressure  to  get  the  program  to  distrihi 
tors,  the  lethal  bugs  slipped  througl 
Now,  says  Ashton-Tate  President  Li 
ther  Nussbaum,  code  is  checke 
throughout  the  process,  as  individii; 
sections  of  the  program  are  developci 
to  avoid  the  crash  debugging  that  w;i 
done  for  dBase  IV. 

Just  how  well  the  fix  works  will  b 
clear  when  the  company  delivers  an  uj 
grade  of  dBase  IV,  probably  this  fal 
But  Esber  says  that  he  won't  compoun 
the  company's  mistakes  by  shipping  th 
product  before  it  has  been  properly  vc 
ted:  "If  it  ain't  ready  by  fall,  we  ain 
shipping  it." 

DATA  TRADING.  Esber  also  wants  to 
pand  the  company's  customer  base  s 
that  problems  with  one  product  don 
lead  to  financial  disasters.  By  the  end  i 

1990,  he  wants  to  have  ready  an  easy  i  < 
use  version  of  dBase  for  the  80%  of  r 
owners  who  shy  away  from  the  complex 
ity  of  dBase  IV,  with  its  14  disks.  I  ! 

1991,  he  hopes  to  launch  "Ashton-Tat 
Office,"  software  that  will  use  a  versiu 
of  dBase  to  trade  information  with  othe 
Ashton-Tate  products  and  even  outsid 
software  packages,  such  as  spreac 
sheets  and  word  processors.  To  cut  it 
reliance  on  dBase — now  75%  of  it  I 
sales — Ashton-Tate  will  also  step  u  '' 
marketing  for  its  word  processitiL 
spreadsheet,  and  graphics  program  > 
For  instance,  it  will  develop  versions  > 
its  Macintosh  word  processing  software  I 
FullWrite  Professional,  for  IBM  PCs  an  I 
compatibles. 

Still,  analysts  are  less  than  impress^ 
"It's  an  elegant  strategy,  but  Ashtoi 
Tate's  competitors  are  pursuing  it,  ton. 
says  Richard  G.  Sherlund,  an  analy:- 
with  Goldman,  Sachs  &  Co.  For  now 
even  the  normally  jovial  Esber  is  n 
strained.  Critics  have  long  said  the  co.i 
pany  lacks  the  technical  vision  to  hold  of 
to  its  No.  3  ranking  in  PC  software,  be 
hind  Microsoft  Corp.  and  Lotus  Develoj 
ment  Corp.  The  naysayers  were  su{ 
posed  to  be  proven  wrong  by  dBase  l\ 
But  now  that  will  have  to  wait  for  Asl 
ton-Tate's  next  product.  And  that  add 
up  to  a  long  summer  for  Ed  Esber. 
By  Patrick  E.  Cole  in  Torrance,  Co// 
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His  grandfather  worked  in  a  steel  mill. 
His  uncle  designed  tankers. 
He  develops  pharmaceuticals. 

They're  three  generations  of  the  Murakami  family,  and 
they've  all  worked  for  NKK  over  the  last  three-quarters  of 
a  century. 

Their  jobs  have  been  almost  as  varied  as  our  growth. 

Since  arriving  as  one  of  Japan's  foremost  steelmakers, 
we've  left  our  mark  in  shipbuilding  and  engineering. 

More  recently,  our  laboratories  are  working  in  bio- 
technology, electronics  and  advanced  materials.  And  NKK 
is  even  a  growing  presence  in  urban  development. 

Of  course,  we're  thinking  about  the  next  generation  of 
technologies.  But  most  of  all  we're  looking  ahead  to  the 
next  generation  of  millions  of  people  like  the  Murakamis. 

^  NKK 

NKK  CORPORATION 

Headquarters:  Tokyo 

U.S.  Subsidiary:  NKK  America  Inc.,  New  York,  Houston,  Los  Angeles 

U.S.  Affiliates:  National  Steel  Corp.,  International  Light  Metals  Corp. 

Principal  Overseas  Offices:  Vancouver,  Rio  de  Janeiro,  London,  Dusseldorf,  Rotterdam, 

Beijing,  Hong  Kong,  Bangkok,  Singapore,  Jakarta,  Al-Khobar 

136  C 


Texas  Instruments  unleashes  the  worli 
who  stay  ahead  of  the  pack  by  addr 


TI  processor  chips  bring  exceptional  speec 
to  Sun^s  supercomputing  workstations  — 
opening  a  range  of  applications  from 
medicine  to  telecommunications  to  oil 
exploration.  Read  how  TI  can  help  in  the 
management  of  high-risk,  high-return 
technologies. 
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[echnologies: 

itest  processor  chips,  for  companies 
rformance  to  their  products. 


\  rich  world  market  awaits  products 
jLthat  can  exceed  today's  computa- 
lal  speed  limits. 

lis  promise  has  led  Texas  Instruments 
3CUS  its  MegaChip^'^  Technologies 
n  development  of  blazingly  fast 
iber-cmnching,  special-purpose 
:essors.  Commercially  available,  they 
already  helping  our  customers  reach  for 
future.  For  example,  they  are  enabling 
1  Microsystems  to  bring  supercomputa- 
lal  power  to  desktop  computet^. 


Helping  customers 
stay  at  the  leading  edge 

In  only  seven  years.  Sun  has  shipped  more 
than  150,000  workstations.  To  maintain 
such  leadership.  Sun  expects  us  to  help 
them  "push  the  technological  envelope." 

Together  we  do.  Working  closely  with  a 
Sun  team,  sharing  technologies  and 
knowledge,  we  developed  a  superiast  float- 
ing-point prcicesscir  family.  Its  members 
allow  Sun's  advanced  workstations  to  race 
through  millions  of  computations  at 
lightning  speeds.  We  "road  mapped"  the 
future  of  this  family  into  Sun's  plans  so 
that,  by  knowing  what's  ahead.  Sun  can 
minimize  obsolescence  yet  protect  present 
investments. 

Collaborating  on  RISC 

Helping  Sun  pioneer  the  dynamic  new 
field  of  Reduced  Instruction  Set  Comput- 
ing (RISC)  chips,  Tl  is  providing  a  prcxes- 
sor  of  incredible  speed  as  a  key  building 
block.  RISC  architecture  eliminates  un- 
necessary instmctions  and  processing  steps 
so  chips  operate  more  efficiently  for  the 
specialized  needs  of  today's  scientists  and 
engineers  and  tomorrow's  businessmen. 

In  devek)ping  its  powerful  RISC  engine, 
called  SPARC Sun  discovered  that  TI 
had  the  supercharger  it  needed  already 
under  way.  It  is  the  world's  fastest,  single- 
chip,  CMOS,  floating-point  coprtx:essor 
and  crunches  numbers  up  to  1 54  digits 
m  hith  sides  of  the  decinwl  point. . . 
simultaneonshl 

Moving  ahead  in  graphics 

For  the  newest  generation  of  computation- 
ally intensive  graphics  workstations,  we 
are  supplying  Sun  with  a  RISC-type  chip 
optimized  for  digital  signal  processing.  It 
helps  produce  graphics  with  a  depth  of 
dimension  and  a  brilliance  of  color  seldom 
achieved  before.  This  chip  is  capable  of 
calculating  in  one  minute  what  it  would 
take  a  386-based  PC  almost  a  full  day. 
But  Tl  brings  more  to  customer 

MeU'iChip      trademark  ot  Texas  Instrumenrs  InciirporateJ- 
SPARC  (Scalable  Processiir  Architecture)  Is  a  trademark  of  Sun 
Microsystems,  Inc.  UNIX  is  a  trademark  of  AT&T  Bell 
LaK>rarories.  OS/2  is  a  trademark  of  international  Business 
Machines  Corporation. 
©  1989T1  SSYRP81  08-844IA 


relationships  than  just  chips:  Global 
resources,  advanced  design  capabilities, 
proprietary  processing,  and  worldwide 
manufacturing  that  supports  quality  and 
timely  delivery. 

New  products,  new  markets, 
new  profits 

The  market  of  the  future  is  rich.  With  TPs 
ever-greater  technological  advances  in 
processors  and  other  semiconductor  chips, 
there  is  opporainity  for  entrepreneurial 
development  of  a  vast  array  of  exceptional 
products.  Computers  will  be  capable  of 
predicting  worldwide  weather.  Home  TV 
will  be  sharper,  brighter,  and  clearer  than 
ever  before.  Factory  robots  will  work 
around  the  clock  in  the  dark  to  reduce 
energy  waste.  Networked  computing  will 
enable  transmission  of  photo-quality  im- 
ages around  the  globe  in  an  instant. 

EVOLUTION  OF  DESKTOP  COMPUTING 


3x  4x  5x 
PERFORMANCE 


Computing  power  that  was  once  restricted  to  large 
mainframe  computers  is  moving  to  self-contained,  desktop 
units  because  of  leading-edge  developments  like  Tl's  float- 
ing-point and  embedded  processors. 

With  its  MegaChip  Technologies,  Texas 
Instruments  can  give  you  an  impetus  for 
moving  ahead  of  the  pack:  A  design  start- 
ing point  that  is  often  far  in  advance  of  the 
marketplace. 

For  an  overview  of  developments  to 
come,  get  your  copy  of  The  Future  of  Micro- 
electronics  by  writing  Texas  Instmments 
Incorporated,  P.O.  Box  809066, 
Dept.  SSY24,  CfeUas,  Texas  75380-9066. 

Texas 
Instruments 
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EDITED  BY  JOHN  VERITY 


A  NEW  PHONE  'BOOK' 
WITH  100  MILLION  LISTINGS 


Tired  of  keeping  all  those 
bulky  telephone  books 
around?  SilverPlatter  Directo- 
ries Inc.  has  a  solution.  Begin- 
ning in  September,  it  will  ship 
pairs  of  compact  disks  contain- 
ing about  100  million  U.  S.  resi- 
dential and  business  telephone 
listings  and  addresses.  The 
disks,  divided  between  Western 
and  Eastern  regions,  can  be 
used  to  look  up  telephone  num- 
bers or  even  to  compile  direct-mail  listings. 

Despite  the  CDs'  tremendous  capacity,  old-fashioned  phone 
books  still  offer  some  big  advantages:  They're  free,  and  the 
only  special  equipment  you  might  need  to  use  them  is  a 
magnifying  glass.  But  entire  groups  of  phone  listings,  selected 
by  name,  street,  city,  state,  or  zip  code,  can  be  found  much 
faster  by  computer.  A  separate  business-only  disk  will  allow 
users  to  search  for  numbers  listed  according  to  industry. 
SilverPlatter's  two-disk  set  will  sell  for  $2,995,  with  midyear 
updates.  Several  telephone  companies  offer  similar  CD  directo- 
ries, but  SilverPlatter  says  its  version  is  less  expensive  and 
more  comprehensive. 


MAD  AT  YOUR  COMPUTER  STORE? 
NOW  YOU  CAN  CALL  IN  A  REFEREE 


You've  just  shelled  out  $20,000  for  a  new  business  comput- 
er, but  it's  just  not  working  right.  The  software — or 
maybe  it's  the  hardware — really  doesn't  do  what  you  remem- 
ber the  salesperson  said  it  would.  But  if  you  sue  the  company 
that  sold  you  the  machine,  you  may  be  in  court  for  years, 
spending  more  on  litigation  than  you  did  for  the  system  itself. 
Whom  are  you  going  to  call? 

ComputerCare,  if  you  live  in  the  Philadelphia  area.  It's  a 
mediation  service  set  up  by  the  Better  Business  Bureau  to 
resolve  the  technical  disputes  that  frequently  arise  between 
computer  sellers  and  their  customers.  Complaints  are  first 
reviewed  by  Weinberg  Associates,  a  local  computer  consulting 
firm,  which  analyzes  the  problem  and  recommends  mediation 
if  that  seems  appropriate.  A  ComputerCare  official  says  sever- 
al computer  shops  and  software  companies  in  the  area  are 
beginning  to  write  a  ComputerCare  participation  clause  into 
their  sales  contracts.  So  far,  the  procedure  has  settled  disputes 
amicably  and  in  a  matter  of  days. 


CHECKING  OUT 

CREDIT  CARDS  IN  A  FLASH 


Imagine  your  local  movie  house  taking  credit  cards.  Or 
the  parking  lot  next  door  taking  personal  checks.  Not  a 
chance,  you  say?  It  could  happen  if  Celerex  Corp.  in  Seattle 
succeeds  with  a  new  in-store  credit-checker.  The  two-year-old 
company  has  developed  a  PC-based  system  that  eliminates  the 
main  problem  that  makes  credit  cards  difficult  for  high- 
volume,  low-ticket  establishments  to  justify — time.  Traditional- 
ly, it  takes  a  minute  or  two  to  get  authorization  for  a  cus- 
tomer's charge  plate.  But  that's  intolerable  at  fast-food  out- 


lets, for  example,  where  customers  are  by  definition  impatie  . 

Celerex'  system  removes  the  bottleneck  by  storing  oni 
magnetic  disk  a  list  of  many  thousands  of  bad  credit  cards- 
the  so-called  negative  file  that  now  is  often  distributed  i 
booklet  form.  Celerex'  point-of-sale  terminals  can  read  ti 
customer's  Visa,  MasterCard,  or  Discover  card — or  a  check - 
and  almost  instantly  see  if  it's  good  for  limited  purchasi. 
Each  night,  too,  Celerex'  own  computer  can  call  the  crer 
systems  and  electronically  update  their  listings.  The  cent) 
computer  also  can  extract  payment  information  and  relay  it  i 
participating  banks.  Celerex  President  Jose  Porto  says  t- 
system,  which  leases  for  about  $125  a  month,  has  been  orderl 
for  several  dozen  Skipper's  seafood  restaurants  in  Colora) 
and  Oregon. 


TOSHIBA'S  NEW  LAPTOP  MAY  BE 
SMALL-BUT  IT'S  THE  REAL  THING 


At  some  point  on  the  march  to  miniaturization,  a  laptop 
ceases  to  be  a  full-blown  computer.  Sharp  Corp.'s  popul 
Wizard  "personal  organizer,"  for  instance,  is  more  Filof;; 
notebook  than  true  PC.  And  NEC  Corp.'s  4-pound  UltraLi' 
computer,  while  a  wonder  to  behold,  runs  software  embeddi 
in  special  microchips — not  the  usual  floppy  disks. 

So,  the  title  for  the  world's  smallest  "real"  PC  now  goes 
laptop  market-leader  Toshiba's  new  DynaBook  model.  A  sle( 
10  by  12  inches,  and  only  2  inches  thick,  it  handles  conventio 
al  SVa-inch  floppy  disks  and  boasts  full  compatibility  with  tl 
IBM  PC/XT.  At  6  pounds,  it  may  be  slightly  less  fun  to  h 
around  than  some  other  notebook-sized  models.  But  Toshil. 
thinks  the  payoff  in  extra  function  will  help  it  sell  350,0^ 
units  in  Japan  by  1992,  at  $1,400  a  pop.  For  now,  DynaBo( 
isn't  being  offered  in  the  U.  S.  where,  by  coincidence,  a  comp 
ny  called  Dynabook  recently  unveiled  its  own  laptop  compute 
But  if  sales  take  off  in  Japan,  Toshiba  may  find  it  hard  to  kei 
the  product  at  home,  though  it  may  want  to  change  its  nam 


THESE  ON-BOARD  COMPUTERS 
KEEP  CABBIES  HONEST 


Don't  be  surprised  if  the 
next  taxi  cab  you  jump  into 
is  equipped  with  a  video  display 
screen  on  the  dashboard.  Your 
driver  isn't  necessarily  a  com- 
puter nerd  or  rocket  scientist — 
he's  just  using  a  computerized 
dispatching  system  that's  de- 
signed to  make  him  more  ef- 
ficient and  keep  him  on  the  up 
and  up.  In  most  cities,  taxis 
communicate  with  their  home 
offices  by  radio-telephone,  but  that's  open  to  abuse:  Cabbit 
can  intercept  each  other's  radio  calls,  and  dispatchers  ca 
favor  certain  cabbies  over  others.  Moreover,  it's  easy  to  ignoi 
calls — and  leave  would-be  riders  stranded. 

Add  a  computer,  though,  and  those  problems  can  be  elinv 
nated.  It  can  send  digitally  encoded  dispatches  to  any  selecte 
taxi,  with  no  chance  of  others  reading  them.  The  compute 
also  can  monitor  each  cabby's  activity  and  identify  those  wh 
fail  to  respond  to  assignments.  What's  more,  computerized  ca 
companies  can  add  package-delivery  and  messenger  service: 
Such  systems  are  installed  in  6.50  Chicago  cabs,  1,200  Londo 
cabs,  and,  soon,  725  Philadelphia  taxis.  The  leading  supplier: 
Gandalf  Technologies  Inc.  and  Motorola  Inc. 
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BUSINESS  WEEK  CHINA 

The  International  magazine 
that  serves  China's  business  community 


China's  top  Industry  and  Trade  officials  have  come  to  rely  on  Business  Week 
China  as  a  vital  source  of  global  business  news  and  analysis. 

A  joint  venture  with  China's  Ministry  of  Foreign  Economic  Relations  and  Trade 
(MOFERT),  Business  Week  China  is  sent  to  over  45,000  key  Chinese  decision- 
makers in  research,  government,  banking,  finance,  insurance,  foreign 
Investment,  trade,  and  education.  Articles  from  Business  Week  and  Business 
Week  International  are  selected  and  translated  by  the  Chinese  (as  ore  your  ads, 
free  of  charge). 

The  news  and  analysis  in  Business  Week  China  is  so  vital  that  MOFERT 
estimates  a  20  to  1  pass  along  readership,  for  a  total  audience  of  900,000. 

Which  means  that  not  only  is  Business  Week  China  a  must  read  for  China's 
business  executives,  it  is  a  must  buy  for  marketers  trying  to  reach  them. 


BUSINESS  WEEK  CHINA 


CURRENT  ISSUE  AND  CLOSING  SCHEDULE 

•  SEPT./OCT.  1989— BONUS  DIST  TO  5  TRADE  SHOWS 
Closing:  August  21. 

•  NOV/DEC.  1989 
Closing:  October  23. 


Frankfurt  (69)  72-01-81 ,  Hong  Kong  (5)  8682010,  Lausanne  (21)  27-441 1 ,  London  (1)  493-1451.  Milan  (2)  89010103 
Paris  (1)  4289-0381,  Stockholm  (8)  4400-05,  Tokyo  (3)  581-981 1.  USA  (212)  512-3867 
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GeorgiaPadfic  is  making    waves  in  the  world  pulp  maitet . 


©  1989  Georgia-Pacific  Corporation 
All  Rights  Reserved 


Very  big  waves  if  you  consider  that  this  year, 
Georgia-Pacific  will  export  nearly  three-quarters  of  a 
million  tons  of  market  pulp  to  foreign  customers. 
Enough  to  make  us  the  largest  exporter  in  America. 
And  the  future  is  looking  even  brighter,  as  we  continue 
to  increase  productivity  at  every  opportunity. 

But  pulp  is  only  a  part  of  Georgia-Pacific  s  flourishing  paper 
business.  A  business  that  is  generating  well  over  50%  of  our  cash 
flow.  And  this  year  we  should  reap  the  benefits  of  over  $2  billion 
invested  in  pulp  and  paper  projects  in  the  last  five  years. 

So  while  we're  making  a  lot  of  waves  right  now,  just  wait 
until  our  ship  really  comes  in. 

Georgia-[%icific  ^ 

Sawy;  From  the  ground  up. 


VHO'S  THE  BIGGEST 
>F  THEW  ALL?  

)anese  companies  account  for  nearly  half  the  total  value  of  the  Global  1000 


ike  sumo  wrestlers  in  training,  the 
world's  largest  corporations  keep 
Bgetting  bigger  and  bigger.  As 
mories  of  the  stock  market  crash  of 
«ber,  1987,  fade,  investors  are  bid- 
g  up  prices  of  leading  shares  around 
globe.  More  and  more,  companies 
growing  across  national  borders,  and 
smart  money  is  never  far  behind, 
ust  take  a  look  at  BUSINESS  week's 
ond  annual  Global  1000,  a  ranking  of 
most  valuable  companies  according 
market  capitalization  as  of  May  31. 
s  year's  Global  1000  were  worth  a 
il  $6.4  trillion,  up  12.3%  from  their 
trillion  market  value  in  1988.  And 
>yant  earnings  forecasts  suggest  the 
heavyweights  will  add  muscle  in  the 
ond  half  of  1989. 

USINESS  WEEK  introduced  the  Global 
0  ranking  to  gauge  how  well  the 
fid's  leading  companies  were  doing  in 
eyes  of  the  markets.  Comparative 
ek  market  valuations  are  a  useful  in- 
tment  tool  because  they  apply  the 


same  general  yardstick  to  measure  cor- 
porate performance  around  the  globe. 

Morgan  Stanley  Capital  International 
provided  the  data  for  the  Global  1000. 
Its  Geneva-based  specialists  follow  2,200 
companies  in  21  countries.  A  separate 
ranking  includes  companies  in  South  Ko- 
rea, Taiwan,  Brazil,  and  Mexico,  whose 
markets  limit  foreign  investment  or 
aren't  fully  developed.  The  listing  of 
companies  in  those  countries  with  1988 
sales  of  more  than  $1  billion  appears  on 
page  176. 

Once  again,  Japanese  companies  domi- 
nate the  Global  1000,  as  the  table  on 
page  141  shows.  U.  S.  corporations  nar- 
rowly outnumber  Japanese  companies, 
353  to  345.  But  the  Japanese  account  for 
an  impressive  47%  of  total  value,  with  a 
growing  presence  in  industries  from 
building  materials  to  paper.  American 
companies  trail  behind,  with  32.4%-  of  the 
total  Global  1000  capitalization. 

Several  Japanese  companies  posted 
spectacular  increases  in  market  value  in 


the  latest  listing.  Eight  more  than  dou- 
bled their  market  capitalization  in  dollar 
terms.  Measured  in  yen,  16  grew  by 
more  than  100%.  Japan's  biggest  gainer 
was  Kawasaki  Heavy  Industries  Ltd.: 
Valued  at'  $4.8  billion  a  year  ago,  it  is 
worth  $11  billion  today.  A  leading  manu- 
facturer of  railroad  track,  the  company 
benefited  greatly  from  robust  capital  in- 
vestment in  Japan's  railroads. 
■  United  States.  A  number  of  American 
companies  racked  up  big  increases  in 
value,  too,  thanks  to  turnarounds  and 
takeovers.  The  company  that  had  the 
biggest  share-price  gain  worldwide,  an 
impressive  179%,  was  MCI  Communica- 
tions Corp.  A  successful  restructuring 
and  a  vastly  improved  outlook  for  inter- 
national long-distance  telecommunica- 
tions boosted  investor  confidence  in  the 
Washington  (D.  C.)-based  company.  NWA 
Inc.,  the  Minneapolis-based  airline, 
racked  up  the  third-biggest  gain,  at 
168%.  Its  stock  price  took  off  after  a 
takeover  battle,  in  which  financier  Al- 


HOW  COMPAHIES  STACK  UP  GLOBALLY 


SALES 

Billions  of  U.S.  dollars 


1.  MITSUI  &  CO. 

$117.0 

2.  GENERAL  MOTORS 

110.0 

3.  C.ITOH 

108.5 

4.  SUMITOMO 

103.6 

5.  MARUBENI 

96.1 

6.  MITSUBISHI 

93.3 

7.  FORD  MOTOR 

92.5 

8.  EXXON 

87.3 

9.  ROYAL  DUTCH/SHELL 

78.4 

10.  NISSHOIWAI 

72.9 

11.  IBM 

59.7 

12.  MOBIL 

54.4 

13.  TOYOTA  MOTOR 

50.4 

14.  SEARS,  ROEBUCK 

50.3 

15.  HITACHI 

44.7 

PROflTS 

Billions  of  U.S.  dollars 

1. 

IBM 

$5.49 

2. 

FORD  MOTOR 

5.30 

3. 

EXXON 

5.26 

4. 

ROYAL  DUTCH/SHELL 

5.23 

5. 

GENERAL  MOTORS 

4.63 

6. 

GENERAL  ELECTRIC 

3.39 

7. 

BRITISH  TELECOM 

2.41 

8. 

DOW  CHEMICAL 

2.41 

9. 

AT&T 

2.27 

10. 

DU  PONT 

2.19 

11. 

TOYOTA  MOTOR 

2.17 

12. 

FIAT 

2.10 

13.  AMOCO 

2.06 

14. 

PHILIP  MORRIS 

2.06 

15. 

MOBIL 

2.03 

DATA:  MORGAN  STANLEY  CAPITAL  INTERNATIONAL  INC.,  BW 


SHARE-PRICE  GAIN 

Percent  from  1988,  U.S.  dollars 

1. 

MCI 

179 

2. 

BANKAMERICA 

173 

3. 

NWA 

168 

4. 

KAWASAKI  HEAVY 

128 

5. 

UNITED  TELECOM 

125 

6. 

FEDL.  NATL.  MORTGAGE  ASSN. 

121 

7. 

HITACHI  ZOSEN 

118 

8. 

FUJITA 

116 

9. 

MITSUI  ENG.  &  SHIPBLDG. 

116 

10. 

NCNB 

115 

11. 

DAMPS.  SVENDBORG 

114 

12. 

KOBE  STEEL 

111 

13. 

SKF 

111 

14. 

KAWASAKI  STEEL 

109 

15. 

EBARA 

107 

!AL  1000 
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THE  GLOBAL  IOC 

RANK  MARKET 

1989    1988                         Billions  of  U.  S.  dollars  VALUE 

RANK  MARKI' 

1989    1988                       Billions  of  U.  S.  dollars  VALU 

1  1      NIPPON  TELEGRAPH  &  TELEPHONE         Japan    163  86 

2  9     IHDUSTRIAL  BANK  OF  JAPAN                Japan     71  59 

3  2      SUMITOMO  BANK                                    Japan      69  59 

4  5      FUJI  BAHK                                              Japon  67.08 

5  4      DAI-ICHI  KANGYO  BANK                          Japan      66  09 

51  37      FUJITSU                                                   Japan  19.05 

52  52     CHEVRON.                                            U.S.  18.90 

53  36      NIKKO  SECURITIES                                   Japan      18  84 

54  54      JAPAN  AIR  LINES                                    Japan  18.03 

55  98     MITSUBISHI  ELECTRIC                           Japan      17  94 

6  3     INTERNATIONAL  BUSINESS  MACHINES       u  S  64.65 

7  10      MITSUBISHI  BANK                                   Japan      59  27 

8  6     EXXON                                                U.  S.  54.92 

9  7      TOKYO  ELECTRIC  POWER                          Japan      54  46 
10      12      ROYAL  DUTCH/SHELL  GROUP          Neth./Britain  54.36 

56  131      SUMITOMO  METAL  IHDUSTRIES              Japan      17  86 

57  59      HIPPOH  CREDIT  BANK                             Japan      17  71 

58  42      ALL  HIPPOH  AIRWAYS                             Japan      17  65 

59  79     SEARS,  ROEBUCK                                   U.S.  17.50 

60  84     PROCTER  &  GAMBLE                           U.S.     17  40 

11  13      TOYOTA  MOTOR                                       Japan  54.17 

12  14     GEHERAL  ELECTRIC                                 U  S      49  39 

13  11      SANWA  BANK                                          Japan  49.29 

14  8      NOMURA  SECURITIES                                 Japan  44.44 

15  27      NIPPON  STEEL                                         Japan  41.48 

61  94      GTE                                                       U.  S.  17,33 

62  68     BELL  ATLANTIC                                     U.S.  17.12 

63  62     DOW  CHEMICAL                                    U.S.  17.00 

64  83     PACIFIC  TELESIS                                    U.S.  16.86 

65  45      TAIYO  KOBE  BAHK                                  Japan      16  63 

16  21     AMERICAN  TELEPHONE  &  TELEGRAPH       U  S  38.12 

17  17      HITACHI  LTD.                                           Japan  35.82 

18  15     MATSUSHITA  ELECTRIC  INDUSTRIAL         Japan     35  70 

19  41      PHILIP  MORRIS                                    U.S.  32.14 

20  38      TOSHIBA                                               Japan  30.91 

66  64      UNILEVER                                       Neth./Britain  16.60 

67  61      MITSUBISHI  CORP.                                  Japan      16  50 

68  74     JOHHSON  &  JOHNSON                            U.S.      16  45 

69  56      DAIWA  BANK                                          Japan  16.25 

70  70     MINNESOTA  MINING  &  MFG.                   U  S      16  09 

21  33     KANSAI  ELECTRIC  POWER                      Japan     30  89 

22  16     LONG-TERM  CREDIT  BANK  OF  JAPAN      Japan     30  85 

23  18      TOKAI  BANK                                           Japan  30.54 

24  19      MITSUI  BANK                                          Japan  29.69 

25  35      MERCK                                                   U.  S.  27.52 

71  47      MITSUI  TRUST  &  BANKING                      Japan      16  09 

72  76      NYNEX                                                   U.S.  16.05 

73  86     AMERITECH                                          U.S.  16.02 

74  88      GLAXO  HOLDIHGS                                    Britain  15.92 

75  171      KOBE  STEEL                                             Japan  15.79 

26  53      NISSAN  MOTOR                                       Japan  26.98 

27  48     MITSUBISHI  HEAVY  INDUSTRIES             Japan     26  65 

28  40     DU  POHT                                             U.  S  26.08 

29  31      GEHERAL  MOTORS                                 U.S.  25.25 

30  22     MITSUBISHI  TRUST  &  BAHKING             Japan     24  67 

76  51      SEIBU  RAILWAY                                       Japan      15  67 

77  100     SOUTHWESTERH  BELL                             U  S      15  51 

78  120      SOHY                                                      Japan  15.19 

79  104     ELI  LILLY                                             U.S.  15.19 

80  109      OSAKA  GAS                                             Japan  15.05 

31  24     BRITISH  TELECOMMUNICATIONS            Britain  24.29 

32  39     BELLSOUTH                                           US      24  17 

33  20     BRITISH  PETROLEUM                            Britain     24  15 

34  25     FORD  MOTOR                                       U.  S.  23.93 

35  43      AMOCO                                                  U.  S.  22.93 

81  49      YAMAICHI  SECURITIES                              Japan      14  96 

82  75      ASSICURAZIOHI  GENERALI                          Italy      14  79 

83  44     TAKEDA  CHEMICAL  INDUSTRIES              Japan     14  75 

84  73     EASTMAN  KODAK                                  U.S.  14.52 

85  91      BRISTOL-MYERS                                    U.S.  14.39 

36  34      BAHK  OF  TOKYO                                     Japan      22  46 

37  55     CHUBU  ELECTRIC  POWER                       Japan     21  97 

38  23     SUMITOMO  TRUST  &  BANKING              Japan  21.86 

39  66     COCA-COLA                                          U.S.  21.50 

40  60     WAL-MART  STORES                               U.S.  21.49 

86  65      DAIMLER-BENZ                           West  Germany  14.36 

87  122      PEPSICO                                                 U.S.  14.22 

88  77      KINKI  NIPPON  RAILWAY                          Japon      14  14 

89  111      AMERICAN  HOME  PRODUCTS                   U.S.  13.58 

90  114      KAJIMA                                                   Japan  13.53 

41  26      MITSUBISHI  ESTATE                                  Japan      21  45 

42  116      KAWASAKI  STEEL                                     Japan  21.30 

43  46     MOBIL                                                U.S.  21.15 

44  29      TOKYO  GAS                                             Japan  21.13 

45  32      TOKtO  MARINE  &  FIRE                            Japan      20  91 

91  101     AMERICAN  EXPRESS                             U  S      13  49 

92  102     B.  A.  T.  INDUSTRIES                             Britain  13.46 

93  69     YASUDA  TRUST  &  BAHKIHG                  Japan     13  46 

94  96     IMPERIAL  CHEMICAL  IHDUSTRIES           Britain  13.43 

95  115      SIEMEHS                                     West  Germany  13.39 

46  108      NKK                                                        Japan  20.15 

47  63     ATLANTIC  RICHFIELD                              U  S      19  63 

48  28      NEC                                                         Japan  19.61 

49  30      DAIWA  SECURITIES                                  Japan  19.11 
.50      50      ASAHI  GLASS                                          Japan  19.05 

96  78      HESTLE                                             Switzerland  13.39 

97  124     AMERICAN  INTERNATIONAL  GROUP          U  S      13  38 

98  112     ABBOTT  LABORATORIES                          U  S      13  35 

99  80      FIAT  GROUP                                              Italy  13.32 
100      85      HONDA  MOTOR                                       Japan  13.30 

Footnotes  on  page  145 
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■ed  A.  Checchi  won  a  bidding  war  over 
arvin  Davis  and  Pan  Am  Corp. 
Although  the  Japanese  hold  the  lead 
market  capitalization,  U.  S.  companies 
•e  the  better  performers  by  far.  Eleven 
■  the  world's  top  15  profit-earners  are 
merican  companies:  Top-ranked  IBM's 
).5  billion  in  profits  surpassed  the  earn- 
gs  of  Italy's  leading  15  companies  put 
gether.  And  despite  all  the  stock  mar- 
;t  muscle,  Japan  came  in  second  to  last 
the  ranking  of  countries  by  return  on 
[uity.  The  average  ROE  for  Japanese 
impanies  was  only  9.2%,  compared  with 
!.7%  for  the  U.  S. 

Europe.  Among  other  countries  repre- 
•nted  in  the  Global  1000,  national  com- 
)sites  show  that  France, 
aly,  and  Sweden  weigh 
ore  heavily  this  year 
lan  in  last  year's  lineup, 
urope's  stock  markets 
•e  humming,  reflecting  a 
irge  in  mergers  and  ac- 
lisitions  as  the  corporate 
ndscape  shifts  in  prepa- 
,tion  for  a  unified  market 

1992  (page  144). 
Europe's  profit  margins 
■6  fatter  than  ever,  too, 
'ier  years  of  restructur- 
g  and  painful  cost-cut- 
ig.  That  toning-up  is  a 
ust  if  the  Europeans  are 

compete  with  the  Japa- 
ise  and  Americans  as 
obal  competition  stiffens 

the  1990s.  Encouraged 
r  a  surge  in  corporate 
•ofits,  prices  on  the  Paris 
aurse  jumped  58%  last 
iar  and  have  climbed  14% 
nee  Jan.  1.  And  many 
rench  companies,  such  as 
xury-goods  giant  LVMH, 
■e  issuing  new  equity  to 
ise  funds  to  carry  out 
leir  ambitious  acquisition  plans. 
British  and  West  German  companies 
jnerally  lost  ground  in  the  rankings,  in 
irt  because  of  the  dollar's  advance 
gainst  the  pound  and  the  mark.  A  wave 
'  takeovers,  such  as  Nestle's  $3.9  bil- 
)n  acquisition  of  Rowntree  PLC,  has 
so  served  to  mop  up  equity  from  the 
ritish  market.  The  popularity  of  raising 
ipital  by  issuing  debt  rather  than  stock 

reinforcing  the  trend  toward  "equity 
ithdrawal." 

Canada.  Canada,  too,  loomed  larger 
lis  year  in  the  Global  1000.  Its  big 
lare  gainers  were  such  powerhouses  as 
Jagram,  Royal  Bank  of  Canada,  and 
edia  group  Southam,  reflecting  grow- 
g  confidence  in  Canada's  fortunes  as  it 
creases  trade  with  the  U.  S.  under  the 
'■rms  of  the  1988  bilateral  Free  Trade 
greement. 

Hong  Kong.  A  big  loser  was  Hong 
eng.  While  companies  in  the  Crown 


Colony  also  increased  their  standing  in 
the  Global  1000  overall,  those  gains  have 
since  been  wiped  out  by  events  in  China. 
News  of  the  bloody  crackdown  on  pro- 
democracy  demonstrators  in  Beijing  on 
June  4  erased  nearly  a  quarter  of  the 
Hang  Seng  index  of  market  capitaliza- 
tion. It  is  still  about  15%  below  the  pre- 
massacre  level  of  $51  billion. 
■  Japan.  What  keeps  Japan  so  far  ahead 
of  the  pack?  Strong  fundamentals  are 
the  major  factor  behind  its  sky-high 
market  valuations.  Japan's  gross  nation- 
al product  grew  at  a  9.1%-  annual  rate  in 
the  first  quarter  of  1989.  Real  GNP 
growth  for  the  fiscal  year  that  started 
Apr.   1  could  top  5%  for  the  third 


MARKET  GUIDE  FOR  INVESTORS 

National  composites  of  Global  1000  stocks 


Market  capitalization 

Return  on 

Billions  of  U.S.  dollars 

P/E  ratio 

Yield 

equity 

1.  JAPAN 

$2,998.6 

100 

0.5% 

9.2% 

2.  U.S. 

2,069.3 

21 

3.3 

18.7 

3.  BRITAIN 

451.4 

14 

4.4 

21.5 

4.  W.GERMANY 

151.1 

25 

3.7 

14.1 

5.  FRANCE 

114.8 

14 

3.1 

25.5 

6.  CANADA 

114.6 

14 

3.2 

19.0 

7.  SWITZERLAND 

72.9 

21 

2.2 

12.7 

8.  ITALY 

66.2 

23 

2.7 

12.6 

9.  NETHERLANDS 

66.1 

11 

4.8 

21.1 

10.  AUSTRALIA 

57.0 

10 

5.2 

17.5 

DATA:  MORGAN  STANLEY  CAPITAL  INTERNATIONAL  INC.,  BW 


straight  year.  Earnings  of  major  Japa- 
nese companies  jumped  24%  last  fiscal 
year  and  could  climb  9.6%  this  year,  Nik- 
ko  Research  Center  predicts. 

Rip-roaring  domestic  demand  and 
massive  restructuring  to  cope  with  the 
strong  yen  have  been  a  boon  to  Japan's 
construction,  steel,  and  other  heavy  in- 
dustries. The  rebound  in  basic  industry 
shows  up  clearly  in  the  Global  1000.  Jap- 
anese companies  in  so-called  sunset  in- 
dustries were  among  the  biggest  gainers 
in  market  capitalization. 

Primed  by  the  boom  in  building  mate- 
rials, which  absorb  36%  of  Japan's  steel 
comsumption,  "domestic  shipments  grew 
at  a  phenomenal  rate,"  says  Adam  de  V. 
Parr,  an  analyst  at  Barclays  de  Zoete 
Wedd  (Securities)  Japan  Ltd.  Aided  by 
massive  cost-cutting,  aggregate  net 
profits  of  Japan's  Big  Five  steelmakers 
soared  271%  in  the  year  ended  Mar.  31. 
Steel  stocks  were  the  top  performers  on 


the  Tokyo  market  in  the  past  12  months. 

Still,  Japan's  markets  have  some  pecu- 
liarities that  prop  up  stocks.  Share  buy- 
backs,  which  shrink  capitalization,  are 
forbidden  in  Japan.  To  guard  against 
raiders,  corporations  place  parcels  of 
stock  with  friendly  institutions  and  other 
companies.  This  network  of  cross-hold- 
ings effectively  keeps  a  chunk  of  equity 
out  of  circulation  and  drives  up  prices. 

"There's  an  artificial  shortage  of 
shares  that  makes  the  capitalization 
higher  than  it  really  is,"  says  Peter 
Tasker,  a  market  strategist  at  Kleinwort 
Benson  International  Inc.  in  Tokyo.  Esti- 
mates are  that  more  than  80%'  of  the 
stock  of  Japan's  13  commercial  banks  is 
held  by  friendly  institu- 
tions. About  half  of  the 
outstanding  shares  in  the 
Tokyo  market  are  similarly 
off-limits,  says  Kazuhisa 
Okamoto,  chief  analyst  at 
Nikko  Securities  Co. 

Tokyo's  bull  market  took 
a  breather  in  June  as  in- 
vestors piled  into  foreign 
stocks.  Political  turmoil 
also  moved  stocks  south:  A 
scandal  over  allegations 
that  Prime  Minister  So- 
suke  Uno  had  sexual  liai- 
sons with  geisha  and  bar 
hostesses  knocked  the  Nik- 
kei back  sharply.  Earlier 
this  spring,  the  upheavals 
in  China,  higher  interest 
rates,  and  uncertainty 
about  Japan's  upper  house 
elections  in  July  cooled 
trading.  Still,  Kenneth  S. 
Courtis,  chief  economist  at 
DB  Capital  Markets  (Asia) 
Ltd.,  and  other  economists 
predict  the  Nikkei  will  re- 
bound to  37,000  by  the  end 
of  the  year. 
Investors  now  seem  to  be  unfazed  by 
the  rich  prices  of  Japanese  stocks. 
Among  companies  in  the  Global  1000 
composite  ranking,  the  Japanese  have  an 
average  price-earnings  ratio  of  100,  com- 
pared with  21  for  U.  S.  companies.  The 
high  market  capitalizations,  however, 
are  also  a  bulwark  against  foreign  ac- 
quisitions of  Japanese  companies.  "No 
foreign  company  has  ever  taken  over  a 
sizable  Japanese  company,  and  they 
would  be  hard  put  to  do  it,"  says  Tasker 
of  Kleinwort.  Japanese  companies  are 
simply  too  pricey. 

HEADY  MARKET.  Even  buying  a  stake  in 
a  Japanese  company  can  be  tough — as 
Texas  oilman  and  corporate  raider  T. 
Boone  Pickens  Jr.  found  out.  He  paid 
more  than  $800  million  in  March  for  a 
20.2%  stake  in  Koito  Manufacturing  Co., 
but  Koito's  other  major  shareholders, 
including  Toyota  Motor  Co.,  blocked 
Pickens'  move  to  obtain  three  seats  on 
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Ai  my  given  moment  ul  any  day, 
thousands  of  people  are  taking  off 
aboard  Boeing  jetliners.  Thousands 
of  others  are  just  landing. 


rhis  ebb  and  flow  of  passengers 
and  planes  goes  on  around  the  clock 
at  major  airports  around  the  globe. 
At  Heathrow.  De  Gaulle.  Narita.  JFK. 


LAX.  And  hundreds  of  others. 

It  all  adds  up  to  nearly  two  mil 
lion  people  flying  on  Boeing  airplan  - 
Day  after  day.  Every  day  of  the  year 


fact,  every  2V2  seconds  a  Boeing  jet 
ces  off  or  lands  somewhere  on  earth. 

Boeing.  We  don't  just  deliver  a  lot  _  _ 

airplanes.  We  deliver  a  lot  of  people.  j^^4 


the  board  of  the  automotive  lighting 
company. 

More  important,  Tokyo's  heady  mar- 
ket and  low  interest  rates  give  Japanese 
corporations  access  to  an  enormous  pool 
of  inexpensive  financing.  The  companies 
have  used  some  of  this  money  to  pay  off 
high-interest-rate  debt.  Total  debt-to-eq- 
uity ratios  of  companies  listed  on  the 
first  section  of  the  Tokyo  Stock  Ex- 
change have  fallen  from  an  average  3.8 
in  fiscal  1982  to  2.7  in  the  year  to  Mar. 
31,  says  Courtis,  in  contrast  with  U.  S. 


companies,  which  are  piling  on  junk- 
bond  debt.  This,  in  turn,  permits  Japa- 
nese corporations  to  raise  even  more 
money  cheaply  to  fund  expansion  and 
research. 

Most  obviously,  Japanese  corporate 
clout  is  showing  up  overseas  as  invest- 
ment in  factories,  real  estate,  and  com- 
panies. Japanese  direct  investment 
abroad  rose  41%  last  year,  to  $47.2  bil- 
lion for  the  year  ended  Mar.  31.  The 
outflow  is  expected  to  be  just  as  heavy 
this  year. 


Japan  Inc.'s  financial  muscle  is  a  cr- 
cial  competitive  edge.  "Japanese  comp- 
nies  will  go  into  the  next  recession  wii 
a  lot  more  padding  than  in  the  past 
says  RDDB's  Courtis.  "If  they  were  a 
gressive  before,  they're  lethal  now 
More  companies  on  the  Global  1000  li 
are  certain  to  have  Japanese  names 
the  1990s. 

By  Amy  Borrus  in  Tokyo,  with  Dim 
Lee  in  Hong  Kong,   Victoria  English 
London,  Blanca  Riemer  in  Paris,  and  h 
reau  reports 


EUROPE'S  GIANTS  ARE  HUNGRIER  THAN  EVER 


R; 


light  now,  Hanson  PLC  "could  bid 
for  Time,  Paramount,  and 
^Warner,"  jokes  Sir  Gordon 
White,  a  founder  of  Britain's  wealthi- 
est conglomerate.  More  modestly,  Han- 
son is  pursuing  instead  Consolidated 
Gold  Fields  PLC,  the  largest  gold  min- 
ing group  outside  South  Africa,  for  a 
mere  $4.8  billion.  That's  not  much  for  a 
group  that  boasts  $20  billion  in  cash 
and  borrowing  rights  and  that  has  al- 
ready gobbled  up  $8  billion  worth  of 
European  and  American 
companies  since  1986. 

Hanson  is  just  one  of  a 
number  of  large  European 
companies  poised  for  action. 
Three  years  into  Europe's 
merger  binge,  there's  no 
sign  that  it  is  cooling  off. 
Awash  in  cash  and  obsessed 
by  size,  European  compa- 
nies are  buying  out  one  an- 
other as  if  there  were 
no  tomorrow.  Accountants 
KPMG  in  Amsterdam  count 
1,200  mergers  and  acquisi- 
tions among  major  compa- 
nies in  1988  alone.  "The 
number  of  M&A  deals  in  Eu- 
rope may  double  by  the  end 
of  this  year,"  says  Patrick 
Vermeulen,  an  analyst  with 
Dewaay,  Servais  &  Co.  in 
Brussels. 

NO  TIME  TO  LOSE.  What's  be- 
hind the  mad  rush  for 
growth?  Now  that  Japanese 
and  American  companies 


are  investing  heavily  in  Europe,  buying 
up  companies  and  building  plants,  Eu- 
ropean managers  don't  have  time  to 
expand  by  internal  growth,  the  old- 
fashioned  way.  The  No.  1  strategy  to- 
day is  growth-by-acquisition. 

The  single  European  market  of  1992, 
too,  is  a  driving  force  behind  the  merg- 
er craze.  Deregulation  on  the  Conti- 
nent will  let  companies  span  Europe, 


tapping  new  markets.  So  the  scramble 
is  on  to  line  up  operations  from  Madrid 
to  Manchester.  "Companies  that  felt 
comfortable  being  No.  1  or  No.  2  in 
their  own  country  now  view  it  as  ur- 
gent to  be  stronger  Europe-wide,"  says 
Jean  Louis  Beffa,  chairman  of  French 
glassmaker  Saint-Gobain. 

But  1992  may  be  just  the  beginning 
for  the  European  giants.  Once  they  be- 
come powerhouses  on  the  Continent, 
the  Europeans  will  move  easily  onto 


III 


the  world  stage.  Already,  French  ce- 
ment company  Lafarge  Coppee  has  be- 
come the  second-largest  in  the  world 
with  its  $770  million  purchase  of  Swiss 
holding  company  Cementia.  French 
aluminum  maker  Pechiney  has  become 
No.  1  in  packaging  by  buying  Ameri- 
can Can  Co.  from  Triangle  Industries 
Inc.  for  $1.2  billion. 
While  multibillion-doUar  deals  among 


big  companies  grab  the  headlines 
smaller  enterprises  are  undergoing  ; 
quieter  but  equally  profound  restruc 
turing.  In  West  Germ.any,  long  be 
lieved  to  be  impervious  to  merger  ma 
nia,  the  Federal  Cartel  Office  report; 
1,159  acquisitions  involving  small  an( 
medium-size  companies  in  1988,  up  30' 
over  last  year.  Now,  German  comija 
nies,  conservatively  run  and  often  fa 
with  cash,  may  begin  to  look  beyon< 
their  borders. 

COMPLACENCY?  Still,  tll( 

merger  boom  could  sl(i\' 
down  of  its  own  accord  i 
prices  remain  at  strain 
spheric  levels.  One  stuil} 
puts  the  average  price  fn 
the  latest  dozen  major  ac 
quisitions  at  27  times  earn 
ings — double  the  market  av 
erage.  That  limits  tin 
number  of  companies  tha 
can  afford  to  play  the  high 
stakes  game.  And  unlikt 
their  U.  S.  counterparts 
regulators  on  the  Continei. 
might  step  in  if  companic: 
begin  to  borrow  heavily,  an 
alysts  say. 

Nonetheless,  some  execu 
fives  think  the  shakeup  ii 
good  for  corporate  Europe 
"We  have  too  many  compla 
cent  managers  and  to( 
many  resigned  sharehold 
ers,"  says  Percy  Barnevik 
chairman  of  Swedish-Swisi 
conglomerate   Asea  ABl 


Brown  Boveri.  After  the  dust  settles 
Europeans  are  almost  certain  t( 
emerge  as  world  leaders.  Already,  thei 
account  for  17%  of  the  Global  1000 
After  1992,  there's  no  telling  how  fa) 
they'll  go. 

By  Blanca  Riemer  in  Paris,  urith  Rich 
ard  A.  Melcher  in  London,  John  Temple 
man  in  Bonn,  Jonathan  Kapstein  it 
Brussels,  and  bureau  reports 
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COUNTRY  BY  COUNTRY 


>SSARY 

RKET  VALUE: 

re  price  on  May  31,  1989,  multiplied  by 
st  available  number  of  shares  outstanding, 
slated  into  U.  S.  dollars  at  May  month- 
exchange  rates.  Market  value  may 
ide  several  classes  of  stock;  price  and 
i  data  are  based  on  the  company's  most 
;ly  held  issue. 

RE  PRICE  AND  ANNUAL  CHANGE: 

ing  per-share  price  on  May  31,  1989,  in 
.  dollars.  Annual  percent  change  from 
'  31,  1988,  to  May  31,  1989,  both  in 
.  dollars  and  in  each  company's  local 
;ncy. 


PRICE/BOOK  VALUE  RATIO: 

The  ratio  of  May  closing  price  to  latest 

available  net  worth  per  shore  or  common 

shareholders'  equity  investment. 

PRICE/EARNINGS  RATIO: 

The  ratio  of  May  closing  price  to  latest  12- 

months'  earnings  per  share. 

YIELD: 

Latest  12  months'  dividends  per  share  as  a 

percent  of  May  closing  price. 

SALES: 

Net  sales  reported  by  company,  translated 
at  May  31  exchange  rotes;  revenues  for 
bonks  and  other  financial  institutions  ore  not 
included  because  they  ore  not  comparable 
to  those  of  industrial  companies. 


PROFITS: 

Latest  after-tax  earnings  available  to  common 
shareholders,  translated  at  May  31  currency 
exchange  rates;  profits  are  from  companies' 
continuing  operations  before  extraordinary 
items.  Soles,  profits,  and  assets  are  for  1988 
fiscal  year  unless  noted;  p/e  and  ROE  based 
on  latest  12  months'  earnings  per  shore. 
RETURN  ON  EQUITY: 
Latest  12-months'  earnings  per  shore  as 
percent  of  most  recent  book  value  per  share. 
INDUSTRY  CODE: 

For  key  to  the  two-digit  code,  see  page  176 

Data  for  all  individual  companies:  Morgan  Stanley 
Capital  International.  Data  for  country  composites 
and  rankings  calculated  by  BUSINESS  WEEK. 
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CODE 

OSAL 

•MPOSITE 

6383629 

203 

17 

31 

3.4 

30 

3.3 

5845897 

327808 

1 5770405 

17.2 

USTRALIA 

UNTRY  COMPOSITE 

57016 

4 

-1 

7 

1.8 

10 

5.2 

48582 

4583 

223263 

17.5 

]  Broken  Hill  Proprietary 

164 

8824 

6 

0 

7 

2.5 

12 

3.1 

7370 

705 

14335 

20.8 

11 

}  Vt/estpac  Banking 

450 

3930 

4 

-18 

-12 

0.8 

6 

7.0 

NA 

520 

63442 

12.6 

61 

3  BTRNylex 

456 

3913 

4 

30 

39 

3.9 

16 

3.1 

2396 

240 

3046 

23.9 

37 

4  National  Australia  Bank 

457 

3900 

5 

3 

1  1 

1.1 

8 

9.2 

NA 

399 

47786 

14.7 

61 

5  CRA 

464 

3827 

7 

-1 

6 

1.4 

11 

4.2 

3988 

337 

5800 

12.4 

24 

S  Elders  IXL 

508 

3479 

2 

-6 

0 

1.3 

6 

7.3 

11521 

512 

6978 

20.5 

59 

7  ANZ  Group  Holdings 

559 

3203 

4 

0 

7 

1.1 

7 

8.7 

NA 

379 

55366 

16.1 

61 

i  Coles  Myer 

560 

3198 

6 

-4 

3 

2,4 

1 1 

3.8 

9587 

246 

3442 

21.5 

54 

>  Western  Mining 

566 

3170 

4 

-20 

-14 

2.0 

10 

5.2 

651 

269 

2333 

19.5 

24 

)  News 

630 

2883 

1 1 

16 

24 

1.0 

8 

0.7 

4517 

348 

10396 

12.8 

51 

1  Pacific  Dunlop  Olympic 

766 

2356 

3 

3 

10 

3.0 

13 

3.3 

2736 

140 

1959 

23.4 

71 

>  CSR 

798 

2264 

4 

-3 

4 

1.5 

10 

6.9 

2580b 

230b 

3316 

15.2 

71 

I  Boral 

943 

1876 

3 

-17 

-1 1 

17 

10 

6.5 

2084 

157 

1992 

18,1 

21 

i  M.  1.  M.  Holdings 

986 

1779 

1 

9 

16 

1.5 

1 1 

3.2 

1 152 

101 

3072 

13,6 

24 

ELGIUM 

UNTRY  COMPOSITE 

30318 

169 

6 

23 

1.7 

17 

4.8 

21309 

1792 

103971 

11.7 

1  Petrofina 

228 

6904 

319 

14 

32 

2.2 

14 

4.0 

8708 

471 

8433 

15,6 

1 1 

2  Generale  de  Belgique 

375 

4594 

117 

-8 

6 

1.4 

38 

3.1 

NA 

86o 

13455 

3,8 

71 

3  Tractebel 

526 

3387 

226 

26 

46 

1.7 

14 

4.0 

684o 

162a 

2876 

12,6 

71 

4  Solvay 

599 

3018 

364 

14 

32 

2.0 

9 

3.6 

6053 

337a 

4751 

22,5 

22 

S  Intercom 

691 

2636 

88 

-3 

12 

1.4 

12 

7.6 

2919 

217 

6435 

11,1 

12 

S  EBES 

873 

2035 

113 

-1 

14 

1.6 

13 

7.3 

2105 

148 

4675 

12,6 

12 

'  Royale  Beige 

879 

2020 

128 

-20 

-8 

2.5 

28 

2.9 

840a 

72a 

8505 

8,8 

63 

i  Groupe  Bruxelles  Lambert 

900 

1975 

107 

31 

51 

1.9 

13 

4.5 

NA 

140 

211 1 

14,1 

71 

?  Electrafina* 

929 

1902 

86 

NA 

NA 

1.1 

16 

5.0 

NA 

42 

697 

7,0 

1 1 

)  Generale  de  Banque 

955 

1847 

144 

5 

22 

1.3 

14 

5.9 

NA 

1 16a 

52033 

9,4 

61 

ftlTAIN 

UNTRY  COMPOSITE 

451364 

7 

4 

22 

2.8 

14 

4.4 

514191 

42175 

1204767 

21.5 

1  British  Telecommunications 

31 

24286 

4 

-8 

8 

2.0 

10 

5.2 

17346b 

2410b 

25885 

19,6 

55 

i  British  Petroleum 

33 

24151 

5 

-5 

1 1 

1.5 

14 

6.0 

40583 

1896 

45957 

10,6 

1 1 

3  Shell  Transports  Trading  |1) 

NR 

21 190 

6 

2 

19 

1.3 

1 1 

5.6 

78394 

5234 

85280 

12,3 

1 1 

4  Glaxo  Holdings 

74 

15921 

21 

29 

51 

5.6 

16 

2.7 

3226 

895 

4492 

34,6 

45 

5  B.  A.  T.  Industries 

92 

13465 

9 

18 

38 

2.4 

9 

4.7 

18054 

1487 

15517 

26,5 

43 

i  Imperial  Chemical  Industries 

94 

13435 

20 

12 

32 

2.5 

9 

5.3 

17502 

1312 

13768 

27,0 

22 

7  Hanson 

115 

12248 

3 

32 

55 

3.5 

1 1 

5.0 

1 1589 

1047 

12241 

33,0 

71 

3  British  Gas 

121 

11698 

3 

-18 

-3 

1.1 

9 

6.3 

1  1783b 

1404b 

17363 

12,1 

12 

id  on  consolidated  results,  **  Based  on  consolidated  earnings  per  share  and  nonconsolidated  book  value  per  share,  ***  BUSINESS  WEEK  estimates,  a)  Based  on  1987  doto,  b)  Based  on 
data,  c)  Data  for  10  months,  d)  Data  tor  1 1  months,  e)  Data  for  14  months,  f)  Based  on  interim  balance  sheet,  1)  Sales,  profits,  assets,  and  global  ranking  calculated  for  Royal  Dutch/Shell 
)  by  combining  operations  of  Britain's  Shell  Transport  &  Trading  and  Netherlands'  Royal  Dutch  Petroleum,  2)  Sales,  profits,  assets,  and  global  ranking  colculated  for  Unilever  by  combining 
tions  of  Britain's  Unilever  PLC  and  Netherlands'  Unilever  NV,  3|  Structure  changed  in  June  1989  to  form  Roche  Holding.  4)  In  June  1989  International  Thomson  acquired  Thomson 
popers  to  form  Thomson  Corp.  5)  Global  ranking  calculated  far  ABB  Aseo  Brov/n  Boveri  by  combining  market  value  of  Sweden's  ASEA  and  Switzerland's  BBC  Brown  Boveri,  6)  Global 
ig  calculated  for  Eurotunnel  by  combining  market  value  of  Eurotunnel  (London)  and  Eurotunnel  (Paris),  NA  =  Not  available.  NR  =  Not  ranked.  NEG  =  Negative  return. 
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General  Electric 

142 

10089 

4 

39 

64 

2.3 

13 

3.9 

9680 

707 

8391 

17.4 

3 

10 

DTD 
DTK 

145 

9890 

6 

19 

40 

4.6 

13 

4.4 

8576 

762 

7266 

35.7 

7 

1 1 

Cable  &  Wireless 

162 

8927 

9 

36 

60 

5.0 

22 

1.7 

1460 

384 

3170 

23.0 

5 

1 2 

Barclays 

187 

7801 

7 

-4 

13 

0.9 

5 

6.9 

NA 

139 

163898 

17.1 

6 

13 

Marks  &  Spencer 

192 

7652 

3 

-1 1 

5 

2.3 

14 

4.1 

8023b 

537b 

4610 

15.9 

5 

14 

Beecham  Group 

207 

7362 

10 

14 

34 

3.1 

16 

3.4 

3933b 

472b 

3964 

20.1 

4 

15 

Grand  Metropolitan 

215 

7268 

8 

-9 

7 

1.4 

10 

4.0 

8626 

646 

9159 

13.3 

7 

16 

Racal  Telecom 

216 

7239 

7 

NA 

NA 

NA 

125 

0.4 

216 

40 

NA 

NA 

5 

17 

National  Westminster  Bank 

219 

7162 

9 

-10 

6 

0.8 

5 

6.5 

NA 

1470 

1 54560 

16.1 

6 

18 

GPG 

232 

6775 

8 

30 

53 

1.7 

13 

3.1 

3023 

509 

7466 

13.3 

19 

Unilever  PLC  (2) 

NR 

6753 

9 

6 

24 

3.3 

12 

3.3 

30980 

1510 

19910 

27.8 

20 

RTZ 

254 

6178 

8 

3 

21 

1.9 

9 

4.0 

7822 

669 

7154 

21.1 

2 

21 

Wellcome 

263 

6030 

7 

-28 

-15 

5.9 

26 

1.1 

1960 

199 

1968 

22.4 

4 

22 

J.  Sainsbury 

289 

5643 

4 

-6 

1 1 

3.5 

14 

2.8 

9276b 

392b 

3391 

24.3 

5 

23 

Reuters  Holdings 

292 

5569 

13 

43 

68 

1 1.0 

25 

1.5 

1572 

208 

1115 

43.6 

5 

24 

Allied-Lyons 

323 

5148 

7 

-15 

0 

1.8 

10 

4.6 

6034b 

490b 

6763 

17.0 

4 

25 

Bass 

328 

5087 

15 

0 

18 

1.3 

9 

3.5 

4807 

467 

6435 

14.7 

26 

Prudential 

332 

5056 

3 

-2 

15 

5.3 

14 

6.1 

5829 

364 

48323 

38.1 

6 

27 

Racal  Electronics 

336 

4998 

8 

36 

60 

6.8 

31 

1.3 

2142 

139 

2094 

21.7 

3 

28 

Land  Securities 

386 

4459 

9 

-18 

-4 

0.8 

27 

3.4 

NA 

165b 

7109 

3.1 

6 

29 

Lloyds  Bank 

404 

4289 

5 

-6 

1 1 

0.9 

4 

6.7 

NA 

964 

81213 

21.5 

6 

30 

Tesco 

414 

421 1 

3 

2 

20 

2.6 

14 

2.7 

7839b 

291b 

3186 

18.3 

5 

3 1 

Boots 

421 

4157 

4 

18 

38 

2.6 

13 

4.3 

4226 

295 

2380 

19.8 

5 

32 

Midland  bank 

425 

4099 

5 

0 

17 

0.8 

6 

6.5 

NA 

646 

87324 

13.6 

6 

33 

Trusthouse  Forte 

428 

4079 

5 

20 

41 

1.6 

15 

3.4 

3203 

276 

3875 

11.1 

5 

34 

Peninsular  &  Oriental  Steam 

440 

4038 

10 

1 3 

1.5 

1 1 

5.2 

5290 

343 

6048 

13.3 

5 

35 

Great  Universal  Stores 

446 

3991 

16 

—  1 5 

Q 

1.1 

10 

3.9 

3936 

401 

4861 

11.0 

5 

JO 

Ladbroke  Group 

451 

3929 

9 

0  1 

1.2 

15 

3.7 

4463 

266 

5233 

8.5 

5 

37 

Tarmac 

485 

3660 

5 

13 

33 

3.2 

9 

4.1 

4450 

382 

2696 

34.3 

2 

38 

BOC  Group 

509 

3468 

8 

10 

29 

2.3 

10 

4.6 

3322 

321 

3786 

21.9 

2 

39 

LnHhiirx/  S^hw/Ann^c 

521 

3409 

5 

-29 

-17 

4.3 

15 

3.5 

3732 

219 

2433 

29.3 

4 

40 

Siin  Allinnr^  &  Innfinn  Inciirnnr^ 

527 

3382 

17 

-12 

3 

1.0 

9 

5.0 

4876 

395 

8739 

12.0 

6 

41 

Reed  International 

531 

3365 

6 

NA 

NA 

2.2 

1 1 

3.6 

2429b 

298b 

2930 

19.1 

5 

42 

Ronlc  ^^r^anisation 

553 

3222 

15 

1 4 

34 

2.4 

13 

3.7 

1291 

246 

2363 

18.6 

3 

43 

STC 

565 

3171 

6 

22 

43 

2.8 

14 

3.3 

3693 

227 

2565 

20.3 

3 

44 

Oenerol  Accident  Fire  &  Life 

571 

3164 

15 

-8 

8 

1.1 

9 

6.1 

4461 

334 

13438 

11.8 

6 

45 

Plessey 

581 

3103 

4 

45 

70 

3.1 

15 

3.9 

2593b 

205b 

2024 

21.0 

3 

46 

ASDA  Oroup 

586 

3079 

3 

-10 

5 

2.3 

13 

3.5 

4276 

227 

2401 

18.1 

5 

47 

Thorn  EMI 

1  1  1  Wl  1  1  bf  Til 

596 

3043 

1 1 

—6 

1 0 

3.3 

12 

4.5 

5155b 

279b 

3187 

28.2 

4 

48 

BET 

601 

3014 

4 

_1 

1 6 

3.6 

11 

5.3 

2694 

230 

2292 

31.8 

7 

49 

Royal  Insurance 

610 

2974 

6 

-16 

-1 

0.9 

13 

7.6 

5168 

240 

12694 

7.1 

6 

50 

620 

2916 

3 

- 1 2 

4.2 

22 

3.7 

5484b 

243b 

1752 

19.2 

5 

Tmrnlnnr  Hmic^ 

625 

2899 

6 

25 

2.3 

9 

6.0 

4193 

284 

3380 

25.7 

7 

52 

BAA 

632 

2881 

6 

25 

2.0 

15 

2.9 

819 

165 

2064 

13.5 

5 

53 

Gateway 

639 

2855 

3 

-7 

9 

2.6 

13 

5.9 

8060 

212 

2954 

20.4 

5 

54 

MEPC 

640 

2853 

9 

-15 

0.8 

26 

3.4 

NA 

109 

5738 

3.0 

6 

5^ 

641 

2847 

5 

2 

20 

5.4 

15 

2.2 

1291 

161 

1255 

35.1 

4 

56 

Peorson 

644 

2839 

1 1 

—  14 

3.7 

13 

3.4 

1872 

199 

2060 

29.1 

7 

57 

Eurotunnel  (London)  (6) 

NR 

2823 

17 

NA 

NA 

3.6 

NA 

NA 

NA 

NA 

1742 

NA 

58 

667 

2758 

9 

1 9 

40 

4.2 

23 

2.7 

301 

115 

1251 

18.4 

1 

59 

668 

2758 

2 

—  18 

_3 

1.9 

10 

5.8 

4246b 

290b 

3243 

20.3 

i 

60 

669 

2748 

1 

1.1 

8 

5.5 

6440 

642 

7241 

13.0 

2 

61 

Abbey  Life  Group 

673 

2736 

4 

-21 

-7 

26.2 

15 

5.5 

722a 

75a 

3725 

169.3 

t 

62 

r  iiKiiiuiuii 

682 

2669 

4 

19 

2.1 

9 

5.0 

3656 

284 

3659 

23.9 

2 

63 

688 

2650 

10 

47 

73 

0.8 

1  1 

4.2 

8836 

244 

10175 

7.5 

2 

64 

TS&  Oroup 

693 

2618 

2 

_7 

0.7 

6 

6.6 

NA 

431 

30915 

12.7 

t 

65 

Guardian  Royal  Exchange 

696 

261 1 

3 

0 

17 

1.3 

1 1 

6.5 

2473 

246 

6835 

11.8 

t 

66 

v\U  1 1 1  lillU  1 1  3  If  1 1  d  IIU  1 1  WliUI 

697 

2608 

8 

7 

25 

2.6 

1 1 

2.7 

2034 

210 

2642 

23.1 

A 

67 

RiPrlritt  tL  Cnlmnrt 
nctKiTi  Oi  ^oiiTian 

704 

2584 

17 

9 

28 

3.2 

14 

3.1 

2184 

188 

1504 

23.3 

4 

68 

724 

2500 

9 

23 

45 

3.1 

1 1 

4.5 

2976 

223 

2176 

27.8 

7 

69 

Associated  British  Foods 

735 

2472 

6 

4 

23 

1.0 

10 

3.5 

3902b 

251b 

3164 

10.5 

A 

70 

Ranks  Hovis  ^AcDougalt 

743 

2447 

7 

6 

ZD 

1.7 

14 

3.4 

2615 

163 

2549 

12.3 

A 

7  ] 

Commercial  Union  Assurance 

753 

2422 

6 

—  1  o 

2 

1.2 

13 

7.1 

4687 

191 

19492 

9.4 

i 

72 

\A/h!4hronrl 
VV  IlliOit^uCI 

770 

2349 

5 

2 

20 

1.3 

1 1 

4.8 

2647 

199 

3176 

12.2 

A 

73 

Rolls  Royce 

771 

2348 

3 

33 

56 

1.6 

10 

4.5 

3092 

227 

2792 

15.3 

3 

74 

Lonrho 

779 

2331 

4 

1  4 

34 

1.2 

9 

7.9 

51 18 

208 

4707 

13.1 

7 

7^ 

i\(vi^  vroup 

792 

2282 

12 

37 

6 1 

3.2 

13 

2,6 

3236 

175 

2021 

24.8 

2 

76 

Legal  &  General  Group 

797 

2265 

5 

4.7 

15 

6.0 

2283 

149 

21655 

31.5 

6 

77 

British  Airways 

799 

2259 

3 

 ~ 

17 

 —  

37 

2.3 

8 

5.2 

6670b 

274b 

4867 

27.7 

t 

78 

Diw  ^hIicic  inausviitrs 

808 

2234 

9 

1 2 

32 

1.8 

10 

4.9 

1763 

232 

2890 

19.0 

2 

79 

uniTea  discuits  vrioiaingsj 

824 

2193 

5 

—1 

1 6 

2.7 

12 

5.0 

3729 

179 

2010 

22.3 

4 

ftri 

oU 

Hawker  Siddeley  Group 

837 

2155 

1 1 

1 9 

40 

1.8 

12 

4.3 

2927 

174 

2573 

14.3 

3 

81 

Courtaulds 

854 

2089 

5 

-15 

0 

2.2 

10 

5.1 

4074b 

215b 

2540 

22.8 

2 

82 

Smith  1%  Nephew  Associated 

859 

2061 

2 

-4 

13 

5.2 

14 

3.8 

937 

138 

1 107 

36.5 

A 

83 

Kingfisher 

862 

2055 

5 

-11 

5 

1.5 

8 

4.7 

4168b 

270b 

2675 

20.2 

1 

84 

BICC 

875 

2032 

8 

30 

53 

3.9 

13 

4.3 

4622 

139 

1992 

30.1 

3 

85 

Hammerson  Property  Invest. 

877 

2026 

12 

13 

33 

0.8 

25 

2.9 

NA 

8) 

3955 

3.1 

i 

86 

Hillsdown  Holdings 

902 

1972 

4 

-14 

0 

2.4 

10 

3.0 

5561 

175 

2372 

23.6 

4 

87 

Carlton  Communications 

915 

1928 

13 

NA 

NA 

2.7 

19 

1.3 

340 

51 

225 

13.8 

I 

88 

Standard  Chartered 

936 

1894 

8 

3 

21 

1.0 

4 

8.8 

NA 

332 

37120 

23.1 
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We're  making  more  sense 

.  lhaneNo:i;';  -mm 


The  new  midsize  Sonata. 

Sonata  is  more  than  just  another  import 
:ar  It's  a  new  kind  of  import  car,  and  it  s 
ilmost  in  a  class  by  itself. 

Take  the  roomy  interior  for  example, 
t  eclipses  Camry  Stanza  or  Accord  by  10  cubic 
eet.  Head,  leg,  shoulder  and  hip  room  abound 
n  the  Sonata  s  front  and  rear  seats. 

And  when  it  comes  to  power,  the  front- 
vheel-drive  Sonata  surpasses  the  others,  with 
he  most  powerful  standard  engine  in  its  class, 
rhe  2.4-liter  OHC  power  plant  with  multi- 
)oint  fuel  injection  delivers  the  highest  torque 
)utput  in  its  class. 

The  result:  smooth,  responsive  perform- 
mce  with  outstanding  fuel  economy 


Sonata  also  has  standard  features  where 
the  competitors  have  options;  in  fact,  the 
Sonata  h^is  so  many 
standard  features, 
there  aren't  many  op- 
tions to  choose  from. 

With  all  this,  yoi 
might  expect  Sonata 
to  cost  more  than  cars  like  the  Accord,  Camry 
or  Mazda  626.  The  revolutionary  part  is  the 
all-new  Sonata  costs  nearly  $2,000*  less. 

The  new  Sonata.  It  doesn't  make  much 
sense  to  drive  anvthing  else. 

HYunoni 

Cars  that  make  sense. 


■ASED  ON  MSRP  COMPARISON  OF  SONATA  VS  ACCORD  DX  CAMRY  AND  626  DX  t  1989  HYUNDAI  MOTOR  AMERICA 
'EAT  BELTS  MAKE  SENSE.  DRINKING  AND  DRIVING  DOESN'T 


Last  year,  millions  of  tons  of  grain  were 
lost  due  to  disease  and  drougfit.  Grain 
that,  had  it  survived,  could  have  helped 
others  do  the  same. 

And  while  an  estimated  10%  of  the 
world's  population  went  hungry,  more 
than  1  million  square  miles  of  the  world's 
most  arable  land  was  lost. 

For  the  many  millions  of  people  who 
went  hungry  last  year,  there  is  no  greater 
technological  breakthrough  we  could 
achieve  than  one  which  results  in  placing 

To  help  fight  world  hunger,  a  new  plant  is  being  built.      °"       ^  ^^^^ 

Today  ICI  technology  already  helps 
more  farmers  throughout  the  world  grow 
more  food  than  any  other  company 
But  there's  still  more  work  to  be  done. 

To  that  end,  ICI  is  dedicated  to  the 
continued  development  of  innovative 
agricultural  products  and  technologies.  And 
we  back  our  efforts  by  spending  millions  on 
worldwide  agricultural  research  to  develop 
improved  methods  of  food  production. 

Presently  our  researchers  are  working 
with  plant  breeding  technology  to  develop 
high-yield,  disease  and  drought-tolerant 
crops.  Crops  which  could  one  day  help 
put  an  end  to  world  hunger 

Plant  bioscience  is  just  one  example  of 
ICI's  commitment  to  finding  solutions  to 
world  problems. 

Our  health  care  efforts  are  helping  in  the 
treatment  of  breast  cancer  and  other 
serious  diseases.  We're  working  on  the 
development  of  new,  ozone-friendly 
fluorocarbons.  And  we're  revoiutionizing 
the  field  of  criminal  investigation  with  the 
development  of  genetic  fingerprinting. 

Through  research  and  innovation,  ICI  is 
developing  products  and  technologies 
to  help  build  a  better  tomorrow. 

And  for  the  millions  of  people  who  starve 
each  year  plant  a  seed  of  hope. 


Workl  Problems  World  Solutions World  Class 


PRICE/ 

Dm  iDki 
KtlUKN 

GLOBAL 

VALUE 

PRICE 

%  CHANGE 

BOOK 

SALES 

PROFITS 

ASSETS 

ON 

COUNTRY 

1000 

US, 

PER  SHARE 

FROM  1988 

VALUE 

P/E 

YIELD 

US, 

US, 

U,  S 

EQUITY  IN 

RANK 

RANK 

$Mll 

US  $ 

(U  S.  $) 

(LOCAL) 

RATIO 

RATIO 

% 

$MIL. 

$MIL 

$  MIL 

% 

89  Cookson  Group 

951 

1853 

5 

8 

26 

2.4 

10 

3.2 

2441 

180 

1720 

23.2 

90  Maxwell  Communication 

952 

1851 

3 

-29 

-16 

1,2 

9 

9.8 

1769 

213 

2795 

13.4 

91   Burton  Group 

959 

1840 

3 

-24 

-1 1 

1.9 

8 

5.'5 

2491 

218 

2245 

23.5 

92  Royal  Bank  of  Scotland  Group 

983 

1787 

6 

-4 

13 

0.9 

5 

5.5 

NA 

302 

33955 

17.5 

93  Sedgwick  Group 

999 

1742 

4 

-3 

14 

4.5 

23 

6.2 

NA 

81 

2946 

20.1 

CANADA 

COUNTRY  COMPOSITE 

1 14648 

25 

23 

20 

2.2 

14 

3.2 

88477 

10601 

487080 

19.0 

]  BCE  (Bell  Canada  Enterprises) 

152 

9292 

32 

4 

1 

1.2 

13 

6.4 

12635 

735 

23252 

9.3 

2  Imperial  Oil 

189 

7669 

45 

0 

-2 

1.6 

32 

3.3 

5968 

415 

8015 

4.9 

3  Seagram 

208 

7332 

75 

44 

40 

1.6 

12 

1.6 

3994b 

589b 

9697 

13.0 

4  Canadian  Pacific 

268 

5941 

19 

4 

1 

1.0 

10 

3.4 

9954 

642 

14621 

10.0 

5  Toronto-Dominion  Bank 

326 

5129 

34 

40 

37 

2,2 

9 

3.2 

NA 

553 

49122 

24.7 

6  Alcan  Aluminium 

334 

5044 

22 

17 

14 

1.2 

5 

5.1 

8529 

931 

8615 

23.9 

7  Royal  Bank  of  Canada 

355 

4847 

36 

56 

52 

1.4 

8 

5.0 

NA 

590 

91120 

18.5 

8  International  Thomson  (4) 

392 

4364 

15 

40 

37 

5.1 

19 

1.9 

3537 

185 

3419 

9.8 

9  Canadian  Imperial  Bank 

415 

4195 

24 

43 

40 

1.3 

8 

4.2 

NA 

490 

78438 

15.3 

10  Shell  Canada 

418 

4176 

37 

19 

16 

1.7 

1 1 

2.0 

4192 

354 

4651 

14.9 

1 1   Northern  Telecom  ^ 

422 

4148 

17 

-1 

-3 

1.8 

14 

1.6 

4480 

263 

4870 

12.6 

12  Texaco  Canada 

436 

4052 

34 

52 

48 

1.9 

9 

3.0 

2205 

276 

3208 

21.6 

13  Thomson  Newspapers  (4) 

480 

3692 

25 

15 

12 

3,9 

17 

2.7 

1002 

211 

1664 

22.1 

14  Noranda 

528 

3373 

18 

4 

2 

1.1 

7 

4.5 

7193 

501 

9348 

16.2 

15  Imasco 

557 

3209 

27 

27 

24 

1.9 

13 

3.4 

4971 

260 

4399 

15.0 

16  Inco 

578 

3115 

29 

34 

31 

4.5 

4 

2.7 

3263 

691 

4079 

120.1 

17  Laidlaw  Transportation 

592 

3051 

14 

12 

9 

4.4 

21 

1.4 

980 

122 

1356 

20.9 

18  Moore 

633 

2871 

31 

25 

22 

2.2 

15 

2.9 

2544 

186 

1847 

15.1 

19  Bank  of  Montreal 

637 

2865 

26 

26 

23 

1.0 

7 

6.7 

NA 

458 

65366 

15.4 

20  Placer  Dome 

655 

2810 

13 

-4 

-6 

1.9 

13 

2.0 

653 

217 

2164 

14.1 

21   Pancanadian  Petroleum 

670 

2742 

22 

10 

7 

2.3 

26 

2.3 

572 

104 

2215 

9,0 

22  Bank  of  Nova  Scotia 

674 

2734 

15 

46 

43 

1.2 

6 

4.7 

NA 

420 

61854 

18,3 

23  Trizec 

681 

2670 

29 

15 

13 

5.6 

51 

1.4 

905 

84 

7139 

10,8 

24  Nova  Corp.  of  Alberta 

826 

2188 

9 

5 

2 

1.4 

6 

4.8 

3265 

351 

6827 

23,7 

25  Gulf  Canada  Resources 

906 

1953 

13 

-12 

-14 

1.6 

NA 

2.6 

721 

56 

3079 

NEG 

26  Brascan 

910 

1940 

24 

19 

16 

1.4 

10 

3.6 

NA 

218 

4273 

14.5 

27  Maclean  Hunter 

913 

1932 

1 1 

21 

18 

4.3 

21 

1.7 

1079 

80 

1505 

20.5 

28  Falconbridge 

919 

1921 

26 

33 

30 

2.0 

5 

0.0 

1759 

282 

2160 

42.1 

29  TransCanada  Pipelines 

957 

1844 

12 

30 

27 

1.3 

18 

4.6 

2708 

120 

4160 

6.8 

30  Southam 

976 

1802 

28 

61 

57 

3.3 

26 

2.3 

1370 

60 

1030 

12.5 

3 1  Hees  International  Bancorp 

995 

1746 

25 

35 

32 

1.9 

13 

2.7 

NA 

158 

3587 

15.2 

DENMARK 

COUNTRY  COMPOSITE 

4259 

12057 

109 

147 

13.0 

192 

0.4 

NA 

22 

430 

6.8 

1  Dampskibsselskabet  Af  1 91 2 

840 

2145 

9929 

104 

141 

14.0 

207 

0.4 

NA 

10 

205 

6.7 

2  Dampskibsselskabet  Svendborg 

848 

2114 

14184 

1  14 

153 

12,0 

176 

0.3 

NA 

12 

225 

6.8 

FINLAND 

COUNTRY  COMPOSITE 

1 1277 

29 

2 

11 

2.5 

19 

2.7 

8626 

1148 

73069 

13.8 

1   Union  Bank  of  Finland 

561 

3191 

7 

-10 

-2 

1.0 

7 

4.4 

NA 

396 

29912 

15.3 

2  Kansallis-Osake-Pankki 

722 

2501 

14 

10 

19 

1.0 

10 

3.7 

NA 

223 

32619 

9.9 

3  Kymmene 

917 

1925 

27 

-2 

6 

1.2 

7 

2,5 

2341 

260 

4021 

16.3 

4  Pohjolo 

933 

1899 

68 

41 

54 

7,9 

60 

0,3 

1363a 

46o 

1531 

13.2 

J  Nokia 

991 

1761 

30 

-30 

-24 

1,2 

9 

2,4 

4922 

222 

4985 

14.2 

FRANCE 

COUNTRY  COMPOSITE 

114814 

164 

23 

43 

3.8 

14 

3.1 

167419 

10177 

726958 

25.5 

1   Elf  Aquitaine 

179 

8177 

76 

43 

67 

1.0 

7 

5,9 

18661 

1066 

22749 

13.5 

2  LVMH  Mbet  Hennessy  Louis  Vuitton  2 1 1 

7294 

623 

61 

88 

6.2 

24 

1,6 

2435 

297 

3009 

25.4 

3  Peugeot 

256 

6156 

247 

29 

49 

1.4 

5 

2,5 

20438 

1311 

14493 

30.2 

4  GroupeBSN 

298 

5441 

104 

35 

57 

2.3 

17 

2.1 

6247 

324 

5087 

13.8 

5  Compagnie  de  Saint-Gobain 

316 

5197 

90 

14 

33 

1.5 

7 

3.2 

8720 

750 

1 1758 

21.2 

6  Compagnie  du  Midi 

317 

5184 

206 

NA 

NA 

1.6 

15 

1.3 

NA 

200a 

14135 

10.5 

7  Cie  Financiere  de  Suez 

319 

5177 

49 

12 

30 

1.1 

14 

2.8 

NA 

398 

50918 

8.3 

8  Cie  Generale  d'Electricite 

358 

4774 

64 

38 

60 

1.9 

14 

3.1 

18957 

320 

25326 

13.2 

9  Compagnie  Generale  des  Eoux 

361 

4756 

277 

41 

64 

3.3 

20 

2.4 

12618 

204 

7346 

16  8 

10  Paribas 

410 

4265 

72 

7 

25 

1.4 

1 1 

3.1 

NA 

392 

96697 

12.8 

1 1  Societe  Generale 

412 

4230 

72 

20 

40 

1.6 

9 

4.0 

NA 

450 

121016 

17.7 

12  Rhone-Poulenc 

417 

4183 

86 

34 

56 

1.8 

7 

5.1 

9676 

512 

8897 

25.1 

13  L'Air  Liqulde 

419 

4168 

93 

1 1 

29 

3.1 

18 

3.1 

3796 

235 

4105 

17.3 

14  Thomsosf-CSF 

475 

3730 

34 

-1 

15 

2.6 

8 

4.5 

4917 

438 

8230 

30.6 

15  I'Oreal 

503 

3514 

609 

7 

24 

3.4 

22 

1.5 

3620 

157o 

2497 

15.1 

1 6  Banque  Nationale  de  Paris 

576 

3122 

53 

NA 

NA 

0.8 

7 

5.4 

NA 

453 

144476 

1 1.0 

1 7  lafarge  Coppee 

612 

2954 

228 

4 

21 

2.6 

1 1 

2.9 

3357 

278 

3811 

24.6 

IS  Eurotunnel  (Paris)  (6) 

NR 

2917 

18 

NA 

NA 

3.6 

NA 

NA 

NA 

NA 

165 

NA 

19  Total  Cie  Fran^aise  des  Petroles 

631 

2881 

72 

12 

30 

0.8 

13 

6.2 

12293 

219 

10739 

6.3 

20  Carrefour 

656 

2810 

441 

43 

66 

4.4 

21 

2.6 

9602 

135 

3328 

21.0 

Footnotes  on  page  145 

150  BUSINESS  WEEK/JiJLY  17,  1989  GLC)!::.-  I 


It's  a  beautiful  thing  to  behold. 

Terminals,  workstations,  printers 
and  storage  systems,  all  engaged  in  a 
mutually  supportive  and  productive 
relationship. 

It's  only  possible  when  such  systems 
understand  each  other.  That's  the 


attraction  of  a  Local  Area  Network.  A 
Memorex  Telex  LAN  unites  your  com- 
puter systems  through  a  common 
business  LANguage.  While  the  results 
may  not  be  romantic,  it  can  spark  new 
possibilities  for  your  business. 


MEMOREX  TELEX 


We  speak  the  LANguage  of  business.™ 

For  a  detailed  look  at  the  LANguage  of  Memorex  Telex  products,  call  i  -800-950-3465.  ©  1989  Memorex  Telex 


MARKET 

PRICE/ 

RETURN 

GLOBAL 

VALUE 

PRICE 
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SMIL, 
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21  Pechiney 

701 

2590 

51 

NA 

NA 

1.8 

8 

5.2 

7598 

296 

5502 

23  5 

2?  Pechiney  International 

715 

2535 

33 

NA 

NA 

1.4 

10 

NA 

6583 

260 

6531 

1 4.6 

23  Michelin 

744 

2446 

29 

-2 

13 

1.3 

7 

1.1 

7675 

35T 

8283 

18.0 

24  Groupe  Victoire 

776 

2342 

137 

NA 

NA 

3.8 

13 

1.4 

NA 

186a 

7182 

30.2 

25  Credit  Lyonnais 

788 

2291 

87 

0 

17 

0.9 

8 

4.8 

NA 

305 

133131 

1 1  3 

26  Source  Perrier 

815 

2207 

246 

76 

104 

13.2 

14 

1.8 

2244 

153 

1635 

91.3 

27  Sonofi 

887 

2004 

127 

4 

21 

1.6 

16 

3.5 

2152 

113 

1893 

28  Canal  Plus 

932 

1900 

107 

NA 

NA 

29.3 

21 

3.3 

635 

92 

785 

141.5  i 

29  Pernod  Ricard 

935 

1898 

194 

23 

43 

3.7 

17 

3.0 

1995 

110 

1353 

21.8 

30  Havas 

958 

1844 

146 

40 

63 

7.8 

17 

1.7 

2339 

110 

1284 

46.9 

31   Cap  Gemini  Sogeti 

962 

1828 

400 

-3 

13 

6.8 

31 

1.3 

861 

60 

595 

22.0 

HONG  KONG 

COUNTRY  COMPOSITE 

38634 

1 

14 

14 

2.3 

12 

4.6 

11289 

3489 

162148 

20.8 

1  Hong  Kong  Telecommunications 

224 

7005 

1 

-17 

-17 

7.5 

18 

3.2 

1527b 

468b 

1368 

42.0 

2  Hongkong  &  Shanghai  Banking 

393 

4362 

1 

5 

5 

0.9 

8 

6.8 

NA 

554 

113952 

12.0 

3  Hutchison-Whampoa 

461 

3855 

1 

21 

21 

1.9 

13 

4.3 

1663 

299 

4548 

14.7 

4  Swire  Pacific 

476 

3716 

2 

1 1 

10 

1.3 

10 

4.2 

3237 

387 

6288 

13.1 

5  Cathay  Pacific  Airways 

529 

3371 

1 

27 

26 

4.3 

9 

3.9 

1947 

364 

2989 

46.6 

6  Hongkong  Land 

602 

3010 

1 

49 

49 

0.6 

19 

4.1 

NA 

157 

5835 

2.9 

7  Cheung  Kong  Holdings 

714 

2544 

1 

27 

26 

1.5 

9 

3.2 

291 

270 

1863 

16.1 

8  Hang  Seng  Bonk 

720 

2505 

3 

12 

1 1 

2.9 

13 

4.2 

NA 

199 

16725 

22.9 

9  China  Light  &  Power 

772 

2347 

2 

-1 1 

-12 

2.3 

10 

5.5 

1144 

236 

1699 

24.3 

10  Sun  Hung  Kai  Properties 

846 

2129 

1 

7 

7 

2.1 

8 

4.9 

745 

232 

1842 

26.7 

11   Wharf  Holdings 

870 

2038 

1 

36 

35 

0.8 

15 

4.0 

308 

130 

3556 

5.6 

12  Hongkong  Electric  Holdings 

993 

1752 

1 

4 

3 

2.1 

9 

7.2 

426 

194 

1483 

22.7 

ITALY 

COUNTRY  COMPOSITE 

66169 

II 

19 

34 

3.1 

23 

2.7 

80334 

5247 

254753 

12.6 

1  Assicurazioni  General! 

82 

14791 

28 

4 

17 

8.8 

48 

0.8 

7602a 

292a 

18667 

18.5 

2  Fiat  Group 

99 

13325 

7 

-1 

12 

2.1 

7 

3.4 

30737 

2099 

32776 

28.1 

3  STET 

371 

4652 

3 

20 

35 

0.8 

10 

5.2 

12001 

508a 

31 165 

7.8 

4  Montedison 

490 

3621 

1 

29 

45 

1.7 

9 

2.4 

9797 

437 

15425 

18.9 

5  RAS 

511 

3465 

19 

-15 

-4 

3.6 

44 

1.1 

2181a 

87a 

6196 

8.3 

6  La  Fondiaria 

545 

3274 

40 

-1 

12 

5.6 

47 

0.9 

1268a 

67a 

3352 

12.0 

7  Olivetti  Group 

558 

3206 

6 

-12 

-1 

1.6 

14 

3.7 

5876 

247 

7461 

11.5 

8  SIP 

564 

3176 

2 

25 

41 

0.5 

10 

4.9 

9282 

344 

25186 

5.0 

9  Banco  Commerciale  Itoliana 

608 

2981 

3 

95 

120 

1.1 

12 

4.2 

NA 

259 

56798 

9.0 

10  Mediobanca 

618 

2924 

14 

14 

28 

2.8 

38 

1.0 

NA 

84 

9268 

7.6 

1 1   Ferruzzi  Finanziaria 

678 

2709 

2 

NA 

NA 

NA 

8 

2.5 

NA 

384 

NA 

NA 

12  Credito  Italiano 

807 

2234 

1 

79 

101 

1.1 

18 

4.4 

NA 

130a 

40922 

6.2 

13  Alleonza  Assicurazioni* 

817 

2203 

25 

-11 

0 

8.0 

42 

1.3 

423a 

53 

3378 

18.8 

14  Pirelli 

971 

1814 

2 

23 

38 

1.4 

10 

3.4 

NA 

196 

1582 

14.0 

15  SAI 

979 

1793 

13 

20 

35 

3.8 

35 

0.9 

1  165 

61 

2576 

1 1.1 

JAPAN 

COUNTRY  COMPOSITE 

2998657 

16 

13 

29 

6.5 

100 

0.5 

1924236 

50185 

5642540 

9.2 

1  Nippon  Telegraph  &  Telephone 

1 

163862 

10404 

-45 

-37 

6.2 

105 

0.3 

40778b 

1557b 

79985* 

5.8** 

2  Industrial  Bank  of  Japan 

2 

71587 

30 

24 

42 

12.2 

145 

0.2 

NA 

456 

218455 

8.4 

3  Sumitomo  Bank 

3 

69591 

25 

-1 

13 

9.4 

69 

0.2 

NA 

992 

293021* 

13  7** 

4  Fuji  Bonk 

4 

67077 

25 

4 

20 

8.5 

75 

0.2 

NA 

873 

286988 

11.3 

5  Doi-lchi  Kangyo  Bank 

5 

66086 

23 

2 

16 

9.6 

61 

0.2 

NA 

1061 

308683 

15.9 

6  Mitsubishi  Bank 

7 

59274 

22 

4 

19 

8.1 

69 

0.3 

NA 

845 

278232 

11.8 

7  Tokyo  Electric  Power* 

9 

54458 

41 

-12 

1 

5.8 

60 

0.8 

27497b 

838b 

69092 

9.7 

8  Toyota  Motor 

1 1 

54166 

19 

1 1 

27 

2.3 

25 

0.7 

50386 

2172 

38048 

9.5 

9  Sonwo  Bank 

13 

49289 

18 

-7 

7 

7.3 

55 

0.3 

NA 

866 

269155 

13.1 

10  Nomura  Securities 

14 

44442 

23 

-21 

-10 

4.8 

30 

0.4 

NA 

1494 

29368f 

16.3 

1 1   Nippon  Steel 

15 

41475 

6 

65 

89 

8.8 

147 

0.6 

16528 

282 

21960* 

6.0** 

12  Hitachi  Ltd. 

17 

35821 

12 

9 

25 

2.5 

28 

0.5 

44688b 

1299b 

39249 

8.9 

13  Matsushita  Electric  Industrial 

18 

35701 

17 

-9 

4 

2.0 

25 

0.5 

38404b 

1487b 

33802 

7.8 

14  Toshiba 

20 

30914 

10 

47 

69 

5.9 

37 

0.6 

26534b 

831b 

24152 

15.9 

15  Kansai  Electric  Power* 

21 

30888 

33 

40 

61 

4.5 

64 

1.1 

14105b 

482b 

35799 

7.0 

16  Long-Term  Credit  Bank  of  Japan 

22 

30853 

143 

-8 

5 

8.3 

83 

0.4 

NA 

361 

148958 

10.0 

17  TokaiBank 

23 

30537 

16 

-5 

8 

6.6 

64 

0.3 

NA 

464 

186964 

10.4 

18  Mitsui  Bank 

24 

29694 

16 

-5 

9 

7.2 

55 

0.4 

NA 

545b 

171721 

13.2 

19  Nissan  Motor 

26 

26985 

1 1 

49 

70 

2.5 

34 

0.9 

33600b 

803b 

29145 

7.4 

20  Mitsubishi  Heavy  Industries 

27 

26653 

8 

39 

60 

5.8 

1 15 

0.5 

13197b 

433b 

19474 

5.1 

2 1   Mitsubishi  Trust  &  Banking* 

30 

24665 

19 

-18 

-6 

5.6 

46 

0.3 

NA 

542b 

92839 

12  2 

22  Bank  of  Tokyo 

36 

22459 

12 

1 

15 

6.3 

53 

0.4 

NA 

424b 

127947* 

12.0** 

23  Chubu  Electric  Power* 

37 

21965 

30 

33 

52 

3.8 

44 

1.1 

11591b 

496b 

26303 

8.5 

24  Sumitomo  Trust  &  Banking 

38 

21860 

18 

-21 

-9 

6.8 

43 

0.3 

NA 

514b* 

*  89565 

15.8 

25  Mitsubishi  Estate 

41 

21454 

17 

-16 

-3 

8.9 

100 

0.3 

1760 

214 

691 1 

8.9 

26  Kowasaki  Steel 

42 

21301 

7 

109 

139 

9.1 

350 

0.5 

7080 

61 

1 1815* 

2.6** 

27  Tokyo  Gas 

44 

21 127 

8 

-12 

1 

9.0 

82 

0.5 

4958 

258 

5273* 

11.1** 

28  Tokio  Marine  &  Fire* 

45 

20905 

14 

-8 

6 

7.0 

82 

0.3 

5830b 

308b 

20843 

8.5 

29  NKK 

46 

20149 

6 

87 

1 14 

1 1.8 

170 

0.6 

7995 

117 

16060* 

7.0** 

30  NEC 

48 

19609 

13 

-21 

-10 

4.7 

44 

0.5 

21520b 

450b 

2059 If 

10.7 

31  Dai  wa  Securities 

49 

19112 

15 

-19 

-8 

4.3 

23 

0.6 

NA 

831 

32936f 

18.9 

32  Asahi  Glass 

50 

19049 

16 

7 

22 

6.8 

76 

0.3 

6026a 

244a 

6510* 

8.9** 
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ENGLAND 


KNOWN  FOR  ITS  TEE  PARTIES. 


THE  GIN  OF  ENGLAND.  AND  THE  WORLD. 

GORDON'S 


PRODUCED  IN  U.S.A.  ACCORDING  TO  THE  FORMULA  OF  ALEXANDER  GORDON  AND  COMPANY  LONDON,  ENGLAND 
100%  NEUTRAL  SPIRITS  DISTILLED  FROM  GRAIN  40%  ALC/VOL  (80  PROOF)  THE  DISTILLERS  COMPANY  PLAINFIELD,  ILL  AND  UNION  CITY  OA  i  1989 


SPARCSTXnON  1 
POWERFUL  DESOOF 


Corporate  desktops  are  about  to  experience 
an  extremely  powerful  takeover 

Presenting  the  incredibly  powerful 
SPARCstation™!  from  Sun  Microsystems: 

A  miracle  of  miniaturization,  integration 
and  innovation,  the  SPARCstation  1  sets  a 


new  benchmark  of  price,  performance  and 
functionality  by  which  all  desktop  compute] 
must  be  judged. 

Simply  put:  for  less  than  $9,000,*  the 
SPARCstation  1  gives  you  more  power  inte- 
grated with  more  features  than  any  other 


SP^RCtkition  1 


•  The  U.S.  tisi  pnce  for  one  SP.ARCsianon  I  with  a  1 7-mch  monochrome/grayscale  monitor  and  eight  megabytes  of  mam  memory.  Possibly  the  best  desktop  computer  deal  in  history.  0}  course, 
SPARCstalions  are  available  m  a  variety  of  configurations  to  satisfy  the  needs  of  different  users  Copyright  C  1189  Sun  Microsystems  Inc.  SPARC.  SPARCstation.  SPARCsemer.  SPARCware  DOS 
Windows  and  Systems  for  Open  Computing  are  trademarks,  and  Sun  Microsystems  and  the  Sun  logo  are  registered  trademarks  of  Sun  Microsystems.  Inc.  UNIX  is  a  registered  trademark  and 
OPEN  LOOK  IS  a  trademark  of  AT&T.  All  other  products  or  services  mentioned  are  identified  by  the  trademarks  of  their  respective  organizations. 


HE  WORLD'S  MOST 
DRTHE  PRICE  OF  A  PC. 


lesktop  computer  in  the  world. 

The  RISC-based  SPARCstation  1  is  smaller 
tian  an  IBM  PC.  Yet  despite  its  size,  it 
eUvers  12.5  MIPS  of  performance. 

That's  three  times  the  power  of  the  most 
ally  loaded  and  most  hotly  accelerated  PC. 

What's  more,  the  SPARCstation  1  comes 
nth  built-in  32-bit  Ethemet,  a  speaker  and 
licrophone  jack  for  voice  mail  and  multi- 
ledia  applications  and  needless  to  say 
taggering  graphics  performance. 

Best  of  all,  the  SPARCstation  1  is  just  one 
lember  of  a  whole  family  of  high-perform- 
nce  SPARCstations  and  SPARCservers: 

PRESENTING  OPEN  LOOK. 
UNIX  FOR  THE  REST  OF  US. 

A  simple,  intuitive,  point-and-click  inter- 
ace  OPEN  LOOK™uses  graphical  icons  and 
mouse  to  navigate  through  the  easiest-to- 
ise  UNIX*  interface  ever  seen. 

Printing  a  document,  sending  a  fax,  trans- 
srring  a  file  or  leaping  from  one  application 
3  another  is  as  simple  as  pointing  at  an  icon 
nd  clicking  a  mouse. 

THERE'S  A  SPARCWARE 
APPLICATION  FOR  EVERY  JOB 
UNDER  THE  SUN. 
There  are  over  500  third-party  SPARCware™ 
pplications  that  you  can  unwrap  and  put 
0  use  in  your  company  right  now. 


SPARCstation  1 


w  SPARCstation  1.  It  may  look 
mil  but  when  you  compare  its  power  and 
atures  to  anything  else  on  the  market, 
it's  clearly  the  world's  most  powerful  desktop. 


In  addition,  with  DOS 
J  Windows;a  SPARCstation  1  can 
1^  easily  satisfy  the  needs  of  the  casual 
DOS  user  who  occasionally  needs  to 
access  DOS  applications  and  files. 


mm 

Hydraulic  Valve 


OPEN  LOOK  gives  you  all  the  power  of  UNIX  with  an  interlace  that 's 
as  easy-to-use  as  the  easiesi-to-use  personal  computer  Foini  at  an 
icon,  click  the  mouse  button  and  your  SPARCstation  1  goes  in  work 
at  blinding  speeds.  Shown  here:  Sun  Write.  SunPaint  and  SuiiDraw 
working  with  Lotus  1-2-3. 

WE'RE  OPEN  FOR  ANYTHING. 

Thanks  to  Sun's  philosophy  of  Open 
Computing,  you  can  have  the  power  of 
SPARC™  without  being  tied  into  one  pro- 
prietary operating  system,  instruction  set 
or  user  interface. 

Which  means  you  can  choose  the  hard- 
ware, software  applications  and  network 
solutions  that  are  best  for  you.  Whatever  they 
may  be.  Or  whoever  may  supply  them. 
So  before  you  purchase  another  desktop 

computer,  get  the 
details  on  Open 
Computing  and 
our  new  SPARC 
_ — _  _   ,  , ,   family  Call  us  at 
W^'-HZ,  1-800-223-6736. 
Or  in  California,  1-800-322-6736. 
Then  get  ready  to  set  off  a 
few  sparks  of  your  own. 

t>sun 

^  microsystems 

Systems  for 
Open  Computing^ 


MARKET 

PRICE/ 

RETURN 

GLOBAL 

VALUE 

PRICE 

%  CHANGE 

BOOK 

SALES 

rKUHii 

ASSETS 

ON 

COUNTRY 

1000 

u  s 

PER  SHARE 

iR0M1988 

VALUE 

P/E 

YIELD 

u.s 

U  5, 

U.S. 

EQUITY 

INDU' 

RANK 

RANK 

$MIL 

U  S  % 

III  ^  z\ 

(LOCAL) 

RATIO 

RATIO 

% 

$MIL. 

$M1L 

$MIL 

% 

CO 

33 

Fujitsu 

1 9049 

]  1 

-9 

4 

3  2 

39 

0  5 

! OOOOD 

489b 

161 78 

8  2 

34 

Nikko  Securities 

53 

1 8839 

1 3 

-1  1 

2 

4  0 

34 

0  7 

552 

23 1 89f 

1 2  0 

35 

Japan  Air  Lines 

54 

18029 

1  1  5 

3 

18 

15.9 

126 

0.2' 

6787 

135 

7403 

1 2.6 

5 

36 

Mitsubishi  Electric 

55 

17941 

8 

47 

68 

4.4 

47 

0.7 

— 

18992b 

385b 

15564 

9.5 

37 

Sumitomo  Metal  Industries 

56 

1 7859 

6 

98 

127 

7-6 

■       •-  ■- 

857 

0.6 

741 5 

2 1 

1 3260* 

0.9** 

38 

Nippon  Credit  Bank* 

57 

1 77 1 4 

1 04 

7 

22 

7  7 

70 

0  3 

215 

1  1  .u 

39 

All  Nippon  Airways 

58 

1 7645 

1 3 

-12 

1 

1 4  4 

426 

0.2 

3959 

4 1 

5674 

3,4 

40 

Toiyo  Kobe  Bank* 

65 

16626 

9 

-18 

-6 

4.3 

48 

0.4 

NA 

374b 

145893 

9,0 

41 

Mitsubishi  Corp. 

67 

1 6504 

1 1 

4 

20 

4.7 

65 

0.5 

9332 1 

2 1 8 

52592 

7.3 

42 

Daiwa  Bank* 

69 

1 6253 

1 2 

-4 

10 

6.7 

62 

0.4 

NA 

245 

868 1 4 

1 0.9 

6 

43 

Mitsui  Trust  &  Banking 

7 1 

1 6086 

1 4 

-1  1 

2 

6  7 

44 

0  4 

355 

73393 

1 5  1 

44 

Kobe  Steel 

75 

15791 

6 

1  1  1 

141 

10.8 

444 

0.6 

7374 

34 

1 1673* 

2.4** 

2 

45 

Seibu  Railway 

76 

1 5672 

36 

-8 

5 

44.0 

660 

0  1 

2584 

24 

2975* 

6  7*^^ 

46 

Sony 

78 

1 5 1 94 

54 

32 

51 

2.4 

30 

0.6 

1 501 2b 

506b 

1 651 4 

8.0 

4 

47 

Osaka  Gas 

80 

1 5045 

38 

58 

7  3 

68 

0  6 

401 5 

22 1 

5425 

10  7 

1 

48 

Yamaichi  Securities 

81 

14963 

13 

-15 

-3 

3.7 

27 

0.7 

NA 

552 

23042f 

13.6 

6 

49 

Takeda  Chemical  Industries 

83 

1 475 1 

1 7 

-23 

-12 

5  1 

55 

0  4 

265 

0O04 

50 

Kinki  Nippon  Railway 

88 

14137 

1 0 

4 

19 

1 3.4 

114 

0.4 

4532 

1 2 1 

5233* 

1 1 ,7** 

5 

51 

Kajima 

90 

1 3535 

1 5 

29 

47 

8.3 

99 

0.4 

798 1  a 

98a 

99 1 5* 

8  4** 

3 

52 

Yasuda  Trust  &  Banking* 

93 

13458 

13 

-10 

3 

6.3 

36 

0.4 

NA 

296 

60985 

17.4 

6 

53 

Hondo  Motor 

1 00 

1 3305 

1 4 

4 

19 

2.2 

20 

0.5 

24362b 

68  b 

1 1 925f 

1 1 .3 

4 

54 

Mitsui  Real  Estate  Development 

1 02 

13191 

8 

23 

6.0 

66 

0.4 

5279 

1 89 

1 5257 

9. 1 

6 

55 

Tohoku  Electric  Power* 

1 03 

1 3050 

27 

42 

63 

4.0 

40 

1 .3 

7248 

357 

1  5746 

9  8 

] 

56 

Kirin  Brewery 

104 

12944 

14 

-20 

-8 

5.5 

52 

0.4 

9147d 

227d 

604  If 

10.6 

4 

57 

Tokyu  Corp. 

1 05 

1 2943 

1 2 

1 

16 

1 1  1 

204 

0  3 

224 1 

60 

63 1 2 

5  5 

5 

58 

Nippon  Oil 

1 29 1 5 

15 

32 

4  3 

76 

0  4 

1  5'1 1 7 

1  ^3 

111  72 

59 

Sanyo  Electric 

108 

12490 

7 

44 

64 

2.6 

284 

0.8 

8637 

43 

1 1654 

0.9 

4 

60 

Kubota 

109 

12482 

9 

50 

72 

5.9 

63 

0.4 

5037b 

128b 

5122 

9.2 

3 

61 

Ajinomoto 

1 1 3 

1 2324 

19 

-26 

-15 

5.7 

105 

0.4 

3387 

1 16 

4276 

5.4 

4 

62 

Kyushu  Electric  Power* 

1 1 7 

1 2 1 02 

27 

49 

70 

3.6 

4 1 

1 .3 

7 192 

310 

1 955 1 

8.9 

1 

63 

Taisei 

118 

1 1956 

12 

58 

81 

7.0 

1 10 

0.4 

8623 

99 

11626 

6.4 

3 

64 

Dai  Nippon  Printing 

119 

11834 

17 

-14 

-2 

3.5 

61 

0.4 

5293c 

189c 

5309 

5.8 

5 

65 

Asohi  Chemical  Industry 

1 22 

1 1625 

9 

1 

16 

6.0 

66 

0.6 

6647 

1 70 

6342 

9.0 

2 

66 

Kyowo  Bank* 

1 24 

1 1501 

10 

-3 

1 1 

4.7 

47 

0.5 

NA 

235 

9C284 

10. 1 

6 

67 

Nippondenso 

125 

1 1482 

16 

6 

21 

3.5 

42 

0.6 

8170 

272 

6706* 

8.3** 

3 

68 

Shimizu  Construction 

126 

11373 

15 

83 

1 10 

9.0 

140 

0.4 

7953 

75 

8218* 

6.4** 

3 

69 

Nippon  Express 

1 28 

1 1 107 

10 

16 

33 

1 3.3 

1 16 

0.3 

8449b 

96b 

4886 

1 1 .5 

5 

70 

Fuji  Photo  Film 

1 29 

1 1 060 

29 

0 

14 

2.2 

1 9 

0.3 

6 1 24 

573 

81 80 

1 1 .4 

4 

71 

Kawasaki  Heavy  Industries 

130 

10967 

8 

128 

162 

19.1 

170 

0.0 

4699 

64 

6590 

1 1.2 

3 

72 

Sumitomo  Chemical 

131 

10867 

7 

-1 1 

2 

8.6 

40 

0.5 

6263 

274 

4858* 

21.7** 

2 

73 

Mitsubishi  Kosei 

1 32 

1 0829 

g 

-9 

4 

7  7 

80 

0.5 

7115 

1 72 

9223f 

9.6 

2 

74 

Soitomo  Bank* 

1 33 

1 0772 

]  ] 

NA 

NA 

5  3 

52 

0.4 

1 68 

76200 

1 0. 1 

75 

Fanuc 

134 

10722 

45 

-6 

8 

6.0 

100 

0.2 

831 

101 

2043* 

6.0** 

3 

76 

Mitsui  &  Co. 

135 

10706 

8 

13 

30 

5.2 

46 

0.5 

117027b 

281b 

35618 

11.4 

5 

77 

tshlkawajima-Harima  Heavy  Inds. 

1 36 

1 0699 

8 

10 

26 

1 2.3 

2744 

0.3 

5963 

4 

7746 

0.4 

3 

78 

Nisshin  Steel 

1 37 

10690 

1 1 

79 

105 

1 1 .7 

108 

0.3 

2604 

97 

3468* 

10.8** 

2 

79 

Bank  of  Yokohama* 

138 

10437 

10 

-6 

8 

5.3 

76 

0.3 

NA 

126 

6958  If 

6.9 

6 

80 

Ito-Yokado 

139 

10343 

26 

-22 

-1 1 

4.5 

29 

0.6 

10648b 

360b 

5327f 

15.7 

5 

81 

Toray  Industries 

1 46 

9854 

7 

7 

23 

4.2 

40 

0.6 

5181 

202 

6245f 

10.5 

2 

82 

Sharp 

1 47 

9482 

10 

21 

39 

2.7 

64 

0.8 

8554 

1 42 

1 1 305 

4.3 

4 

83 

Toyo  Trust  &  Banking* 

149 

9424 

13 

NA 

NA 

5.0 

34 

0.4 

NA 

263 

43787 

14.8 

6 

84 

Chugoku  Electric  Power* 

151 

9326 

26 

48 

70 

3.8 

40 

1.3 

5544 

235 

14712 

9.6 

1 

85 

Seven-Eleven  Japan* 

1 53 

9281 

48 

-8 

5 

1 3.0 

56 

0.4 

4183 

132 

1013 

23.2 

5 

86 

C.  Itoh 

1 54 

9191 

7 

13 

30 

5  3 

42 

0.5 

lOfl soft 

177 

33719 

12.6 

5 

87 

Ohbayashi 

155 

9147 

13 

65 

89 

7.7 

141 

0.3 

5795 

64 

8049 

5.4 

3 

88 

Komatsu 

156 

9145 

9 

70 

95 

3.1 

62 

0.6 

5537b 

145b 

7218 

5.0 

3 

89 

Marubeni 

1 63 

8882 

7 

42 

63 

8  7 

47 

0.5 

96093 

1 1 5 

44821 

1 8.8 

5 

90 

Toppan  Printing 

165 

8665 

1 4 

-7 

6 

4. 1 

51 

0.5 

4951c 

133c 

3921  * 

8.0** 

5 

91 

Kokusai  Denshin  Denwa* 

166 

8615 

134 

NA 

NA 

4.7 

56 

0.3 

1801b 

155b 

3260 

8.4 

5 

92 

Tobu  Railway 

167 

8609 

1  1 

42 

62 

10.0 

231 

0.3 

1487 

36 

4305* 

4.3** 

5 

93 

Matsushita  Electric  Works 

1 70 

8555 

]  5 

-8 

5 

4  2 

51 

0  5 

5509 

168 

4909 

8.3 

3 

94 

Nippon  Yusen 

1 7 1 

8523 

7 

39 

59 

6  0 

1 305 

0.4 

4476 

6020 

0.5 

5 

95 

Sumitomo  Corp. 

173 

8436 

10 

6 

21 

3.0 

19 

0.5 

103620b 

450b 

27155f 

16.2 

5 

96 

Bridgestone 

175 

8261 

12 

9 

25 

3.2 

30 

0.7 

8309 

279 

5189f 

10.8 

3 

97 

Showa  Denko 

1 77 

8253 

g 

38 

58 

15  2 

61 

0  4 

444 1 

1 29 

3952* 

24.8** 

2 

98 

Mitsukoshi 

181 

8067 

17 

31 

50 

13.6 

354 

0.2 

5474 

22 

1896* 

3.8'* 

5 

99 

Oji  Paper 

183 

7971 

13 

21 

38 

6.1 

63 

0.4 

3868 

124 

3154* 

9.7** 

2 

100 

Yosudo  Fire  &  Marine* 

184 

7900 

9 

1  1 

27 

7.0 

69 

0.5 

3945 

101 

15753 

10.2 

6 

101 

Kumogai  Gumi 

1 85 

7858 

1 2 

59 

82 

3  9 

97 

0  5 

6424 

72 

1 1 395f 

4.1 

3 

102 

Canon 

1 88 

7760 

1 3 

31 

50 

2.7 

30 

0  7 

7723 

259 

9076 

8.9 

4 

103 

Too  Nenryo  Kogyo 

195 

7552 

13 

4 

19 

3.1 

31 

1.4 

4064 

245 

3308* 

10.1** 

1 

104 

Matsuzakaya 

196 

7538 

49 

NA 

NA 

19.7 

249 

0.1 

3317 

30 

1244 

7.9 

5 

105 

Sekisui  Hoose 

1 98 

7535 

1 4 

-6 

8 

3.8 

38 

1  Q 

5342b 

1 80b 

6324 

10.0 

3 

106 

Sumitomo  Electric  Industries 

199 

7533 

1  ■) 

-9 

5 

4.4 

56 

0.4 

5370 

131 

5175 

7.8 

3 

107 

Mitsui  O.  S.  K.  Lines 

212 

7291 

7 

105 

135 

00 
CO 

LOSS 

0.0 

3051 

-69 

3877* 

NEG** 

5 

108 

Mazda  Motor 

217 

7225 

7 

65 

89 

3.1 

101 

0.7 

13993 

71 

8392 

3.0 

4 

109 

Shikoku  Electric  Power* 

223 

7088 

26 

50 

72 

3.6 

46 

1.3 

2709 

170 

6992 

8.0 

1 

110 

Yamanouchi  Pharmaceutical 

227 

6908 

25 

-14 

-2 

5.5 

40 

0.3 

342b 

55b 

2301* 

13.9** 

111 

Odokyu  Electric  Railway 

233 

6736 

1 1 

24 

42 

12.4 

177 

0.3 

2213 

36 

3036* 

7.0** 

5 

1 12 

Daiei 

234 

6735 

18 

26 

44 

10.3 

116 

0.6 

13546b 

56b 

6365 

8.8 

5 
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America  is  hooked  on  foreign 
oil.  Today^  we  import  almost  40 
percent  of  the  oil  we  use— even 
more  than  in  1973,  when  the 
Arab  embargo  plunged  us  into 
gas  lines,  rationing,  and 
recession. 

The  more  we  can  use  nuclear 
energy,  instead  of  imported 
oil,  to  generate  electricity,  the 
less  we  have  to  depend  on 
foreign  nations. 


The  110  nuclear  plants  in  the 
U.S.  have  cut  our  foreign  oil 
dependence  by  over  three  billion 
barrels  since  1973.  And  they 
have  cut  foreign  oil  payments  by 
over  one  hundred  billion  dollars. 

But  110  nuclear  plants  will  not 
be  enough  to  meet  our  growing 
electricity  demand.  More  plants 
are  needed. 

To  help  kick  the  foreign  oil 
habit,  we  need  to  rely  more  on 


our  own  energy  sources. 


like 


nuclear  energy. 

For  a  free  booklet  on  nuclear 
energy,  write  to  the  U.S.  Council 
for  Energy 
Awareness, 
P.O.  Box  66103, 
Dept.  SN26, 
Washington, 
D.C. 20035. 

U.S.  COUNCIL  FOR  ENERGY  AWARENESS 


I 


©1989  USCEA 


Nuclear  energy  means  more  energy  independence. 


It's  the  world's  toughest 
bicycle  race:  2,500  miles  in  one 
month,  over  mountain  roads  and 
city  streets,  in  good  and  bad 
weather  You  would  think  that's 
more  than  enough  pressure,  for 
man  and  machine  alike. 


But  Akzo  has  added  pressure 
-  in  a  way  that  is  welcomed  by  all 
concerned.  We  invented  an  ara- 
midfiber.Twaron  .that's  five  times 
stronger  than  steel.  Bicycle  tires 
reinforced  with  Twaron  can 
take  50%  more  air  pressure  than 


ordinary  tires.  This  reduces  roll- 
ing resistance  considerably. 

Whizzing  downhill  at  55  miles 
an  hour  it  won't  make  much  differ- 
ence. But  on  the  way  to  the  top  it 
will  deliver  noticeably  more  speed 
for  the  same  amount  of  effort. 


Best  of  all,  perhaps,  Tvt* 
tires  are  four  times  less  liMy 
go  flat  than  ordinary  tires< 

In  close  cooperation  wi>  < 
clients  we've  put  Twaron  t 
work  in  an  amazing  wide  « 
of  products.  Space  capsuli  < 


holstery,  safety  helmets, 
>of  garments,  medical 
nt,  cables,  radiator  hoses 
grows  longer  every  day. 
rs,as  on  bicycles, Twaron 
sure  a  higher  degree 
1  and  economy.  Twaron 


is  just  one  of  the  more  than 
20,000  patents  Akzo  has  to 
its  name. 

With  70,000  people,  350  lo- 
cations in  50  countries  and 
clients  in  almost  every  corner  of 
the  globe,  Akzo  is  one  of  the 


leading  companies  in  the  fields 
of  chemicals,  fibers,  coatings  and 
health  care. 

For  further  information 
please  write  to  Akzo  America  inc., 
Corp.  Comm.  Dept.,  Ill  West  40th 
Street,  New  York,  N.Y.  10018. 


AKZO 


THE  GLOBAL  lOOO 


MARKET 

PRICE/ 

RETURN 

GLOBAL 

VALUE 

PRICE 

%  CHANGE 

BOOK 

SALES 

PROFITS 

ASSETS 

ON 

COUNTRY 

1000 

U  S 

rtK  iHAKL 

FROM 

1988 

VALUE 

P/£ 

YIELD 

u.  s 

U  S. 

u,  s 

EQUITY  !► 

RANK 

RANK 

$MIL. 

us  $ 

(U.S.  $) 

(LOCAL) 

RATIO 

RATIO 

% 

$  MIL, 

SMIL. 

$  MIL. 

% 

1 13 

Doiwa  House  Industry 

236 

6685 

15 

-10 

3 

5.3 

59 

0.5 

3247 

1 1 1 

3775* 

9.0** 

1 14 

Hokkoido  Takushoku  Bank* 

237 

6586 

8 

—  1 

1  4 

4.0 

53 

0,6 

NA 

1 1 1 

659 15f 

7.6 

1 15 

NaQoya  Railroad 

239 

6557 

9 

1 9 

36 

1 1.4 

133 

0.3 

2563 

46 

6325 

8.6 

116 

Isuzu  Motors 

240 

6546 

7 

46 

67 

7.2 

139 

0.5 

8463 

46 

6135 

5.2 

1 1 7 

242 

6459 

19 

-20 

-8 

3.5 

44 

0.7 

2975 

143 

3421 

7.9 

1 18 

Taisho  tAoTitxG  &  Fire  Insurance* 

245 

6421 

9 

10 

26 

6.1 

55 

0.5 

2591 

98 

10774 

11.1 

1 19 

246 

6384 

9 

8 

24 

3.6 

51 

0.4 

NA 

1 12 

371 19 

7.0 

120 

Mitsubishi  Motors 

247 

6376 

8 

NA 

NA 

5.3 

62 

0.4 

14021 

94 

NA 

8.6 

1 2 1 

So  nkyo 

257 

6138 

17 

9 

25 

5.4 

72 

0.3 

2793 

84 

2470 

7.4 

1 22 

Toyo  Sosh 

258 

6086 

39 

51 

73 

6.1 

45 

0.1 

2535 

128 

2483 

13.5 

1 23 

Hitachi  ZosGn 

262 

6052 

6 

1 1 8 

1 50 

14.2 

92 

0.0 

2053 

66 

4034 

15.4 

124 

Chiba  Bank* 

264 

5990 

9 

NA 

NA 

3.5 

55 

0.4 

NA 

101 

43627 

6.4 

125 

Kao 

266 

5964 

12 

-23 

-1 1 

3.9 

48 

0.5 

3994b 

122b 

3146 

8.2 

126 

Fujita  Oorp. 

267 

5943 

13 

1 16 

1 48 

8.6 

128 

0.3 

3498o 

35a 

6802* 

6.7** 

127 

271 

5887 

6 

-5 

9 

3.6 

44 

0.7 

3757 

140 

5103t 

8.2 

128 

Fuji  Electric 

277 

5814 

8 

47 

69 

6.8 

121 

0.5 

3889 

47 

3515* 

5.6** 

129 

Furukawa  Electric 

278 

5791 

9 

29 

47 

6.2 

54 

0.5 

4406 

101 

4407 

1 1.4 

1 30 

279 

5783 

8 

1 8 

35 

8.9 

125 

0.4 

2039 

45 

3398* 

7.1** 

131 

Keihin  Electric  Express  Railway 

280 

5771 

12 

23 

41 

1  1.4 

171 

0.3 

1431 

33 

3259 

6.7 

132 

Hanwa* 

286 

5676 

17 

NA 

NA 

3.6 

55 

0.5 

4224 

78 

8297 

6.6 

133 

Kyocera 

287 

5664 

37 

-13 

0 

2.4 

30 

0.8 

2367b 

207b 

3278f 

7.8 

134 

Nippon  ^Ainin^ 

291 

5591 

6 

32 

52 

7.5 

98 

0.6 

5635 

52 

4245* 

7.7** 

135 

Keio  Teito  Electric  Railway 

296 

5502 

10 

NA 

NA 

12.5 

170 

0.4 

2227 

28 

3395 

7.4 

136 

Ricoh 

297 

5485 

9 

—  1  1 

2 

2.6 

45 

0.8 

4706 

1 19 

4472 

5.8 

137 

Hokuriku  Electric  Power 

300 

5429 

26 

45 

67 

3.6 

43 

1.3 

2472 

124 

5944* 

8.4** 

138 

Hokkaido  Electric  Power* 

301 

5423 

26 

46 

68 

4.0 

32 

1.3 

3044 

176 

9049 

12.5 

139 

Sumitomo  Marine  &  Fire* 

304 

5412 

9 

—4 

10 

6.0 

62 

0.5 

2367b 

99b 

9510 

9.6 

140 

Hokuriku  Bank* 

3 1 0 

53 1 3 

9 

NA 

NA 

4. 1 

52 

0.4 

N  A 

96 

44220f 

7.8 

141 

Nintendo 

313 

5227 

75 

23 

41 

5.9 

25 

0.5 

1417 

210 

1488 

23.8 

142 

Toto 

320 

5174 

17 

-6 

7 

5.8 

58 

0.5 

2060 

90 

1793f 

10.0 

143 

Ube  Industries 

321 

5170 

6 

39 

59 

15.7 

38 

0.0 

3715 

136 

4231* 

41.4** 

144 

Joyo  Bank* 

324 

5 1 44 

g 

NA 

NA 

3  6 

42 

0  5 

..    ..  '^^  . 

1 09 

32210 

8  4 

145 

Mitsui  Toatsu  Chemicals 

335 

5040 

8 

1 9 

36 

14.4 

97 

0.5 

3051 

52 

4078 

14.9 

146 

Mitsui  Engineering  &  Shipbldg. 

338 

4971 

7 

1 16 

147 

8.0 

LOSS 

0.0 

1417 

-17 

3137 

NEG 

147 

Keisei  Electric  Railway 

341 

4951 

18 

NA 

NA 

-42. 1 

74 

0.0 

1 145 

67 

1915 

NEC 

148 

Mitsubishi  Petrochemical 

343 

4944 

]  ] 

0 

15 

7  6 

28 

0  4 

2/44 

1 78 

3541  f* 

27  6** 

149 

Mitsubishi  Metal 

344 

4942 

8 

1  1 

28 

8.9 

104 

0.5 

5418 

45 

5066 

8.6 

150 

Daido  Steel 

349 

4891 

12 

NA 

NA 

9.0 

123 

0.3 

2325a 

19a 

1851* 

7.3** 

151 

New  Japan  Securities 

350 

4878 

12 

NA 

NA 

4.4 

30 

0.5 

NA 

149 

6047 

14.3 

152 

Kyowa  Hakko 

352 

486 1 

]  ] 

-13 

0 

5  6 

52 

0  4 

1920 

93 

1 996 

10  8 

153 

Taisho  Pharmaceutical* 

353 

4860 

16 

-6 

8 

4.9 

37 

0.9 

866 

121 

1247 

13.1 

154 

Sekisui  Chemical 

354 

4850 

1 1 

-4 

9 

5.0 

49 

0.5 

3708 

99 

2372* 

10.2** 

155 

Dainippon  Ink  &  Chemicals 

356 

481 1 

6 

2 

1 7 

5.3 

95 

0.6 

4336 

47 

4715 

5.6 

156 

Nippon  Kangyo  Kakumoru 

357 

4803 

1 3 

NA 

NA 

3  3 

27 

0  4 

1 69 

6038 

12  3 

157 

Sumitomo  Realty  &  Dev. 

360 

4758 

13 

17 

34 

3.5 

67 

0.5 

1222 

69 

6899 

5.2 

158 

Sumitomo  Heavy  Industries 

362 

4743 

8 

51 

73 

1 1.0 

1481 

0.0 

1990 

3 

2998 

0.7 

159 

Asahi  Breweries 

365 

4706 

15 

-13 

0 

4.9 

153 

0.4 

4895 

31 

3343* 

3.2** 

160 

Koito  Mfg. 

367 

4702 

29 

NA 

NA 

12  1 

1 58 

0  2 

1 033 

30 

82 1 

7.6 

161 

Daiichi  Seiyaku 

368 

4688 

19 

-1 1 

2 

5.8 

42 

0.3 

1 166 

1 1 1 

1799 

14.0 

162 

Takashimaya 

369 

4682 

22 

22 

40 

10.8 

41 

0.2 

6214 

113 

3359 

26.6 

163 

Nichii 

372 

4643 

18 

10 

26 

5.1 

49 

0.8 

7262b 

94b 

4666 

10.4 

164 

Nagasakiya 

373 

4627 

32 

NA 

N  A 

1  1  7 

1 95 

0  3 

2618 

24 

1817 

6  0 

165 

Oki  Electric  Industry 

381 

4517 

8 

19 

37 

5.2 

176 

0.5 

3149 

24 

3581 

2.9 

166 

Nissho  Iwai 

383 

4481 

7 

49 

71 

5.2 

75 

0.5 

72876 

59 

22777 

6.9 

167 

Jujo  Paper 

384 

4479 

9 

43 

64 

6.3 

48 

0.4 

3233 

85 

2992* 

13.2** 

168 

TDK 

388 

4424 

37 

7 

23 

2  3 

34 

0  8 

2919 

1 56 

3470f 

6  7 

169 

Sato  Kogyo 

394 

4353 

18 

NA 

NA 

15.7 

214 

0.2 

2500 

20 

2691* 

7.4** 

170 

Sumitomo  Metal  Mining 

395 

4342 

10 

-15 

_2 

11.1 

166 

0.4 

3387 

26 

2142* 

6.7** 

171 

Hochijuni  Bank* 

399 

4319 

8 

NA 

NA 

3.6 

52 

0.5 

NA 

74 

27797 

6.9 

172 

Nippon  Seiko 

403 

4303 

g 

34 

54 

3  3 

86 

0  7 

2060 

43 

2838f 

3  8 

173 

Toyobo 

405 

4284 

6 

29 

48 

7.4 

94 

0.6 

3247 

45 

3201 

7.8 

174 

Ashikaga  Bank* 

406 

4278 

8 

NA 

N  A 

3.6 

41 

0.4 

NA 

100 

34040 

8.6 

175 

Nisshin  Flour  Milling* 

407 

4277 

21 

N  A 

NA 

17.3 

177 

0.2 

1341 

24 

3967 

9.8 

176 

Ebara 

4UtS 

1 5 

107 

138 

6.4 

JO 

O  A 
U.4 

1 599d 

47d 

1 245* 

1 1  7** 

177 

Shin-Etsu  Chemical 

41  1 

4232 

13 

-13 

0 

4.4 

40 

0.3 

2081c 

104c 

2803 

11.0 

178 

Omron  Tateisi  Electronics 

416 

4189 

20 

20 

3.8 

53 

0.4 

2206 

75 

1650* 

7.1** 

179 

Sapporo  Breweries 

420 

4160 

12 

-10 

3 

5.0 

93 

0.3 

3526 

45 

3137* 

5.4** 

180 

Korakuen 

424 

41 1 1 

30 

_3 

1 1 

14.6 

zOU 

r\  0 

v.z 

AO^ 
4z0 

1 5 

2132 

5  6 

181 

Nippon  Fire  &  Marine* 

431 

4069 

8 

13 

29 

6.0 

59 

0.6 

1829 

65 

7569 

10.2 

182 

Fuji  Heavy  Industries 

433 

4066 

7 

4 1 

62 

2.3 

85 

0.8 

4699b 

47b 

4377 

2.7 

183 

Victor  Co.  of  Japan 

434 

4062 

17 

_9 

4 

2.6 

64 

0.5 

5006 

63 

3430 

4.0 

184 

Daishowa  Paper 

435 

4057 

20 

40 

61 

11.7 

56 

0.3 

2 1 99 

72 

3363  * 

185 

Hitachi  Metals 

439 

4042 

12 

32 

52 

4.8 

81 

0.4 

2186 

50 

2135 

5.9 

186 

Jusco 

442 

4024 

14 

-1 1 

2 

3.5 

39 

0.9 

8065b 

104b 

3920 

8.9 

187 

Sagami  Railway 

444 

4002 

1 1 

41 

62 

14.2 

199 

0.3 

915 

19 

2276* 

7.1  ** 

188 

Mitsui  Petrochemical  Industries 

447 

3982 

13 

NA 

NA 

6.6 

64 

0.3 

1850 

61 

2639f* 

10.4** 

189 

Kawasaki  Kisen  Kaisha 

453 

3925 

7 

NA 

NA 

10.8 

LOSS 

0.0 

2535 

-56 

3125 

NEG 

190 

Shionogi 

455 

3921 

1  1 

-23 

-12 

3.7 

48 

0.5 

1934 

82 

1683* 

7.7** 

191 

NGK  Insulators 

458 

3886 

12 

35 

55 

5.2 

70 

0.5 

1536 

53 

1480* 

7.5** 

192 

Bank  of  Fukuoka* 

460 

3873 

8 

NA 

NA 

3.1 

37 

0.5 

NA 

98 

30898 

8.5 
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MARKET 

PRICE/ 

RETURN 

GLOBAL 

VALUE 

PRICE 

%  CHANGE 

BOOK 

SALES 

PROFITS 

ASSRS 

ON 

TRY 

)000 

U  S 

PER  SHARE 

FROM  1988 

VALUE 

P/E 

YIELD 

U.  5 

U  S. 

U,  S 

EQUITY 

INDUSTRY 

RANK 

$  MIL 

U,  S  $ 

(U.  S.  $) 

(LOCAL) 

RATIO 

RATIO 

% 

$  MIL, 

$  MIL 

$  MIL. 

% 

CODE 

Pioneer  Electronic 

465 

3823 

25 

4 

19 

3.0 

28 

0.6 

2821 

128 

2216f 

10.9 

41 

Cosmo  Oil 

467 

3799 

7 

15 

31 

8.8 

70 

0.5 

9566 

54 

6748* 

12.7** 

1  1 

Toyo  Menka  Kaisha 

468 

3796 

6 

41 

62 

5.7 

87 

0.6 

35359 

39 

9615* 

6.6** 

59 

Nikon 

470 

3757 

10 

7 

22 

6.1 

LOSS 

0.6 

1383 

-9 

1797 

NEG 

46 

Matsushita  Communication 

471 

3756 

20 

— z  J 

—  1 2 

3.6 

53 

0.4 

2353 

58 

1573- 

6.9** 

34 

Hiroshima  Bank* 

472 

3740 

7 

NA 

NA 

4.0 

50 

0.5 

NA 

71 

30800 

8.0 

61 

Toyoda  Automatic  Loom  Works* 

473 

3735 

14 

2 

16 

3.6 

46 

0.5 

2570 

74 

1730 

7.8 

38 

Ono  Pharmaceutical* 

474 

3733 

30 

-39 

-30 

7.8 

46 

0.2 

489 

81 

1 159 

17.0 

45 

Haseko 

478 

3702 

10 

5 

2.8 

51 

0.8 

2053 

56 

5486* 

5.5** 

32 

Fujisawa  Pharmaceutical 

481 

3688 

12 

-17 

-5 

2.9 

48 

0.4 

1362 

77 

2482 

6.0 

45 

Aoki 

484 

3666 

10 

15 

31 

4.4 

102 

0.6 

1781 

31 

2689* 

4.4** 

32 

Tokyo  Steel  Mfg. 

487 

3637 

34 

NA 

NA 

7.4 

29 

0.3 

1250b 

125b 

845* 

25.3** 

25 

Mitsubishi  Rayon 

488 

3632 

6 

0  1 

J  V 

5.6 

96 

0.6 

1983 

36 

2364 

5.9 

22 

Isetan 

492 

3608 

17 

35 

55 

4.4 

67 

0.4 

3037 

53 

1917 

6.6 

54 

Hitachi  Cable 

497 

3555 

9 

1 

16 

4.1 

54 

0.6 

1864 

64 

1534* 

7.5** 

37 

Sanyo-Kokusaku  Pulp 

498 

3548 

8 

NA 

NA 

5.5 

47 

0.5 

2800 

68 

2740 

11.6 

23 

Amada 

499 

3534 

14 

44 

65 

3.2 

157 

0.7 

803 

22 

1946 

2.0 

38 

Tokyu  Land 

500 

3531 

9 

24 

43 

5.6 

61 

0.2 

1774 

58 

4062 

9.3 

64 

Yokogawa  Electric 

515 

3442 

14 

14 

31 

3.3 

72 

0.4 

1313 

46 

1697 

4.6 

35 

Murata  Mfg. 

517 

3432 

19 

-14 

_2 

2.3 

23 

0.5 

1480 

125 

2529f 

10.2 

35 

Onoda  Cement 

518 

3428 

7 

—7 

6 

5.9 

48 

0.5 

2549 

71 

3225 

12.3 

21 

Mitsubishi  Gas  Chemical 

522 

3408 

7 

25 

43 

4.6 

85 

0.5 

1795 

37 

2062 

5.4 

22 

Hazama-Gumi 

525 

3394 

12 

77 

103 

6.2 

121 

0.4 

3177 

27 

3440* 

5.1** 

32 

Shiseido 

532 

3364 

12 

-16 

-3 

2.0 

50 

0.6 

2800 

66 

3497f 

3.9 

45 

Janome  Sewing  Machine 

533 

3364 

22 

NA 

NA 

12.2 

246 

0.2 

482 

14 

557* 

5.0** 

41 

Bank  of  Kyoto* 

535 

3352 

14 

NA 

NA 

6.0 

65 

0.3 

NA 

49 

18134 

9.3 

61 

Gunma  Bank* 

537 

3324 

7 

NA 

NA 

3.3 

43 

0.5 

NA 

68 

21939 

7.8 

61 

Daikin  Industries 

540 

3280 

13 

61 

84 

6.6 

41 

0.4 

2276b 

80b 

1412 

16.1 

38 

Toyo  Seikan  Kaisha 

544 

3275 

19 

-18 

-6 

2.3 

21 

0.3 

4392 

158 

2182* 

1  1.2** 

26 

Secom 

546 

3273 

44 

-21 

-10 

5.2 

71 

0.4 

789a 

46a 

1387 

7.3 

52 

Eisai* 

548 

3256 

14 

-15 

-2 

3.8 

42 

0.6 

1299b 

78b 

1475 

9.0 

45 

Yamato  Transport 

552 

3228 

1 3 

6 

21 

5.4 

99 

0.5 

1997 

28 

1410* 

5.5** 

57 

Nichido  Fire  &  Marine  Ins.* 

568 

3166 

8 

NA 

NA 

5.8 

59 

0.5 

1864 

52 

8197 

9.9 

63 

Orient  Finance* 

569 

3166 

10 

-14 

-1 

2.5 

32 

0.8 

NA 

97b 

34717 

7,7 

62 

Japan  Steel  Works 

570 

3164 

9 

NA 

NA 

14.2 

202 

0.0 

747 

15 

1088 

7.0 

38 

Meiji  Seiko 

575 

3 1 27 

8 

-2 

13 

4.4 

146 

0.5 

1997 

21 

1 279 

3.0 

44 

Mitsubishi  Paper  Mills 

577 

3118 

10 

46 

67 

5.6 

55 

0.5 

1362 

50 

1461* 

10.2** 

23 

Toho  Gas 

579 

3115 

5 

NA 

NA 

5.8 

53 

0,7 

1334 

57 

1626 

10.9 

12 

Okumuro 

580 

3106 

13 

68 

92 

4.7 

66 

0.5 

1753 

35 

2764f* 

7.1** 

32 

Minebea 

582 

3100 

8 

-5 

9 

2.5 

59 

1.0 

1397 

51 

3515 

4.3 

37 

NTN  Toyo  Bearing 

583 

3099 

8 

32 

51 

3.5 

73 

0.7 

1781 

39 

2424 

4.7 

37 

Nippon  Sheet  Gloss 

584 

3088 

8 

8 

23 

4.3 

64 

0.6 

1550 

47 

1780* 

6.7** 

26 

Oenki  Kagaku  Kogyo 

589 

3060 

7 

18 

35 

5.3 

49 

0.5 

1690 

61 

2027* 

10.7** 

22 

Penta-Ocean  Construction* 

593 

3051 

10 

41 

61 

1 1.7 

153 

0.3 

2325 

18 

2059 

7.6 

32 

Mitsui  Mining  &  Smelting 

598 

3024 

6 

NA 

NA 

25.6 

102 

0.0 

2206 

30 

2452 

25.2 

24 

Dai-Tokyo  Fire  &  Marine  Insurance*  600 

3015 

9 

NA 

NA 

5.5 

53 

0.5 

1976 

55 

6661 

10.4 

63 

Tanabe  Seiyaku 

603 

3008 

12 

-26 

-16 

4.4 

45 

0.5 

1613b 

66b 

1524 

9.8 

45 

Hyogo  Bank* 

604 

3007 

1  1 

NA 

NA 

5.0 

74 

0.3 

NA 

32 

23356 

6.7 

61 

Mitsubishi  Mining  &  Cement 

606 

2997 

7 

29 

48 

6.1 

84 

0.5 

2102 

35 

1839* 

7.3** 

21 

Chugai  Pharmaceutical 

607 

2991 

12 

-7 

7 

4.5 

57 

0.4 

873 

53 

1137 

7.9 

45 

NCR  Japan* 

609 

2980 

14 

-17 

-5 

5.9 

55 

0.6 

768 

54 

754 

10.7 

33 

Nissin  Food  Products 

613 

2953 

22 

-35 

-25 

2.9 

44 

0.7 

1 1 17b 

71b 

1339 

6.5 

44 

Kyushu  Matsushita  Electric* 

614 

2936 

20 

_9 

4 

6.0 

61 

0.3 

1257 

46 

1036 

9.9 

41 

Aisin  Seiki 

615 

2934 

1 1 

5 

20 

2.7 

39 

0.7 

3659 

71 

2394 

6.8 

37 

Nippon  Light  Metal 

616 

2930 

7 

16 

33 

23.9 

89 

0.5 

3142 

33 

1904* 

26.8** 

24 

Fujikura 

617 

2926 

9 

NA 

NA 

5.1 

70 

0.5 

1543 

38 

1744 

7.3 

37 

Banyu  Pharmaceutical 

622 

2912 

1 1 

_6 

7 

3.1 

84 

0.4 

543 

35 

1 195 

3.6 

45 

Nippon  Shinpan 

623 

2909 

10 

-5 

9 

2.5 

33 

0.8 

NA 

88 

31575 

7.5 

62 

Kokuyo 

624 

2904 

23 

-12 

1 

4.9 

47 

0.5 

1550 

61 

1313 

10.5 

52 

Konica 

627 

2895 

8 

-37 

-28 

2.4 

227 

0.9 

3198 

13 

3327 

1.1 

46 

Konebo 

629 

2889 

6 

24 

42 

35.8 

LOSS 

0.6 

3757cl 

-16d 

3341 

NEG 

47 

Nippon  Meat  Packers 

643 

2842 

14 

-18 

-6 

3.5 

40 

0.5 

3673 

70 

2056 

8.6 

44 

Tokyo  Broadcasting  System* 

646 

2827 

17 

-20 

-8 

3.5 

56 

0.3 

1 117 

36 

1275 

6.4 

51 

Tosoh  Corp. 

649 

2817 

7 

18 

35 

5.8 

94 

0.5 

1599 

29 

2373* 

6.2** 

22 

Shimodzu 

650 

2816 

11 

1 6 

33 

5.3 

68 

0.4 

1047 

41 

1 143* 

7.8** 

35 

Chugoku  Bank* 

657 

2810 

14 

NA 

NA 

2.5 

35 

0.3 

NA 

72 

20745 

7.1 

61 

Showo  Shell  Sekiyu 

658 

2803 

10 

NA 

NA 

7.2 

37 

0.4 

8812 

77 

5754 

19.7 

1 1 

Hino  Motors* 

661 

2784 

8 

35 

54 

4.5 

82 

0.5 

3128 

28 

1714 

5.5 

38 

Mitsubishi  Oil 

664 

2770 

8 

36 

56 

11.0 

45 

0.4 

4832 

55 

3661 

24.4 

1 1 

Unitiko 

677 

2712 

6 

40 

61 

16.3 

190 

0.0 

2311 

14 

2021* 

8.6** 

22 

Dolcel  Chemical  Industries 

680 

2683 

8 

9 

25 

4.1 

53 

0.6 

1397b 

65b 

1886 

7.8 

22 

Casio  Computer 

686 

2656 

10 

1 

15 

3.0 

56 

0.9 

1892 

46 

2382f 

5.4 

46 

Fukuyoma  Transporting* 

687 

2655 

1 1 

NA 

NA 

4.7 

43 

0.7 

1082 

56 

1207 

11.0 

57 

Seventy-Seven  Bank* 

692 

2624 

7 

NA 

NA 

3.2 

35 

0.5 

NA 

71 

20305 

9.2 

61 

Seiyu 

705 

2583 

15 

-4 

10 

4.2 

63 

0.7 

7401b 

41b 

5481 

6.7 

54 

Hitachi  Chemical 

708 

2574 

1  5 

NA 

NA 

6.6 

93 

0.3 

2786 

27 

1 105* 

7. 1  ** 

22 

Nichirei 

709 

2573 

9 

-2 

13 

6.3 

100 

0.5 

3030e 

30e 

1280* 

6.2** 

44 

Citizen  Watch 

712 

2567 

8 

8 

24 

3.5 

65 

0.6 

1871 

36 

1748 

5.4 

46 

Inox* 

716 

2529 

13 

-5 

9 

4.6 

52 

0.4 

1355 

48 

1293 

8.8 

21 

Nippon  Sitokuboi  Kagaku  Kogyo 

718 

2525 

14 

16 

33 

7.3 

46 

0.4 

922 

55 

926 

15.8 

22 
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RETURN 

GLOBAL 

VALUE 

PRICE 

%  CHANGE 

BOOK 

SALES 

PROFITS 

ASSETS 

ON 

COUNTRY 

1000 

U  S. 

PER  SHARE 

FROM 

1988 

VALUE 

P/E 

YIELD 

US, 

U  S 

US, 

EQUITY 

IND 

RANK 

RANK 

$  MIL 

U.  S.  $ 

(U.S.  $) 

(LOCAL) 

RATIO 

RATIO 

% 

$  MIL, 

$  MIL, 

$  MIL, 

% 

C 

273 

Nippon  Electric  Glass 

721 

2503 

18 

10 

26 

5.1 

64 

0.3 

1362b 

54b 

1646f 

8,0 

274 

Nihon  Oenient 

723 

2500 

9 

NA 

NA 

4.3 

36 

0.4 

1655d 

63d 

2645 

1 1,9 

275 

KQndenko* 

727 

2492 

24 

NA 

NA 

4.4 

45 

0.2 

2521 

53 

1808 

96 

276 

729 

2491 

10 

9 

24 

4.1 

71 

0.5 

2919 

32 

1984 

5.8 

277 

Dainippon  Pharmaceutical 

730 

2482 

17 

-24 

-13 

6.9 

61 

0.3 

665 

41 

804 

1 1.3 

278 

Daikyo  Kanko* 

731 

2482 

22 

-5 

8 

3.1 

26 

1,0 

2863 

79 

7584f 

1 1.8 

( 

279 

dnow  orana  rviiiK  rroaucTS 

733 

2475 

9 

-17 

-5 

4.9 

62 

0.6 

6214 

38 

1573* 

7.8** 

280 

Yamaha  Corp. 

737 

2468 

13 

-27 

-16 

2.5 

42 

0.5 

3261 

59 

2769 

6.0 

281 

Mitsubishi  Steel  Mfg. 

740 

2463 

17 

NA 

NA 

44.4 

1004 

0.0 

510 

2 

485* 

4.4** 

282 

Seino  Transportation 

742 

2451 

17 

-7 

7 

2.9 

46 

0,4 

1578 

51 

1677 

6.3 

283 

Yamazaki  Baking 

745 

2446 

1 1 

-12 

1 

2.9 

39 

0,6 

2863 

63 

1722* 

7.5** 

284 

Kanegafuchi  Chemical  Industry 

746 

2445 

7 

-12 

1 

3.7 

44 

0.6 

1508 

55 

1605 

8.5 

285 

Matsushita-Kotobuki  Elects. 

748 

2440 

15 

NA 

NA 

2.6 

49 

0.6 

1459 

59 

1293* 

5.4** 

286 

(ViULIIIUU  r  1  lU  1  IllUCt^UI I^UI 

751 

2426 

24 

-29 

-19 

9.5 

180 

0.2 

318 

16 

406 

5.3 

287 

SiiTiiki  ^^ntnr 

752 

2423 

6 

NA 

NA 

2.3 

26 

0.7 

6284 

75 

4041 

8.6 

288 

Kliccriin  FIaiif  AAilltnn 
lYiaaiiin  riour  fviiiiiii^ 

755 

2410 

12 

16 

33 

4.4 

55 

0.3 

2395 

44 

561* 

8.0** 

289 

Chiyoda  Fire  &  Marine* 

759 

2397 

8 

NA 

NA 

5.3 

51 

0.6 

1718 

47 

5409 

10.4 

290 

Arabian  Oil 

760 

2395 

48 

NA 

NA 

6.6 

223 

0.6 

747 

1 1 

788 

3.0 

291 

Fujita  Tourist  Enterprises 

761 

2393 

22 

23 

41 

15.8 

175 

0.2 

496a 

14o 

608 

9.1 

292 

Uny 

765 

2359 

14 

-20 

—9 

2.6 

40 

0.9 

4120 

59 

2365 

6.5 

293 

Teromo 

768 

2354 

14 

NA 

NA 

3.9 

54 

0.4 

624 

44 

1091 

7.3 

294 

Tokyo  Electron 

769 

2350 

24 

-5 

9 

4.6 

60 

0.1 

880 

39 

1009 

7.6 

295 

Chiyoda  Corp. 

774 

2345 

12 

98 

1 26 

3.9 

LOSS 

0.0 

1278 

-84 

2181 

NEC 

296 

KInki  Electrical  Construction* 

775 

2344 

21 

NA 

NA 

3.1 

37 

0.3 

2172 

60 

2274 

8.3 

297 

loho  Lo. 

777 

2338 

186 

-6 

8 

5.6 

55 

0.4 

922 

42 

782f* 

10.1** 

298 

Yamaha  ^Aotor 

783 

2316 

10 

-7 

7 

5.4 

39 

0.4 

3652b 

45b 

3044 

13.9 

299 

Nisshinbo  Industries 

785 

2305 

10 

-3 

1 1 

2.5 

39 

0.5 

1571 

58 

1392* 

6.4** 

300 

Yakult  Honsha 

789 

2286 

22 

-5 

8 

3.7 

38 

0.5 

1 1 17e 

74e 

1276 

9.8 

301 

Kuraray 

793 

2277 

9 

-26 

-15 

6.5 

88 

0.4 

1962 

26 

1612* 

7.4** 

302 

Tokyotokeiba 

795 

2269 

9 

NA 

NA 

9.3 

158 

0.2 

121 

14 

325 

5.9 

303 

Kyodo  Printing 

800 

2255 

25 

N  A 

N  A 

21.2 

193 

0.1 

611c 

10c 

439* 

11.0** 

304 

Nippon  Hodo* 

801 

2255 

20 

—22 

- 1 0 

3.7 

53 

0.4 

1662 

35 

1436 

6.9 

305 

Green  Cross 

802 

2253 

1 1 

-35 

-25 

4.2 

134 

0.3 

607 

17 

790* 

3.1** 

306 

Tobishima 

809 

2230 

10 

NA 

NA 

8.6 

54 

0.5 

2437 

37 

4484 

15,8 

307 

Japan  Synthetic  Rubber 

810 

2227 

9 

N  A 

NA 

4.3 

75 

0.4 

1264 

29 

1582 

5.7 

308 

Itoham  Foods 

811 

2216 

10 

—  1 9 

—7 

3.1 

51 

0.9 

2563 

42 

1538 

6.1 

309 

Nitto  electric  Industrial 

816 

2207 

15 

-23 

-1 1 

2.7 

39 

0.5 

1243 

57 

1539 

7.0 

310 

Honshu  Paper 

819 

2200 

7 

NA 

NA 

7.6 

84 

0.5 

2863 

26 

3583 

9.1 

31 1 

^Aaeda  Construction 

833 

2169 

13 

1 7 

34 

2.7 

65 

0.5 

2604a 

34a 

2995* 

4.2** 

312 

Yokohama  Rubber 

835 

2158 

9 

NA 

NA 

7.3 

54 

0.4 

2283 

40 

2033 

13.5 

313 

Alps  Electric 

841 

2144 

12 

-14 

-2 

2,4 

37 

0.9 

2584 

58 

2661 

6.4 

314 

Niigata  Engineering 

844 

2137 

6 

43 

64 

7.3 

LOSS 

0.0 

1236 

-2 

1338* 

NEC** 

315 

847 

2120 

30 

-2 1 

-  1 0 

4.6 

54 

0.6 

591 

39 

1753 

8.4 

316 

Teikoku  Oil 

856 

2082 

8 

13 

29 

3.5 

60 

0.5 

384 

35 

736* 

5.9** 

317 

Tokyo  Electric 

861 

2057 

9 

8 

24 

2.7 

127 

0.6 

1578 

14 

1232* 

2.1** 

318 

Datmaru 

863 

2051 

8 

-4 

10 

6.0 

111 

0.4 

5300b 

20b 

1580* 

5.4** 

319 

^^atsushita  Refrigeration* 

869 

2039 

12 

NA 

NA 

3.7 

37 

0.6 

1257 

52 

819 

9.9 

320 

Ad  van  test 

872 

2036 

34 

-32 

-22 

4.4 

87 

0.2 

399 

23 

815 

5.1 

321 

Nishi-Nippon  Dank 

881 

2017 

6 

NA 

NA 

2.6 

38 

0.6 

NA 

44 

21325 

6.8 

< 

322 

^Aisawa  Homes 

884 

2011 

18 

24 

42 

8.4 

68 

0.4 

2248 

30 

1 173* 

12.4** 

323 

Fukuoka  City  Bank* 

886 

2010 

10 

NA 

NA 

3.3 

35 

0,4 

NA 

49a 

7325 

9.5 

324 

^^eiji  ^^ilk  Products 

892 

1998 

7 

-9 

4 

4.9 

98 

0.6 

2695 

20 

998* 

5.0** 

325 

Mitsubishi  Warehouse  &  Trans. 

894 

1988 

12 

-5 

9 

5.9 

15 

0.3 

692 

133 

840* 

40.7** 

326 

Onward  Kashiyama* 

895 

1984 

14 

-3 

1 1 

3.0 

42 

0.9 

1250 

43 

1 1 13 

7.1 

327 

Brother  Industries 

903 

1967 

8 

5 

20 

2.7 

46 

0.9 

1431 

42 

1586 

5.8 

328 

^Ainolta  Camera 

918 

1921 

7 

20 

37 

2.8 

98 

0.8 

2032 

18 

2202 

2.9 

329 

Olympus  Optical 

927 

1904 

10 

6 

22 

2.3 

41 

0.9 

1341b 

47b 

1 181* 

5.6** 

330 

Showa  Line 

930 

1900 

7 

86 

1  13 

61.8 

LOSS 

0,0 

761 

-66 

808* 

NEC** 

33 1 

Showa  Electric  Wire  &  Cable 

941 

1882 

9 

N  A 

NA 

5.6 

76 

0.5 

915d 

22d 

728* 

7.4** 

332 

Tokyo  Sowo  Bank* 

942 

1882 

12 

NA 

NA 

6.0 

45 

0.3 

NA 

37 

18273 

13.4 

333 

Nippon  Television  Network 

944 

1874 

164 

-21 

-9 

3.8 

48 

0.3 

1 1 17 

38 

970* 

8.0** 

334 

Hitachi  AAaxell 

950 

1855 

19 

9 

25 

1.8 

31 

0.6 

1 166 

59 

1421 

5.6 

335 

961 

1832 

13 

-2 

1 2 

2.0 

23 

0.9 

901b 

80b 

1226f 

8.9 

336 

Nachi**Fu|ikoshi 

965 

1824 

8 

-25 

-14 

6.0 

125 

0.4 

915 

15 

759* 

4.8** 

337 

Taiyo  Fishery 

966 

1822 

6 

25 

43 

8.8 

27 

0.0 

7367 

1 

3129f 

32.3 

338 

967 

1819 

8 

-16 

-3 

3.0 

30 

0.6 

824 

66 

963 

9,8 

339 

Nippon  Suison  Kaisho 

970 

1814 

6 

NA 

NA 

3.3 

59 

0.6 

3708 

29 

2022 

5.5 

340 

Kamigumi 

975 

1808 

8 

19 

37 

4.1 

50 

0.8 

698 

36 

787 

8.2 

341 

iwatoni  International 

977 

1799 

8 

47 

68 

9.4 

191 

0.3 

2737 

8 

1529* 

4.9** 

342 

Sumitomo  Cement* 

978 

1797 

7 

NA 

NA 

5.9 

47 

0.6 

964b 

35b 

1422 

12.7 

343 

Toyo  Ink  Mfg. 

981 

1790 

7 

-10 

3 

3.1 

51 

0.7 

1222 

34 

1041* 

6.1** 

344 

Mori  Seiki 

982 

1789 

22 

16 

33 

4.5 

125 

0.5 

387 

14 

613* 

3.6** 

345 

Yuasa  Battery 

996 

1746 

10 

66 

90 

10.3 

122 

0.4 

586o 

9a 

515f 

8.4** 

NET^i^l  ANDS 


COUNTRY  COitPOSITE  66077         49  8       25       5.4  II         4.8      155608         9138       349122  21.1 


1  Royal  Dutch  Petroleum  (1)  nr      33167         62  9       26        1.4  10         5.1         78394         5234         85280  14.3 

2  UnileverNV(2)  nr        9845  62  15        33        3.3  13  3.1  30980  1510  19910  26.3 

3  Philips' Gloeilampenfabrieken  377        4567  17  20       40       0.6  10         5,3         25007  472         23558  6.4 
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GLOB/>' 


Why  CSgital  Is  Not 
Good  Enoudi 


When  it  pours,  we  reign.  Any  network  containing  copper,  microwave  and  satellite  means  a  mere  100  pair  could  carry  the 

is  at  the  mercy  of  the  elements.  And  so  is  every  customer  that  uses  that  kind  of  simultaneous  calls  of  everyone  in 

network.  On  the  other  hand,  100%  digital  fiber  optics  is  immune  to  all  electromagnetic  Manhattan.  100  pair  of  copper  wire 

interference  commonly  caused  by  inclement  weather  and  surrounding  power  lines.  couldn't  even  carry  one-fourth  the 

So  your  voice,  data  and  video  transmissions  go  through  rain  or  shine.  calls  of  Grand  Bahama  Island. 


Best  of  all,  the  best  costs  less.  Not  only  can  every  customer 
save  on  their  long  distance  calls,  they  can  also  transmit  data 
for  the  price  of  voice,  save  countless  man-hours  with  faxes  that 
arrive  in  six  seconds  instead  of  60,  and  place  their  calls  quickly  on 
the  very  first  try.  In  short,  a  100%  digital  fiber  optic  telecom- 
munications mlmrkenhances  yonr  ability  to  run  your  business 
better,  rather  than  restricts  it. 

But  only  one  such  system  exists.  Ours.  So  even  though  AT&T 
doesn't  have  a  100%  digital  fiber  optic  ne[mrk,you  can.  Just 
call  1-800-877-2000  now  And  talk  with  the  best. 


Talk  With  The  Best. 


€•  1989  US  Sprint  Comniunications  Company  Limited  Partnership US  Sprint  is  a  registered  trademark  uf  US  Sprint  Communications  Company  Limited  Parlnership. 


THE  GLOBAL  lOOQ 


IVlAKKti 

PRICE/ 

nm  inki 
RtlURN 

GlOBAl 

VALUE 

PRICE 

%  CHANGE 

BOOK 

SALES 

PROFITS 

ASSETS 

ON 

COUNTRY 

1000 

u  s 

PER  SHARE 

_FROMJ988___ 

VALUE 

P/E 

YIELD 

u  s 

u  s 

us 

EQUITY 

in! 

RANK 

RANK 

$  MIL 

U  S  $ 

(U.  S.  $) 

(LOCAL) 

RATIO 

RATIO 

% 

$MIL, 

$MIL 

$MIL 

% 

4  Nationale-Nederlonden 

462 

3852 

27 

-3 

13 

1.0 

1 1 

4.6 

5735 

351 

36547 

9.7 

5  Akzo 

672 

2737 

65 

15 

33 

1.4 

7 

5.1 

7395 

376 

6008 

20.4 

6  DSM 

832 

2172 

62 

NA 

NA 

1.6 

6 

3.'4 

451 1 

277 

3720 

25.0 

7  Algetnene  Bonk  Nederland 

836 

2156 

18 

-5 

10 

0.8 

8 

6.9 

NA 

272 

75912 

10.4 

8  AmroBank 

865 

2049 

34 

5 

21 

0.8 

8 

6.7 

NA 

262 

74931 

9.9 

9  Dordtsche  Petroleum 

928 

1903 

115 

NA 

NA 

34.3 

18 

5.6 

NA 

107 

56 

191.7 

10  Elsevier 

946 

1863 

29 

6 

23 

12.9 

18 

2.1 

724 

105 

628 

73.0 

1 1  Aegon 

989 

1767 

43 

12 

29 

14 

9 

4.9 

2861 

172 

22573 

15.8 

NEW  ZEALAND 

COUNTRY  COMPOSITE 

2S67 

3 

-7 

10 

1.4 

8 

5.3 

5390 

345 

6796 

16.9 

1  Fletcher  Challenge 

711 

2567 

3 

-7 

10 

1.4 

8 

5.3 

5390 

345 

6796 

16.9 

NORWAY 

COUNTRY  COMPOSITE 

4656 

23 

51 

73 

2.7 

9 

2.3 

8345 

524 

9227 

30.1 

\  Norsk  Hydro 

370 

4656 

23 

51 

73 

2.7 

9 

2.3 

8345 

524 

9227 

30.1 

SINGAPORE/MALAYSIA 

COUNTRY  COMPOSITE 

11150 

5 

28 

24 

2.6 

23 

1.2 

3285 

544 

25599 

12.7 

1   Singapore  Airlines 

401 

4306 

7 

24 

20 

2.6 

1 1 

0.7 

2050 

308 

3252 

23.5 

2  OCBC  Overseas  Chinese  Bank 

638 

2858 

5 

47 

43 

3.4 

33 

1.0 

NA 

84 

5743 

10.3 

3  Development  Bank  of  Singapore 

866 

2048 

5 

17 

13 

1.7 

20 

1.1 

NA 

102 

15074 

8.5 

4  Sime  Darby  (Malaysia) 

91 1 

1937 

2 

24 

20 

2.6 

30 

1.9 

1236 

50 

1529 

8.7 

SOUTH  AFRICA 

COUNTRY  COMPOSITE 

15369 

15 

3 

21 

2.4 

9 

5.5 

1639 

2085 

14009 

25.7 

1   De  Beers 

295 

5507 

14 

28 

51 

1.1 

5 

5.0 

1154 

1074 

5775 

22.4 

2  Consolidated  Gold  Fields 

427 

4085 

19 

1 

19 

4.0 

14 

3.8 

NA 

334 

2993 

29.5 

3  Anglo  American 

448 

3965 

17 

0 

17 

1.4 

10 

4.9 

NA 

455b 

4379 

13.7 

4  Driefontein  Consolidated 

973 

1812 

9 

-18 

-3 

3.1 

8 

8.2 

485 

222 

863 

37.4 

SPAIN 

COUNTRY  COMPOSITE 

46449 

7 

1 

12 

2.5 

28 

4.0 

15383 

3021 

207060 

13.7 

1   Banco  Bilbao  Vizcayo 

209 

7323 

8 

-13 

-3 

3.1 

13 

3.5 

NA 

561a 

48915 

23.8 

2  Telefonica  Nacional  de  Espana 

214 

7276 

2 

0 

12 

0.7 

15 

5,7 

4797 

485 

16931 

4.9 

3  Banco  de  Santander 

325 

5135 

7 

-17 

-8 

3.4 

17 

2.5 

NA 

310 

23108 

20.5 

4  Repsol 

345 

4932 

3 

NA 

NA 

1.9 

11 

4.3 

6414 

441 

5721 

17.0 

5  Endesa 

364 

4713 

2 

37 

52 

2.2 

13 

3.9 

21 14a 

362a 

8814 

17.2 

6  Banco  Espanol  de  Credito 

454 

3923 

8 

-6 

5 

2.6 

17 

3.5 

NA 

21  la 

24047 

14.9 

7  Banco  Central 

466 

3817 

8 

-20 

-1 1 

2.4 

20 

3.6 

NA 

190a 

2661 1 

12.0 

8  Banco  Hispano  Americano 

652 

2813 

7 

-7 

4 

2.2 

124 

3.3 

NA 

22a 

26548 

1.8 

9  Iberduero 

787 

2297 

1 

-15 

-5 

0.5 

14 

8.4 

1767a 

15/a 

9791 

3.7 

10  Banco  Popular  Espano 

828 

2183 

15 

0 

1 1 

2.1 

9 

4.2 

NA 

244 

16016 

24.2 

1 1  Asland 

871 

2038 

15 

48 

64 

5.8 

52 

0.9 

291 

37a 

557 

11.1 

SWEDEN 

COUNTRY  COMPOSITE 

56837 

52 

28 

43 

3.9 

23 

2.0 

77496 

3764 

1 60779 

18.9 

1  Volyo 

322 

5161 

80 

34 

51 

1.8 

9 

2.6 

14416 

612 

11649 

18.9 

2  Skanska 

347 

4925 

79 

35 

51 

6.1 

47 

0.8 

3446 

128a 

3685 

12.9 

3  ASEA(5) 

NR 

4571 

77 

19 

34 

2.5 

25 

1.7 

16774 

187 

18088 

10.2 

4  Stora  Kopparbergs  Bergslags 

479 

3698 

62 

9 

22 

2.2 

13 

2.4 

51 19 

281 

7321 

16.4 

5  Skandinaviska  Enskilda  Banken 

495 

3566 

14 

17 

31 

1.9 

10 

2.7 

NA 

348 

43158 

18.7 

6  Electrolux 

501 

3530 

49 

14 

28 

2.1 

12 

3.5 

1  1043 

273 

8482 

16.9 

7  Svenska  Cellulose  Aktiebolaget 

594 

3050 

57 

-3 

9 

2.7 

16 

1.9 

3119 

181 

41 14 

16.6 

8  L.  M.  Ericsson 

635 

2870 

75 

74 

95 

2.0 

16 

2.1 

4671 

178 

4968 

12.6 

9  Astra 

651 

2815 

39 

19 

34 

5.0 

25 

1,0 

937 

1 1 1 

1235 

19.6 

10  SKF 

662 

2780 

23 

1 1 1 

137 

1.9 

18 

2.3 

3171 

1 1 1 

3670 

10.5 

1 1  Procordia 

666 

2760 

74 

NA 

NA 

3.1 

18 

1.2 

2678 

149 

2653 

16,8 

12  Sandvik 

676 

2719 

51 

43 

60 

2.6 

1 1 

1.8 

2447 

237 

3083 

22.7 

13  Saab-Scania 

713 

2553 

38 

5 

18 

1.3 

9 

3.1 

6342 

294 

6081 

15,4 

14  Svenska  Handelsbonken 

717 

2527 

24 

24 

39 

8.5 

14 

2.7 

NA 

268 

35517 

61,6 

15  Skandia 

864 

2050 

34 

34 

50 

6.0 

24 

1.3 

751 

86a 

2240 

25,1 

16  Huvudstaden 

896 

1981 

81 

16 

30 

14.5 

109 

0.6 

106 

18 

504 

13.3 

17  AG  A 

984 

1786 

38 

16 

30 

2.4 

16 

2.6 

1463 

108 

2246 

14.8 

IS  Pharmacia 

992 

1752 

29 

4 

16 

3.9 

18 

1.1 

1013 

105 

1162 

21.8 

19  investor 

997 

1743 

61 

NA 

NA 

3.2 

22 

1,7 

NA 

90 

922 

14.4 

SWIVi'.ERLAND 

COUNTRY  COMPOSITE 

72970 

2965 

-13 

5 

2.2 

21 

2.2 

79313 

4632 

358279 

12.7 

1  Nestle 

96 

13388 

41  12 

-28 

-14 

2.3 

12 

2.5 

23568 

1 176 

19212 

19.1 

2  Ciba-Geigy 

159 

8968 

2062 

-4 

15 

1.3 

15 

1.4 

10221 

767 

14312 

8.6 

3  F.  Hoffmann-La  Roche  (3) 

174 

8434 

16681 1 

32 

58 

2.2 

32 

0.5 

5033 

363 

8848 

6.9 
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MARKET 

PRICE/ 

RETURN 

GLOBAL 

VALUE 

PRia 

%  CHANGE 

BOOK 

SALES 

PROFITS 

ASSETS 

ON 

SY 

1000 

U  S 

DCD  CUADC 

rcK  jHAKb 

FROM  1988 

VALUE 

P/E 

YIELD 

U  S 

U  S 

U  S 

EQUITY 

RANK 

$MiL 

U,  S.  $ 

(U.  S.  $) 

(LOCAL) 

RATIO 

RATIO 

% 

$MIL 

$MIL 

$Mll 

% 

CODE 

200 

7525 

61 40 

-24 

-9 

2.8 

19 

1  1 

5880 

438 

6273 

14.5 

45 

Union  Bonk  of  SwitzGrlond 

201 

7488 

1767 

-15 

3 

1.4 

NA 

3.9 

NA 

451 

96496 

NA 

61 

CS  Holding 

244 

6438 

1367 

-4 

16 

1.4 

NA 

4.6 

NA 

343 

65682 

NA 

61 

Swiss  Bonk  Corp* 

293 

5523 

169 

-26 

-1 1 

1 .2 

NA 

4.5 

NA 

391 

89256 

NA 

61 

Zurich  y/oTs. 

402 

4304 

261 8 

-31 

-17 

3.5 

1  4 

38 1 9 

1 08 

7709 

N  A 

63 

BBC  Brown  Boveri  (51 

NR 

3010 

2184 

32 

59 

2.5 

17 

1.3 

15054 

180 

16316 

14.4 

34 

Schweiz.  Ruck. 

659 

2795 

5705 

-32 

-19 

2.9 

30 

1.3 

6041a 

1 16a 

16652 

9.6 

63 

Winterthur 

663 

2770 

2520 

-27 

-13 

2.5 

27 

1.5 

6001 

122 

15731 

9.4 

63 

Jacobs  Suchard 

781 

2328 

3973 

-26 

-1 1 

2.6 

13 

2.4 

3696 

178 

1791 

19.4 

44 

ITED  STATES 

NTRY  COMPOSITE 

2069335 

50 

24 

24 

2.8 

21 

3.3 

2346625 

1 66030 

5009743 

18.7 

International  Business  Machines 

6 

64650 

1 10 

-3 

-3 

1.6 

12 

4.4 

59700 

5490 

73040 

13.9 

33 

8 

54923 

43 

-4 

-4 

1.7 

1 1 

5.1 

87300 

5260 

74300 

15.7 

1  1 

General  Electric 

12 

49391 

55 

30 

30 

2.7 

14 

3.0 

38800 

3390 

41280 

19.0 

34 

American  Telephone  &  Telegraph 

16 

381 15 

36 

30 

30 

3.3 

16 

3.4 

35200 

2270 

35150 

20.6 

55 

Philip  Morris 

19 

32142 

139 

66 

66 

4.2 

15 

3.2 

31700 

2060 

36960 

28.1 

43 

25 

27524 

69 

30 

30 

9.6 

22 

2.4 

5940 

1207 

6128 

44.7 

45 

Du  Pont 

28 

26077 

110 

33 

33 

1.7 

1 1 

3.8 

32900 

2190 

30720 

15.2 

22 

General  Motors 

29 

25245 

40 

7 

7 

0.7 

5 

7.4 

110000 

4630 

1 64000 

13.2 

42 

BellSouth 

32 

24169 

49 

17 

17 

1.9 

14 

5.2 

13600 

1670 

28470 

13.4 

55 

Ford  AAotor 

34 

23927 

49 

2 

2 

6  2 

5300 

1 4 JUUU 

25.3 

42 

Amoco 

35 

22929 

45 

19 

19 

1.9 

1  1 

4.3 

23900 

2060 

29920 

17,0 

1  1 

Coco-Colo  Enterprises 

39 

21504 

58 

52 

52 

6.7 

19 

2.4 

8338 

1045 

8356 

34.6 

43 

Wol-Mort  Stores 

40 

21492 

38 

34 

34 

7.1 

26 

0.6 

20649b 

837b 

6360 

27.8 

54 

Mobil 

43 

21153 

52 

15 

15 

1.3 

1 1 

5.0 

54400 

2030 

38820 

12.1 

1  1 

47 

19633 

93 

1 0 

1 0 

2.6 

9 

4  9 

1 8300 

1 580 

21510 

29  1 

]  ] 

wiic  V  roil 

52 

18902 

55 

1 2 

1 2 

1  3 

1 3 

5  1 

27700 

1 770 

33970 

9  6 

]  ] 

Sears,  Roebuck 

59 

17499 

47 

35 

35 

1.2 

16 

4.3 

50300 

1030 

77950 

7.7 

54 

Procter  &  Gamble 

60 

17402 

103 

35 

35 

2.7 

15 

3.1 

19336 

1020 

14820 

18.6 

44 

GTE 

61 

17334 

53 

45 

45 

1 .9 

1 4 

5  0 

1 6460 

1 225 

3 1 1 00 

1 3  5 

55 

KpII  Af  lantir 

62 

171 16 

87 

21 

2 1 

1 .9 

1 3 

5  1 

1 0900 

1 320 

24730 

1 4.5 

55 

Dow  Chemical 

63 

17000 

93 

12 

12 

2.3 

7 

3.5 

16682 

2410 

16239 

36.0 

22 

Pacific  Telesis 

64 

16861 

40 

32 

32 

2. 1 

14 

4.7 

9483 

1 188 

21 190 

14.8 

55 

Johnson  &  Johnson 

68 

16452 

49 

27 

27 

4  7 

1 6 

2  3 

9000 

974 

7119 

28  5 

45 

nAinn<oQAtn  AAininn  &  AAfn 

IVlll  11 1^3  V  lU  fVIIIIIIIU  W  (V)IU> 

70 

16091 

73 

1 8 

18 

3  0 

1  4 

3  6 

1 058 1 

1  1 54 

8922 

21  6 

7  ] 

Nynex 

72 

16045 

79 

21 

21 

1.7 

12 

5.6 

12700 

1320 

22790 

14.5 

55 

Ameritech 

73 

16017 

60 

31 

31 

2.0 

13 

4.9 

9900 

1240 

19160 

15.8 

55 

Southwestern  Bell 

77 

15509 

52 

36 

36 

1 .8 

1 4 

5  0 

8453 

1060 

20980 

1 2.7 

55 

Eli  Lilly 

79 

15186 

c  c 
J  J 

TO 
jr 

4.7 

19 

0  A 

Z.A 

4070 

7  A  1 
/  O  1 

45 

Eastman  Kodak 

84 

14518 

45 

7 

7 

2.1 

1 1 

4.5 

17034 

1397 

22964 

19.8 

46 

Bristol-Myers 

85 

14387 

50 

1 9 

1 9 

4. 1 

1 7 

4.0 

5973 

829 

5 1 90 

24. 1 

45 

PepsiCo 

87 

14224 

54 

49 

49 

4.5 

18 

1.8 

13007 

762 

1 1 136 

25.4 

43 

American  Home  Products 

89 

13580 

93 

27 

27 

4.6 

1  4 

4.2 

5501 

932 

4610 

32.2 

45 

American  Express 

91 

13494 

32 

28 

28 

2.8 

14 

2.6 

NA 

988 

142700 

20.5 

62 

American  International  Group 

97 

13383 

82 

44 

44 

1  9 

]  ] 

0  6 

847 1 

1217 

374 1 0 

1 7  9 

63 

Abbott  Laboratories 

98 

13350 

59 

28 

28 

5.4 

17 

2.4 

4937 

752 

4825 

31,5 

45 

Hewlett-Packard 

107 

12648 

54 

-5 

-5 

2.8 

15 

0.6 

9831 

816 

7497 

18.2 

35 

Texaco 

1 10 

12446 

51 

2 

2 

1.4 

11 

5.9 

33500 

1300 

26340 

12.3 

1 1 

US  West 

1 1 1 

12407 

68 

26 

26 

1  6 

]  ] 

5  5 

922 1 

1 1 32 

224 1 0 

14  6 

55 

Walt  Disney 

1 12 

12404 

93 

61 

61 

5.3 

21 

0.5 

3428 

522 

5109 

24.6 

53 

Boeing 

1  1 4 

12316 

80 

46 

46 

2.3 

19 

2.2 

16962 

614 

12608 

11.9 

31 

Anneuser-ouscn 

1 16 

12165 

43 

38 

38 

3.9 

1 7 

1 .7 

8924 

716 

7110 

23.2 

43 

Waste  Management 

120 

11792 

52 

49 

49 

5.4 

25 

0.9 

3566 

453 

4878 

21.7 

52 

Digital  Equipment 

1 23 

1 1 603 

92 

-12 

-12 

1.5 

10 

0.0 

1 1475 

1306 

101 12 

15.2 

33 

McDonald's 

127 

1 1261 

60 

36 

36 

3.9 

17 

1.0 

5566 

646 

6982 

22.8 

53 

Citicorp 

140 

10130 

32 

33 

33 

1.4 

6 

5.1 

NA 

1700 

207600 

23.6 

61 

Pfizer 

141 

10089 

61 

16 

16 

2.3 

13 

3.6 

5385 

791 

7637 

18.5 

45 

MCI  Communications 

148 

9477 

39 

179 

179 

7.0 

24 

0.0 

5137 

356 

5843 

29.0 

55 

Schlumberger 

150 

9360 

39 

5 

5 

3.4 

23 

3.0 

4925 

454 

5600 

14.7 

36 

Westinghouse  Electric 

157 

9070 

63 

18 

18 

2.4 

1 1 

3.8 

1 1719 

823 

16940 

21.7 

34 

USX 

158 

9034 

35 

1  1 

11 

1.8 

1 1 

4.0 

16900 

760 

19470 

16.9 

25 

Pacific  Gas  &  Electric 

168 

8608 

20 

23 

23 

1.2 

12 

7.2 

7646 

638 

21070 

10.2 

12 

Dun  &  Bradstreet 

169 

8569 

56 

14 

14 

5.0 

20 

3.5 

4267 

499 

5023 

24.6 

52 

Kellogg 

172 

8513 

69 

29 

29 

5.7 

18 

2.5 

4349 

480 

3298 

31.7 

44 

Union  Pacific 

176 

8258 

73 

15 

15 

1.8 

15 

3.0 

6068 

559 

12228 

12.5 

57 

Loews 

178 

8196 

108 

68 

68 

2.0 

9 

0.9 

10865 

890 

25830 

23.3 

71 

Southern  Co. 

180 

8083 

26 

10 

10 

1.2 

9 

8.4 

7235 

846 

19730 

13.3 

12 

Emerson  Electric 

182 

8001 

36 

19 

19 

2.8 

14 

3.2 

6652 

529 

5027 

19.7 

34 

Squibb 

186 

7853 

81 

29 

29 

5.6 

18 

2.5 

2586 

425 

3083 

31.2 

45 

Commonwealth  Edison 

190 

7667 

36 

49 

49 

1.1 

12 

8.3 

5610 

740 

17830 

9.1 

12 

SmithKline  Beckman 

191 

7656 

62 

18 

18 

5.0 

17 

3.0 

4749 

476 

5017 

28.4 

45 

K  mart 

194 

7556 

38 

13 

13 

1.5 

10 

4.3 

27301b 

803b 

12126 

15.5 

54 

SCEcorp 

197 

7537 

35 

3 

3 

1.5 

10 

7.2 

6253 

762 

14860 

15.1 

12 
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I 


He  also  doesn't  realize 
Hewlett-Packard  makes  PCs. 


I 


:iH()  is  a  trademark  i)f  Intel  Corijoraliim 

'I  ' WHO  Hewlett-Packard  Company  c:P  f'( 'HI i:! 


That's  unfortunate.  Because 
Hewlett-Packard  has  a  Une  of 
eiglit  higli-peiformance  per- 
sonal computers.  PCs  which 
range  from  desktop  and  floor- 
mount  Intel386™  based  power- 
houses to  entiy-level  8086- 
compatibles.  PCs  which  offer 
you  a  better  way  of  doing 
business. 

Hewlett-Packard  personal 
computers  give  you  plenty  of 
opportunity  for  expansion.  As 


The  HI'  Vfctia  gSi^O  PC.  ( )iu'  in 
a  line  of  eiglit  I^C's  from  Hewlett-Packard. 


well  as  plenty  of  options.  At  the 
high  end,  you  can  get  up  to  8 
accessory  slots,  620  Mbytes  of 
hard  disk  storage,  and  16  Mbytes 
of  RAM.  And  on  all  models,  you 
get  a  choice  of  video  solutions 
and  the  flexibility  of  using 
either  5.25"  or  3.5"  disks. 

Beyond  this,  an  investment  in 
Hewlett-Packard  PCs  allows 
you  to  choose  confidently  from 
thousands  of  software  applica- 
tions and  peripherals.  HP's  strict 


adherence  to  industry  stan- 
dards insures  compatibility. 
Now,  and  into  the  ftiture. 

But  the  most  important  feature, 
the  one  you  won't  get  with  any 
other  personal  computer,  is 
Hewlett-Packard  reliability  For 
50  years,  HP  has  promised,  and 
delivered,  exceptional  quality 
in  everything  from  calculators 
to  HP  LaserJet  printers. 

Finally,  every  PC  made  by 


Hewlett-Packard  is  backed  by 
an  extensive  network  of  trained, 
authorized  dealers.  For  more 
information  and  the  name  of 
your  nearest  dealer,  call  1-800- 
752-0900. You'll  soon  realize 
what  an  HP  personal  computer 
can  do  for  you. 

There  is  a  better  way 

tjm  HEWLETT 
TiM  PACKARD 


MARKET 

PRICE/ 

RETURN 

GLOBAL 

VALUE 

PRICE 

%  CHANGE 

BOOK 

SALES 

rKUHl J 

ASSETS 

ON 

COUNTRY 

1000 

US. 

PER  SHARE 

FROM 

988 

VALUE 

P/E 

YIELD 

US 

us. 

US. 

EQUITY 

RANK 

RANK 

$  MIL 

U.  S,  $ 

(U.  S.  $) 

(LOCAL) 

RATIO 

RATIO 

% 

$  MIL. 

$  MIL 

$  MIL. 

% 

63 

Scherinq-Plouqh 

202 

7470 

67 

28 

28 

4.5 

18 

2.7 

2969 

390 

3426 

24.7 

64 

Warner  Communications 

203 

7440 

52 

53 

53 

4.3 

LOSS 

1.3 

4731 

-1 1 

4598 

NEC 

65 

Monsanto 

204 

7374 

107 

38 

38 

1.9 

12 

3'.2 

8293 

591 

8461 

15.7 

66 

Berkshire  Hathaway*** 

205 

7366 

6425 

64 

64 

2.0 

20 

0.0 

1 992 

3 1 3 

68 1 6 

9.9 

67 

J.  P.  Morgan 

206 

7365 

41 

13 

13 

1.3 

8 

4.1 

NA 

1002 

83920 

15.8 

68 

Motorola 

210 

7312 

56 

19 

19 

2.2 

16 

1.3 

8250 

445 

6710 

13.5 

69 

ITT 

213 

7283 

60 

25 

25 

1.0 

10 

2.5 

19355 

858 

41941 

10.6 

70 

Time 

218 

7187 

1 27 

39 

39 

5.3 

27 

0.8 

4507 

289 

4913 

19.8 

71 

United  Telecommunications 

220 

7158 

70 

125 

125 

3.8 

40 

2.8 

6493 

142 

9817 

9.6 

72 

Capital  Cities/ABC 

22) 

7133 

441 

45 

45 

3.2 

19 

0.0 

4773 

387 

5378 

16.6 

73 

J.  C.  Penney 

222 

7124 

58 

24 

24 

1.8 

10 

3.9 

14833b 

807b 

12254 

18.9 

74 

Gannett 

225 

6955 

43 

32 

32 

3.9 

19 

2.5 

3314 

364 

3792 

20.6 

75 

Federal  National  Mortgage 

226 

6942 

88 

121 

121 

3.1 

14 

1.5 

NA 

507 

1 12200 

22.7 

76 

H.  J.  Heinz 

229 

6891 

54 

32 

32 

4.3 

17 

2.7 

5244 

386 

3605 

25.8 

77 

Tenneco 

230 

6848 

54 

21 

21 

2,2 

87 

5.6 

13234 

-1 

17370 

2.5 

78 

Burlington  Resources*** 

23 1 

6806 

46 

NA 

NA 

2  2 

1 .3 

2 1 67 

70 

5589 

79 

United  Technologies 

235 

6718 

51 

37 

37 

1.4 

10 

3.1 

18518 

659 

12748 

13.7 

80 

Xerox 

238 

6557 

64 

23 

23 

1.2 

18 

4.7 

16441 

388 

26440 

6.9 

81 

Caterpillar 

241 

6465 

64 

3 

3 

1.6 

10 

1.9 

10255 

616 

9686 

15.5 

82 

Norfolk  Southern 

243 

6453 

36 

35 

35 

1  3 

1 0 

3  7 

4462 

635 

10058 

12  6 

83 

American  Brands 

249 

6328 

68 

47 

47 

2.5 

12 

3.6 

11980 

541 

12200 

21.7 

84 

Paramount  Communications 

250 

6318 

54 

30 

30 

2.8 

17 

1.3 

3056 

385 

5378 

16.7 

85 

May  Department  Stores 

251 

6261 

42 

33 

33 

2.3 

12 

3.4 

1 1742 

503 

6181 

19.0 

86 

Tele-Communications 

252 

6200 

35 

54 

54 

5. 1 

585 

0.0 

2282 

56 

8574 

0.9 

87 

Tovs  'R'  U<; 

253 

6195 

31 

33 

33 

4.4 

23 

0.0 

4000b 

268b 

2555 

19.3 

88 

Aetna  Life  &  Casualty 

255 

6165 

54 

23 

23 

1.0 

8 

5.1 

18174 

699 

81410 

11.4 

89 

Warner-Lambert 

259 

6068 

90 

37 

37 

6.1 

16 

2.9 

3908 

370 

2702 

38.7 

90 

Sara  Lee 

260 

6067 

55 

43 

43 

3.9 

16 

2.6 

10400 

325 

5012 

23.8 

91 

261 

6058 

30 

22 

22 

1.6 

10 

4.0 

10004 

564 

15387 

15.6 

92 

Occidental  Petroleum 

265 

5983 

28 

5 

5 

1.2 

12 

8.9 

19417 

313 

16740 

9.5 

93 

General  Re 

269 

5927 

64 

18 

18 

2.2 

12 

2.1 

1903 

513 

9394 

19.1 

94 

Intel 

272 

5868 

33 

2.8 

13 

0.0 

2875 

453 

3549 

21.6 

95 

273 

5862 

48 

15 

15 

5.8 

15 

0.8 

4071 

400 

2082 

37.8 

96 

Upjohn 

274 

5859 

32 

-2 

-2 

3.2 

16 

2.8 

2746 

353 

3139 

19.8 

97 

Rockwell  International 

275 

5842 

22 

1 6 

1 6 

1.6 

10 

3.5 

1 1946 

600 

9208 

16.5 

98 

McCow  Cellular  Communs.*** 

281 

5760 

44 

1 19 

1 19 

NA 

LOSS 

0.0 

31 1 

-297 

2076 

NEC 

99 

^UiUpUCII  JOUp 

282 

5753 

44 

67 

67 

3.0 

20 

2.1 

4869 

242 

3610 

14.8 

100 

Phillips  Petroleum 

284 

5716 

24 

35 

35 

2.7 

8 

3.7 

11304 

650 

1 1968 

33.9 

101 

Aluminum  Co.  of  America 

285 

5716 

65 

4 1 

4 1 

1.3 

6 

2.5 

9795 

861 

10537 

20.9 

102 

Limited 

288 

5656 

32 

66 

66 

7.8 

21 

1.0 

4071b 

245b 

1588 

36.3 

1 03 

VaOiiaoiiuaitra  cdibon  of  ■• 

290 

5600 

49 

12 

12 

1.3 

10 

7.0 

5109 

599 

9552 

13.3 

104 

Chrysler 

294 

5507 

24 

9 

9 

0.7 

5 

5.1 

35473 

1050 

48567 

15.1 

105 

Syntex 

299 

5431 

48 

25 

25 

7.5 

18 

3.1 

1272 

297 

1444 

42.8 

106 

International  Paper 

302 

5413 

49 

]  5 

]  5 

1.2 

7 

3.0 

9533 

754 

9462 

17.4 

1 07 

nai3Twn~rurinD 

303 

5413 

87 

15 

15 

5.4 

16 

1.9 

5876 

363 

4045 

35.0 

108 

General  Mills 

305 

5371 

66 

39 

39 

8.5 

18 

2.9 

5179 

265 

2672 

46.5 

109 

Baxter  Travenol  Laboratories 

306 

5340 

22 

4 

4 

1.7 

16 

2.6 

6861 

388 

8550 

10.6 

110 

Public  Service  Enterprise  Group 

307 

5339 

26 

9 

9 

1.4 

10 

7.8 

4395 

529 

1 1690 

13.6 

1 1 1 

American  Electric  Power 

308 

5322 

28 

-4 

-4 

1.3 

9 

8.4 

4841 

627 

14260 

14.5 

112 

Kimberly-Clark 

309 

5315 

66 

25 

25 

2.8 

14 

3.9 

5394 

379 

4267 

20.8 

113 

BankAmerica 

311 

531 1 

29 

1 73 

1 73 

1.6 

9 

2.1 

NA 

547 

94650 

18.2 

114 

Unocal 

312 

531 1 

46 

27 

27 

2.5 

13 

2.2 

10085 

365 

9508 

18.9 

1  1 5 

LIN  Broadcasting 

314 

5221 

102 

NA 

NA 

36.1 

61 

0.0 

226 

82 

582 

59.0 

1 16 

American  TV  &  Communications 

315 

5200 

48 

NA 

NA 

27.3 

71 

0.0 

812 

70 

1 196 

38.3 

1  17 

Allied-Signal 

318 

5179 

35 

1.6 

1  1 

5.1 

1 1909 

463 

10005 

14.5 

1 18 

Times  Mirror 

327 

51 12 

40 

30 

30 

3.0 

16 

2.4 

3259 

332 

3475 

19.3 

329 

5078 

199 

28 

28 

4.0 

17 

2.2 

2778 

283 

3910 

23.1 

120 

Browning-Ferris  Industries 

330 

5071 

34 

51 

51 

5.8 

21 

1.4 

2067 

227 

2258 

27.5 

121 

Archer  Daniels  Midland 

331 

5058 

29 

38 

38 

1.9 

13 

0.4 

6798 

353 

4397 

14.5 

122 

Texas  Utilities 

333 

5049 

30 

]  7 

]  7 

0.9 

8 

9.8 

4140 

643 

16060 

1 1.5 

1  OT 
1  /  J 

Security  Pacific 

339 

4960 

44 

26 

26 

1.4 

8 

5.2 

NA 

639 

77870 

18.5 

124 

PPG  Industries 

340 

4958 

45 

1 1 

1 1 

2.5 

10 

3.4 

5617 

468 

5154 

23.5 

125 

Melville 

342 

4946 

45 

43 

43 

2.9 

14 

2.9 

6780 

355 

2736 

20.9 

126 

American  Cyanamid 

346 

4927 

55 

1 4 

1 4 

2.4 

16 

2.5 

4592 

306 

4593 

15.3 

127 

Borden 

348 

4897 

66 

27 

27 

2.6 

15 

2.7 

7244 

312 

4440 

17.2 

128 

Duke  Power 

351 

4861 

48 

5 

5 

1.4 

13 

6.2 

3627 

448 

8890 

11.3 

129 

PacifiCorp 

359 

4773 

39 

10 

1 0 

1.6 

12 

7.1 

3519 

447 

1 1936 

14.0 

130 

Raytheon 

363 

4724 

71 

14 

14 

2.2 

10 

3. 1 

8192 

490 

4739 

23.5 

131 

Quaker  Oats 

366 

4704 

59 

29 

29 

3.8 

19 

2.0 

5330 

256 

2975 

20.1 

iM 

132 

Dayton  Hudson 

374 

4610 

54 

55 

55 

2.2 

15 

2.1 

12204b 

287b 

6523 

15.0 

)4 

133 

CPC  International 

376 

4573 

58 

23 

23 

3.8 

15 

2.7 

4700 

289 

3342 

25.0 

)4 

134 

NCR 

379 

4550 

57 

-9 

-9 

2.2 

1 1 

2.3 

5990 

439 

4717 

20.3 

a 

135 

AMP 

380 

4538 

42 

-7 

-7 

3.0 

14 

2.8 

2670 

319 

2375 

20.9 

136 

Contel 

382 

4503 

57 

77 

77 

2.9 

14 

3.9 

2964 

312 

5865 

20.0 

,15 
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'©  taslnijn  Kodak  Conipdny,  1989 

There  are  Kodak  systems  to  let  you  create 
documents,  view,  merge,  change,  copy,  print 
and  transmit  them.  Control  them.  Safely 
stored,  they  can  be  found  and  retrieved  in 
seconds. 

Kodak  systems  can  find  a  cost-effective,  archival 
image  on  microfilm  in  seconds.  Or  a  time- 
sensitive  document  on  an  optical  disk  even  faster 
Then  you  can  view  it,  act  on  it.  Or,  with  systems 
like  our  electronic  publishing  system,  you  can 
even  add  to  or  improve  on  a  document.  Equally 
important,  Kodak  software  systems  people  are 
dedicated  to  linking  any  of  these  devices  into  any 
of  yours,  from  mainframe  to  mini  to  PC. 

We  are  more  than  photographs.  We  are 
imaging.  For  more  details  on  images  that  mean 
business,  call  1 800  445-6325,  Ext.  960B. 


MARKET 

PRICE/ 

RETURN 

GLOBAL 

VALUE 

PRICE 

%  CHANGE 

BOOK 

SALES 

PROFITS 

ASSETS 

ON 

COUNIRr 

1000 

U  S 

PER  SHARE 

FROM  1988 

VALUE 

P/E 

YIELD 

U  S 

U  S 

u  s 

EQUITY 

IND 

RANK 

RANK 

$Mll 

U.  S.  $ 

(LOCAL) 

RATIO 

RATIO 

% 

$Mll, 

$MIL. 

$MIL 

% 

C 

137 

Deere 

385 

4477 

60 

25 

25 

1 .8 

16 

2.0 

5365 

287 

5245 

1 1 .3 

138 

Sun 

387 

4430 

42 

38 

38 

1.3 

13 

4.3 

10000 

321 

8616 

10.3 

139 

American  General 

389 

4410 

36 

20 

20 

1.1 

1 1 

4  2 

3823 

413 

30420 

9.5 

140 

fvlarsh  a  /vlcLennan 

390 

4398 

62 

1 4 

1 4 

5.8 

15 

4.1 

NA 

296 

1830 

38.3 

141 

Georgia-Pacific 

391 

4367 

47 

23 

23 

1.7 

9 

3.0 

9509 

467 

71 15 

19.4 

142 

Dominion  Resources 

396 

4329 

44 

1 

1 

1.3 

1 1 

7.3 

3344 

438 

10282 

12.6 

j 

143 

Cigna 

397 

4323 

55 

18 

18 

0.8 

1 1 

5.4 

13454 

418 

55830 

7.8 

144 

CNA  rinancial 

398 

4319 

73 

30 

30 

1.3 

8 

0.0 

6967 

546 

22940 

15.1 

145 

Philadelphia  Electric 

400 

4313 

21 

19 

19 

1.2 

9 

10.5 

3229 

566 

1 1860 

1 2.7 

146 

PNC  Financial 

409 

4269 

47 

8 

8 

1 .6 

9 

4.5 

NA 

443 

40810 

17.9 

1 47 

Unisys 

413 

4222 

27 

-20 

-20 

1.2 

12 

3.8 

9902 

681 

1 1530 

9.7 

1 48 

Travelers 

423 

4139 

41 

1 4 

1 4 

0.9 

32 

5.9 

7779 

103 

53330 

2.8 

149 

FPL  Group 

426 

4098 

31 

2 

2 

1.3 

10 

7.3 

5854 

448 

1 1793 

13.1 

150 

Marion  Laboratories 

429 

4077 

27 

68 

68 

10.7 

21 

1.3 

752 

150 

554 

49.8 

151 

Hilton  notels 

432 

4069 

85 

89 

89 

5.0 

35 

1.2 

954 

131 

1892 

14.2 

1 52 

NCNd 

437 

4048 

47 

1 15 

1 15 

2.1 

16 

2.1 

NA 

252 

29850 

13.1 

153 

MCA 

438 

4042 

55 

36 

36 

2.4 

24 

1.2 

3024 

165 

41 15 

9.8 

154 

Wells  Fargo 

441 

4026 

77 

37 

37 

1.9 

8 

3.9 

NA 

513 

46610 

23.2 

155 

Teledyne 

445 

3992 

357 

6 

6 

1.9 

13 

1.1 

4598 

392 

5125 

14.4 

156 

Marriott 

449 

3940 

36 

27 

27 

5.6 

18 

0.7 

7370 

232 

5981 

30.6 

157 

Gillette 

452 

3925 

41 

7 

7 

NA 

16 

2.4 

3581 

269 

2868 

NEG 

158 

Tandy 

459 

3885 

44 

-2 

-2 

2.4 

12 

1.4 

3794 

316 

2530 

20.0 

159 

Bankers  Trust  New  York 

463 

3846 

47 

39 

39 

1.1 

6 

4.4 

NA 

648 

57940 

19.2 

160 

Masco 

469 

3766 

28 

3 

3 

2.7 

14 

1.7 

2439 

288 

2850 

19.3 

161 

Middle  South  Utilities 

477 

3708 

18 

84 

84 

0.8 

9 

4.4 

3565 

41 1 

15940 

8.5 

162 

Union  Carbide 

482 

3681 

27 

38 

38 

2.0 

5 

3.7 

8324 

662 

8441 

41.8 

163 

(.ompaq  (.omputer 

483 

3667 

95 

NA 

NA 

4.5 

13 

0.0 

2066 

255 

1 591 

33.4 

164 

Student  Loan  Marketing  Assn. 

486 

3657 

102 

30 

30 

6.3 

18 

0.8 

NA 

225 

28630 

34.5 

165 

AMR 

489 

3630 

62 

47 

47 

1.2 

7 

0.0 

8824 

5 

9723 

15.7 

166 

Dow  Jones 

491 

3617 

36 

12 

12 

4.1 

16 

2.0 

1603 

228 

21 12 

26.1 

167 

Texas  Instruments 

493 

3593 

44 

-1 

-1 

2.1 

]  1 

1.6 

6295 

366 

4428 

18.7 

168 

Santa  Fe  Southern  Pacific 

494 

3581 

23 

33 

33 

7.4 

30 

0.0 

3144 

147 

6824 

24.8 

169 

Consolidated  Natural  Gas 

496 

3556 

43 

24 

24 

2.2 

21 

4.1 

2468 

193 

4109 

10.4 

170 

CSX 

502 

3521 

33 

24 

24 

1.1 

367 

3.8 

7592 

-38 

13020 

0.3 

1 7 1 

wnitman 

504 

351 1 

34 

NA 

NA 

4.0 

20 

3.0 

3583 

177 

3486 

20.4 

172 

Colgate-Palmolive 

505 

3497 

51 

16 

16 

3.1 

17 

2.9 

4734 

195 

3217 

18.6 

173 

Arco  Chemical 

506 

3492 

36 

NA 

NA 

2.5 

7 

6.9 

2700 

494 

2548 

35.8 

174 

Banc  One 

507 

3491 

27 

7 

7 

1.7 

10 

3.9 

NA 

340 

25270 

17.1 

175 

Houston  Industries 

510 

3466 

29 

~6 

-6 

1.0 

9 

10.1 

3649 

395 

10218 

10.7 

176 

Tribune 

512 

3451 

46 

23 

23 

2.9 

16 

1.9 

2335 

210 

2941 

17.9 

177 

Corning 

513 

3447 

39 

51 

51 

2.2 

12 

2.1 

2302 

292 

2899 

18.8 

178 

Scott  Paper 

514 

3443 

47 

27 

27 

2.2 

9 

1 .7 

4726 

401 

5156 

25.1 

1 79 

GAA  Hughes  Electronics 

516 

3434 

27 

Q 

— O 

Q 

—o 

NA 

13 

2.7 

1 1244 

635 

1 1 127 

NA 

1 80 

Salomon 

519 

3419 

26 

NA 

NA 

1.2 

236 

2.5 

6146 

280 

74750 

0.5 

181 

Pitney  Bowes 

520 

3417 

45 

7 

7 

3.3 

15 

2.3 

2650 

237 

4788 

22.9 

182 

Delta  Air  Lines 

523 

3406 

69 

46 

46 

1.5 

9 

1.7 

6915 

307 

5748 

16.9 

183 

Chemical  Waste  ^Aanagement 

524 

3401 

34 

NA 

NA 

6.1 

28 

0.6 

700 

117 

876 

22.1 

184 

Donnelley 

530 

3370 

43 

28 

28 

2.9 

16 

2.1 

2878 

205 

2086 

18.5 

185 

F.  W.  Woolworth 

534 

3360 

53 

1 

1 

1.8 

12 

3.6 

8088b 

288b 

3535 

15.6 

186 

Li:ii 

536 

3324 

69 

27 

27 

3.6 

18 

2.9 

1818 

186 

1758 

19.7 

187 

Orvx  Enerav*** 

538 

3289 

31 

NA 

NA 

2.0 

LOSS 

3.9 

1070 

-305 

4094 

NEG 

188 

Microsoft*** 

539 

3280 

61 

4 

4 

6.5 

22 

0.0 

591 

124 

493 

30 

189 

Ohio  Edison 

541 

3279 

22 

15 

15 

1.3 

10 

9.1 

2143 

347 

7556 

12.8 

190 

Genuine  Parts 

542 

3278 

42 

1 7 

17 

3.8 

18 

2.8 

2942 

181 

1141 

21.6 

191 

Reynolds  Metals 

543 

3276 

55 

26 

26 

1.5 

7 

2.9 

5567 

482 

5032 

20.3 

192 

Cooper  Industries 

547 

3257 

32 

1 1 

1 1 

1.8 

14 

3.1 

4258 

224 

4384 

12.9 

193 

Chase  Manhattan 

549 

3254 

37 

35 

35 

0.8 

4 

6.5 

NA 

1059 

97460 

20.6 

194 

Honeywell 

550 

3251 

75 

8 

8 

1.9 

-7 

2.8 

7148 

-435 

5089 

NEG 

195 

Computer  Associates  IntI* 

551 

3248 

41 

NA 

N  A 

6.5 

20 

0.0 

1030b 

164b 

839 

32.3 

196 

Champion  International 

554 

3220 

34 

2 

2 

1.0 

7 

3.3 

5129 

456 

6700 

14.0 

197 

Halliburton 

555 

3219 

30 

-7 

-7 

1.5 

43 

3.3 

4839 

85 

4722 

3.6 

198 

Washington  Post 

556 

3216 

250 

20 

20 

3.7 

18 

0.7 

1368 

166 

1422 

20.5 

199 

Central  &  South  West 

562 

3189 

34 

5 

5 

1.2 

10 

7.7 

2512 

356 

8110 

12.7 

200 

Amerada  Hess 

567 

3166 

39 

38 

38 

1.4 

11 

1.6 

4264 

124 

5372 

12.6 

201 

Newmont  Gold 

572 

3146 

30 

-27 

-27 

14.5 

30 

0.2 

389 

108 

324 

48.8 

202 

Fleet/Northstar  Financial 

573 

3142 

29 

NA 

NA 

1.6 

9 

4.5 

NA 

336 

29050 

17.8 

203 

NWA 

574 

3141 

107 

1 68 

1 68 

1.9 

16 

0.8 

5650 

135 

4372 

11.7 

204 

Carolina  Power  &  Light 

585 

3084 

38 

10 

10 

1.3 

18 

7.7 

2273 

197 

7504 

7.4 



205 

Ethyl 

587 

3065 

25 

19 

19 

3.2 

13 

1.9 

201 1 

231 

1981 

24.5 

2c  ■ 

SunTrust  Banks 

588 

3065 

24 

NA 

NA 

1.6 

10 

3.2 

NA 

309 

29180 

16.2 

207 

Goodyear  Tire  &  Rubber 

590 

3054 

53 

-15 

-15 

1.5 

9 

3.4 

10810 

350 

8618 

17.2 

208 

Afbertson's 

591 

3054 

46 

NA 

NA 

3.8 

18 

1.8 

6773b 

163b 

1591 

21.5 

209 

Humana 

595 

3047 

31 

16 

16 

2.6 

12 

3.3 

3435 

227 

3422 

22.4 

210 

McDonnell  Douglas 

597 

3041 

80 

34 

34 

1.0 

1 1 

3.5 

15072 

350 

1 1885 

9.0 

211 

Merrill  Lynch 

605 

2998 

30 

25 

25 

0.9 

20 

3.3 

NA 

208 

64400 

4.3 

212 

Detroit  Edison 

619 

2917 

20 

45 

45 

1.0 

-16 

8.5 

3102 

389 

11158 

NEG 
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What's  the  best  medium  to  file  an  image  or 
data  in  secure,  retrievable  form?  Kodak  is 
expert  in  all  of  them. 

Kodak  offers  a  complete  array  of  storage  media 
from  high  end  to  low  end.  As  you  would  expect, 
we  are  a  leader  in  microfilm  products.  We  are 
also  a  leader  in  optical  and  magnetic  storage 
products.  The  14-inch  Kodak  optical  disk,  able  to 
hold  6.8  gigabytes  of  data,  is  the  highest- 
capacity  highest-performance  optical  disk  in  the 
world.  Verbatim  Corp.,  a  Kodak  company,  offers 
a  family  of  diskettes,  including  one  with  a  Teflon*' 
coating  for  unprecedented  protection  against 
data  loss  due  to  accidents.  You  will  also  find  us  at 
the  forefront  of  erasable  optical  disk  technology. 
Choose  the  medium  according  to  your  applica- 
tion. Choose  us  because  we  offer  them  all,  with 
the  best  support  and  service  in  the  business. 

We  are  more  than  photographs.  We  are 
imaging.  For  more  details  on  images  that  mean 
business,  call  1 800  445-6325,  Ext.  960C. 

Teflon  IS  a  trademark  of  Du Pont. 
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213 

Pennzoil 

621 

2913 

81 

1 1 

1 1 

2.3 

21 

3.7 

2274 

1 16 

4479 

1 1.0 

214 

Pennsylvania  Power  &  Light 

626 

2896 

39 

5 

5 

1.5 

1 1 

7.4 

2214 

332 

7194 

13.7 

215 

Automatic  Data  Processing 

628 

2893 

39 

1 

1 

3.1 

16 

1-3 

1549 

170 

1654 

19.1 

216 

Lockheed 

634 

2870 

48 

15 

15 

1.2 

7 

3.7 

10590 

442 

6643 

16.0 

217 

Contel  Cellular*** 

642 

2844 

25 

216 

216 

1 8.8 

980 

0.0 

41 

2 

182 

1 .9 

218 

Chubb 

647 

2826 

70 

22 

22 

1 .4 

8 

3-3 

2765 

360 

9741 

17.9 

219 

Centel 

648 

2820 

48 

45 

45 

3. 1 

37 

2.6 

1095 

1 10 

3752 

8.3 

220 

Pacific  Enterprise 

653 

281 1 

44 

-6 

-6 

1.5 

14 

7.9 

5932 

203 

6866 

10.9 

221 

Nordstrom 

654 

281 1 

35 

NA 

MA 

4.4 

22 

0.8 

2328b 

123b 

1512 

19.7 

222 

W.  R.  Grace 

660 

2786 

33 

33 

33 

1 .8 

1 4 

4.2 

5786 

1 92 

5310 

1 2.6 

223 

Texas  Eastern 

665 

2762 

52 

96 

96 

2.2 

1 5 

1 .9 

3481 

167 

5444 

14.7 

224 

TRW 

671 

2739 

46 

-1 

-1 

1.8 

10 

3.8 

6982 

261 

4442 

16.7 

225 

UST 

675 

2728 

26 

NA 

NA 

6.2 

1 7 

3.6 

619 

162 

598 

35,7 

226 

Electronic  Data  Systems 

683 

2665 

53 

25 

25 

NA 

16 

1 .8 

4844 

384 

2958 

NA 

227 

USF&G 

684 

2660 

32 

0 

0 

1 .4 

12 

8.6 

4730 

232 

12360 

1 1 .9 

228 

First  Wachovia 

685 

2659 

46 

26 

26 

1.7 

10 

3.3 

NA 

244 

21820 

16.3 

229 

UAL 

689 

2649 

1 23 

51 

51 

2.4 

5 

0.0 

8982 

600 

6701 

44.0 

230 

First  Union*** 

690 

2647 

25 

1 1 

11 

1 .4 

9 

4.0 

NA 

297 

28978 

1 4.8 

231 

Dresser  Industries 

694 

26 1 4 

39 

1 1 

1 1 

1 .7 

1 8 

2-6 

3942 

123 

2899 

9.7 

232 

ConAgra 

695 

2614 

34 

16 

16 

3.2 

15 

2.3 

9475 

154 

3043 

21.4 

233 

Union  Camp 

698 

2606 

38 

13 

13 

1 .7 

8 

3.9 

2661 

295 

3094 

19.7 

234 

New  York  Times 

699 

2595 

33 

24 

24 

3.0 

1 8 

1 .5 

1700 

161 

1915 

1 6.9 

235 

Transamerica 

700 

2595 

35 

7 

7 

0.9 

8 

5.4 

NA 

346 

26750 

1 1 .9 

236 

Mead 

702 

2589 

41 

20 

20 

1.7 

8 

2.1 

4464 

364 

3540 

21.5 

237 

Consolidated  Rail 

703 

2587 

38 

30 

30 

0.6 

8 

3.2 

3490 

306 

7224 

7.8 

238 

Hershey  Foods 

706 

2582 

29 

24 

24 

2.6 

1 7 

2.4 

2168 

145 

1764 

14.7 

239 

Union  Electric 

707 

2578 

25 

6 

6 

1 .4 

10 

7.9 

2029 

292 

5827 

13.3 

240 

Walgreen 

710 

2568 

42 

29 

29 

4.1 

18 

1.6 

4884 

129 

1512 

23.2 

241 

First  Interstate  Bancorp 

719 

2519 

55 

23 

23 

1 .3 

26 

5.3 

NA 

102 

58190 

5.0 

242 

Great  Western  Financial 

725 

2498 

20 

32 

32 

1 .3 

10 

4. 1 

NA 

248 

32810 

12.6 

243 

Knight-Ridder 

726 

2496 

47 

12 

12 

3.0 

20 

2.6 

2083 

1 47 

2357 

1 5.6 

244 

Federal  Express 

728 

2491 

47 

15 

15 

1.8 

14 

0.0 

3883 

188 

3009 

13.4 

245 

First  Chicago 

732 

2480 

40 

44 

44 

1 .3 

5 

4.5 

NA 

513 

44430 

24,3  j 

246 

Textron 

734 

2472 

27 

18 

18 

1 ,0 

9 

3.7 

7286 

272 

1 2554 

11,7  1 

247 

Ashland  Oil 

736 

2470 

42 

23 

23 

2.4 

1 1 

2.4 

8196 

1 84 

4254 

21,5  j 

248 

Amdahl 

738 

2467 

23 

-1 

-1 

2.4 

1 1 

0.4 

1802 

214 

1931 

21,1 

249 

Deluxe 

739 

2465 

29 

28 

28 

4.3 

17 

3.2 

1 196 

143 

786 

25,3 

250 

Emhart 

741 

2456 

39 

82 

82 

2.7 

19 

2.2 

2763 

127 

2426 

14,1 

251 

Coca-Cola  Enterprises 

747 

2442 

18 

24 

24 

1.6 

18 

0.3 

3874 

153 

4669 

8-6 

252 

Himont*** 

749 

2436 

38 

38 

38 

7 

4  3 

171 1 

373 

1 905 

25.9 

253 

Coastal 

750 

2427 

41 

48 

48 

1.9 

14 

1.0 

8187 

157 

7870 

13-2 

254 

James  River  Corp.  of  Virginia 

754 

2421 

30 

27 

27 

1.3 

10 

1.6 

5872b 

255b 

5005 

12-4 

255 

Baltimore  Gas  &  Electric 

757 

2409 

30 

-7 

-7 

1.3 

9 

6.9 

1864 

303 

5126 

13-9 

256 

Martin  Marietta 

758 

2403 

46 

1 1 

1  1 

2  0 

7 

2  4 

5727 

320 

3319 

27.2 

257 

Centerior  Energy 

762 

2392 

17 

1 1 

11 

0.8 

9 

9.4 

2038 

247 

12047 

8.3 

258 

General  Dynamics 

763 

2392 

57 

6 

6 

1.2 

7 

1.7 

9551 

379 

6118 

19.1 

259 

CMS  Energy 

764 

2363 

29 

57 

57 

1.2 

8 

0.0 

2943 

272 

8305 

14.8 

260 

Maytag 

767 

2354 

23 

4 

4 

3.5 

13 

4.0 

1886 

136 

1330 

26, 1 

261 

St.  Paul 

773 

2345 

51 

19 

19 

1.2 

7 

4.4 

2706 

353 

10380 

16,9 

262 

Air  Products  &  Chemicals 

778 

2331 

43 

-7 

-7 

1.8 

1 1 

2.8 

2432 

214 

3000 

16,9 

263 

Rohm  &  Haas 

780 

2329 

35 

14 

14 

1.9 

1 1 

3.2 

2535 

230 

2242 

18,4 

264 

Morgan  Stanley  Group*** 

782 

23 1 7 

66 

59 

59 

]  7 

7 

1  4 

4109 

395 

40051 

24,5 

265 

Northeast  Utilities 

784 

2309 

21 

10 

10 

1.3 

10 

8.3 

2279 

234 

6664 

12,8 

266 

Barnett  Bonks 

786 

2302 

38 

17 

17 

1.7 

10 

3.1 

NA 

226 

25750 

17.7 

267 

Eaton 

790 

2285 

62 

20 

20 

2,0 

10 

3.2 

3469 

228 

3034 

19.9 

268 

Chemical  Banking 

791 

2282 

36 

23 

23 

0  7 

3 

7  6 

754 

67440 

24.2 

269 

Sovran  Financiol*** 

794 

2276 

39 

19 

19 

1.6 

9 

3.9 

NA 

243 

22484 

16.9 

270 

Hercules 

796 

2268 

49 

6 

6 

1.1 

17 

4.5 

2802 

143 

3325 

6.7 

271 

National  Medical  Enterprises 

803 

2247 

31 

28 

28 

2.3 

13 

2.2 

3202 

170 

3507 

18,5 

272 

Rubbermaid 

804 

2244 

3 1 

40 

40 

4  4 

22 

1  4 

1 1 94 

99 

782 

20, 1 

273 

National  City*** 

805 

2238 

37 

27 

27 

1.7 

9 

4.5 

NA 

233 

21623 

17,8 

274 

Great  Northern  Nekoosa 

806 

2236 

41 

4 

4 

1.5 

6 

3.1 

3588 

342 

3821 

23,1 

275 

San  Diego  Gas  &  Electric*** 

812 

2215 

40 

18 

18 

1.8 

14 

6.8 

2076 

189 

3533 

13.1 

276 

Fluor 

813 

2213 

28 

56 

56 

3  7 

32 

0  6 

5 1 32 

56 

2074 

11.4 

277 

Northern  States  Power 

814 

2212 

35 

13 

13 

1.5 

1 1 

6.0 

2007 

215 

4495 

14.0 

278 

Thiokol 

8)8 

2202 

46 

19 

19 

2.1 

19 

2.0 

2316 

159 

1920 

1  1  1 

279 

NBD  Bancorp 

820 

2199 

46 

30 

30 

1.5 

9 

3.6 

NA 

227 

24170 

15.9 

280 

Aon 

82 1 

O  1  OP 

37 

37 

1 2 

1 939 

1 80 

8265 

14  6 

28' 

Oreat  Atlantic  &  Pacific  Tea*** 

822 

2196 

58 

65 

65 

2.3 

17 

1.0 

10068 

128 

2640 

13,1 

282 

.''Mjthern  New  England  Tel. 

823 

2195 

72 

42 

42 

2.0 

14 

4.5 

1368 

156 

2674 

14.0 

283 

825 

2192 

32 

12 

12 

2.0 

12 

2.7 

2516 

184 

1760 

16.9 

284 

K>--yr->VttGee 

827 

2187 

45 

23 

23 

1 .5 

17 

2.9 

2608a 

84a 

3071 

8.8 

285 

Columbia  Pictures  Entertainment 

829 

2182 

20 

NA 

NA 

2.3 

994 

0.0 

1616b 

9b 

3566 

0.2 

286 

Price*** 

830 

2181 

45 

23 

23 

4.0 

20 

NA 

4140 

95 

993 

19.8 

287 

Kemper*** 

831 

2173 

38 

59 

59 

1.2 

10 

2.2 

3488 

198 

12078 

12.2 

288 

General  Public  Utilities 

834 

2169 

37 

9 

9 

1.1 

8 

4.8 

2834 

284 

6415 

12.8 
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IVIHIMVC  1 

PRICE/ 

Dm  IDM 

GLOBAL 

VALUE 

PRICE 

%  CHANGE 

BOOK 

SALES 

PROFTTS 

ASSETS 

ON 

COUNTRY 

1000 

US 

PER  SHARE 

FROM  1988 

VALUE 

P/E 

YIELD 

U.S. 

US. 

U.  S 

EQUITY  INDI 

RANK 

RANK 

$  MIL 

U,  S,  $ 

(U.S.  $) 

(LOCAL) 

RATIO 

RATIO 

% 

$MIL 

$MIL, 

$MIL 

%  C 

289 

Becton,  Dickinson 

838 

2155 

55 

8 

8 

2.2 

14 

1.8 

1709 

149 

2068 

16.0 

290 

Sysco 

839 

2145 

47 

NA 

NA 

3.9 

20 

0.8 

4385 

80 

1021 

19.6 

291 

Primerica 

843 

2137 

22 

NA 

NA 

1.5 

8 

1.3 

NA 

127 

4306 

17.6  1 

292 

Ingersoll-Rond 

845 

2129 

42 

2 

2 

1.7 

13 

2.9 

3021 

162 

2483 

12.9  ; 

293 

Torchmark 

849 

2106 

39 

NA 

NA 

2.6 

12 

3.0 

NA 

180 

4427 

21.0  c 

294 

Whirlpool 

850 

2105 

30 

16 

16 

1.6 

13 

3.6 

4314 

161 

3409 

12.5 

295 

Enron 

851 

2102 

44 

5 

5 

1.5 

19 

5.6 

5708 

130 

8694 

8.1 

296 

Newmont  Mining 

853 

2096 

35 

-9 

-9 

NA 

105 

1.7 

500 

97 

1964 

NEC 

297 

Dover 

855 

2087 

32 

-6 

-6 

3.1 

15 

2.2 

1954 

146 

1 150 

21.2 

298 

Intl.  Flavors  &  Fragrances 

857 

2081 

55 

7 

7 

3.0 

16 

3.5 

840 

129 

882 

18.9 

299 

Amax 

858 

2077 

25 

25 

25 

1.3 

3 

3.2 

3944 

741 

4076 

44.1 

300 

Home  Depot*** 

860 

2059 

41 

64 

64 

5.0 

25 

0.3 

2000 

77 

699 

19.8 

301 

Litton  Industries 

867 

2040 

80 

-4 

-4 

1.7 

12 

0.0 

4864 

167 

5074 

14.4 

302 

Clorox 

868 

2040 

38 

31 

31 

2.9 

14 

3.3 

1260 

133 

1 156 

19.8 

303 

Lincoln  National 

874 

2032 

49 

6 

6 

1.0 

16 

5.1 

5715 

147 

20960 

6.4 

304 

Snearson  Lehman  Hutton*  * 

876 

2027 

20 

12 

12 

1.4 

LOSS 

3.7 

NA 

96 

84800 

NEG 

305 

Castle  &  Cooke*** 

878 

2022 

34 

28 

28 

2.7 

19 

0.0 

2469 

1 12 

1922 

14.4 

306 

Liz  Claiborne 

880 

2019 

23 

52 

52 

4.4 

17 

0.9 

1 184 

1 10 

629 

26.2 

307 

Shawmut  National*** 

882 

2013 

27 

18 

18 

1.2 

8 

5.0 

NA 

243 

28414 

14.9 

308 

Baker  Hughes 

883 

2013 

17 

1 

1 

2.1 

32 

2.7 

2316 

59 

2118 

6.5 

309 

Super  Valu  Stores 

885 

2011 

27 

28 

28 

2.6 

15 

1.9 

10296b 

135b 

2305 

17.4 

310 

USAir  Group 

888 

2002 

46 

43 

43 

1.0 

8 

0.3 

5707 

210 

5349 

1 1.9 

31 1 

US  West  New  Vector  Group*** 

889 

2001 

39 

135 

135 

12.5 

LOSS 

0.0 

133 

-25 

307 

NEG 

312 

Geico 

890 

1999 

130 

5 

5 

1  1.0 

1 1 

1.4 

1557 

189 

3060 

97.7 

313 

H.  F.  Ahmonson 

891 

1999 

20 

33 

33 

1.1 

9 

4.3 

NA 

202 

40260 

1 1.2 

314 

Citizens  &  Southern 

893 

1990 

33 

36 

36 

1.8 

10 

3.8 

NA 

206 

20440 

19.0 

315 

Boise  Cascade 

898 

1977 

44 

2 

2 

1.2 

7 

3.2 

4095 

289 

3610 

17.7 

316 

Allegheny  Power  System 

899 

1975 

38 

-4 

-4 

1.3 

10 

8.2 

2170 

205 

4334 

13.2 

317 

Winn-Dixie  Stores 

904 

1965 

49 

22 

22 

2.7 

14 

3.9 

9008 

117 

1514 

18.7 

318 

Potomac  Electric  Power 

907 

1948 

21 

-4 

-4 

1.6 

10 

7.1 

1350 

21 1 

4147 

15.8 

319 

Westvoco 

908 

1948 

30 

6 

6 

1.7 

9 

3.1 

2134 

200 

2214 

18.0 

320 

Illinois  Tool  Works 

909 

1940 

37 

1 

1 

2.6 

13 

1.3 

1930 

140 

1380 

19.6 

321 

Ryder  System 

912 

1933 

24 

-8 

-8 

1.3 

1 1 

2.5 

5030 

135 

6039 

12.1 

322 

Columbia  Gas  System 

914 

1930 

43 

39 

39 

1.2 

18 

4.7 

3129 

1 19 

5641 

6.8 

323 

Dillard  Department  Stores*** 

920 

1921 

60 

45 

45 

2.5 

16 

0.3 

2558 

1 14 

2068 

15.2 

324 

Wisconsin  Energy 

921 

1920 

29 

9 

9 

1.6 

1 1 

5.8 

1541 

183 

2849 

14.2 

325 

Household  International 

922 

1916 

56 

0 

0 

1.6 

1 1 

3.8 

NA 

184 

21030 

14.9 

326 

Avon  Products 

923 

1913 

36 

48 

48 

8.6 

19 

2.8 

3063 

141 

2460 

44.8 

327 

American  Stores 

924 

1910 

63 

25 

25 

2.2 

25 

1.6 

18478b 

98b 

7010 

8.6 

328 

A|U«|*** 

Miiiei 

925 

1909 

45 

39 

39 

2.4 

15 

3.8 

1068 

125 

2153 

16.3 

329 

Penn  Central 

926 

1909 

27 

1 1 

1 1 

1.1 

1 1 

1.5 

1547 

94 

2401 

9.4 

330 

F  p  A  A  n  #t  r  t_       ^       M  D  #^  n 
•  1  trtrpori~IViCIVIOI\Qri 

931 

1900 

36 

55 

55 

3.1 

8 

6.9 

1955 

310 

3729 

37.2 

331 

f^rnrlA  ^x/ct^mc*** 

937 

1891 

31 

82 

82 

9.8 

30 

0.0 

282 

43 

250 

33.4 

332 

Arklo 

939 

1889 

22 

2.1 

18 

4.8 

1996 

125 

3075 

11.4 

333 

Wm.  Wrigley  Jr.*** 

940 

1885 

48 

35 

35 

6.1 

20 

2.7 

891 

87 

440 

20.4 

334 

AAonuf acturers  Hanover 

947 

1860 

36 

24 

24 

0.7 

3 

9.0 

NA 

752 

66710 

25.2 

JO  J 

Continental  Corp. 

948 

1859 

34 

—9 

0.8 

24 

7.6 

3860a 

123 

12150 

3.4 

336 

Bank  of  Boston 

949 

1858 

27 

A 

V 

0 

1.0 

6 

4.6 

NA 

322 

36060 

17.2 

337 

E.  W.  Scripps*** 

953 

1850 

24 

24 

24 

2.9 

24 

1.5 

1214 

70 

1556 

12.0 

338 

Long  Island  Lighting 

954 

1849 

17 

43 

43 

0.8 

7 

0.0 

2138 

298 

8326 

1 1.5 

339 

CoreStates  Financial 

956 

1847 

47 

1.6 

10 

3.6 

NA 

179 

16430 

16.4 

340 

960 

1837 

40 

1  ^ 

1 5 

2.8 

LOSS 

1.5 

1863 

-23 

1957 

NEG 

341 

Burlington  Northern 

963 

1827 

25 

32 

32 

2.0 

9 

4.9 

4700 

207 

6330 

21.7 

342 

964 

1825 

29 

1  Q 
1  O 

1 8 

1.2 

7 

4.2 

2873 

269 

7732 

16.2 

343 

KA^trn  MnKiIck  CT^*** 

968 

1818 

70 

111 

111 

NA 

LOSS 

0.0 

56 

-37 

242 

NEG 

344 

Phelps  Dodge 

969 

1815 

59 

AQ 
40 

1.7 

4 

4.7 

2320 

420 

2755 

42.9 

345 

Vulcan  Materials 

972 

1814 

45 

20 

20 

2.9 

13 

2.5 

1053 

136 

958 

21.3 

346 

Florida  Progress*** 

974 

1812 

36 

o 

1.4 

10 

7.2 

2002 

197 

4304 

13.1 

347 

Armstrong  World  Industries 

980 

1792 

39 

7 

7 

1.8 

1 1 

2.7 

2680 

163 

2098 

15.7 

348 

Paccar*** 

985 

1785 

50 

39 

39 

1.9 

10 

5.0 

3267 

176 

2832 

19.8 

349 

Stone  Container*** 

988 

1769 

30 

2 

2 

1.6 

5 

2.4 

3742 

342 

2395 

32.1 

350 

Tandem  Computers 

990 

1766 

18 

4 

4 

2.1 

17 

0.0 

1315 

94 

1318 

1 1.9 

351 

Brown-Forman*** 

994 

1749 

63 

36 

36 

3.3 

12 

2.7 

1067 

103 

932 

27.0 

352 

Brunswick 

998 

1743 

20 

-1 1 

-n 

1.8 

1 1 

2.2 

3282 

193 

2092 

16.4 

353 

Valhi*** 

1000 

1741 

15 

56 

56 

5.9 

19 

0.7 

2252 

8! 

2291 

13.7 

WEST  GERMANY 


COUNTRY  COMPOSITE 

151063 

271 

II 

28 

3.0 

25 

3.7 

288351 

8306 

750813 

14.1 

1  Daimler-Benz 

86 

14360 

339 

-3 

12 

3.2 

10 

2.8 

36830 

839 

26024 

31  7 

2  Siemens 

95 

13394 

274 

30 

50 

1.6 

14 

3.1 

29754 

660 

29872 

1 1.9 

3  Allianz 

101 

13252 

883 

14 

32 

4.7 

47 

1.1 

5312o 

189a 

14783 

10.1 

4  Deutsche  Bank 

143 

10082 

267 

14 

32 

1.6 

NA 

3.5 

NA 

603 

152343 

NA 

5  Bayer 

144 

9896 

156 

-3 

13 

1.4 

9 

6.0 

20280 

930 

17209 

15.4 

6  BASF 

160 

8962 

157 

7 

23 

1.5 

9 

6.0 

21984 

707 

16402 

16.9 

7  Hoechst 

161 

8930 

159 

1 

17 

2.0 

11 

5.9 

20528 

914 

15725 

19.3 

8  RWE 

248 

6352 

147 

27 

46 

1.8 

16 

4.3 

13458 

368 

19790 

1 1.5 

9  VEBA 

270 

5922 

148 

4 

20 

1,3 

10 

5.8 

22516 

505 

18166 

12.1 

10  Volkswagen 

276 

5826 

199 

37 

58 

1.1 

9 

3.9 

29677 

370 

25202 

13.1 

1 1  Miinchener  Riick 

337 

4994 

1037 

-6 

9 

1 1.6 

.70 

0.8 

5880 

30 

14062 

16.5 

12  DresdnerBonk 

378 

4557 

156 

14 

32 

1.2 

NA 

5.0 

NA 

225a 

103383 

NA 
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HckettoRidel 


Dad  talks  in  smokescreens.  Can't  ever  say  what 
he  really  feels.  Like  this  morning,  getting  ready 
to  go.  All  he  could  talk  about  was  the  car  Did  I  have' 
the  oil  checked'?'  How  were  the  brakes?  So  I  told 
him,  I  had  the  Goodwrench  guys  at  the  GM 
dealership  loof^  it  over  '  xi''^'  't 

I  did,  too.  ■ 
6ee,  this  car  is  my  ticket  to  the  real  world.  My  =  \  ; 
freectom  to  go  where  I  want  to  go.  You  better     ■■  V 
believe  I'm  gonna  take  care  of  it,  ,  ■  ;'• 

Dad  just  nodded.  :■■  -  ' 

But  I  knew  what  he  was  saying.". 


Your  car  is  an  important  part  of  everythirig  you  db, 
whether  it's  a  shopping  expedition  to  the  mati  or  .  ; 
striking  out  on  your  own.  That's  why  it's  important; 
to  take  it  to  Mr.  Goodwrench. 
No  one  else  has  the  GM  factory  training, 
the  experience,  the  genuine  GM  parts  that  ■ 
Mr  Goodwrench  has.  '  J; 

So  whether  it's  a  Chevrolet,  Pontiac,  Oldsmobile,  : 
Buick,  Cadillac  or  GMC  Truck,  bring  ^^^^^^ 
it  to  Mr  Goodwrench.  You'll  find  iHHHI 
him  at  over  7200  General  Motors  Goodwrendi 
dealerships  coast  to  coast. 


^  /S 


It's  not  just  a  car. . .  it's  your  freedom. 


MARKET 

PRICE/ 

RETURN 

GlOBAl 

VALUE 

PRO 

%  CHANGE 

BOOK 

SALES 

PROFITS 

ASSETS 

ON 

COUNTRY 

1000 

US 

PER  SHARE 

FROM  1988 

VALUE 

P/E 

YIELD 

U  S 

U.S. 

US 

EQUITY 

INDI 

RANK 

RANK 

$  MIL. 

U-  S.  $ 

(U.  S.  $) 

(LOCAL) 

RATIO 

RATIO 

% 

$  MIL 

$  MIL 

$  MIL 

% 

13 

BMW 

430 

4070 

271 

-9 

5 

2.6 

15 

3.6 

9172a 

188o 

5174 

18.0 

14 

Thyssen 

443 

4008 

128 

59 

84 

2.0 

10 

4.6 

14643 

319 

9699 

20.1 

15 

Mannesmann 

563 

3185 

123 

43 

65 

1.7 

43 

4.V 

10234 

107a 

6742 

3.9 

16 

Henkel 

61 1 

2960 

/ou 

NA 

NA 

2.4 

1 6 

2,7 

5 1 38 

1 62 

3729 

1 4.8 

17 

Mercedes-Automobil  Holding 

636 

2868 

268 

-4 

10 

2.7 

NA 

3.5 

NA 

65 

1117 

NA 

18 

Bayerische  Hypotheken 

645 

2829 

188 

-2 

13 

1.5 

NA 

5.2 

NA 

125 

67652 

NA 

i 

19 

Commerzbank 

679 

2707 

120 

-5 

10 

1.0 

NA 

5.9 

NA 

224 

90203 

NA 

( 

20 

Bayerische  Vereinsbank 

756 

241 0 

1 86 

2 

18 

1 .3 

NA 

5.5 

N  A 

1 28 

81383 

NA 

( 

21 

Deutsche  Lufthansa 

842 

2142 

90 

8 

25 

2.0 

40 

3.5 

5545a 

44a 

4417 

5.0 

t 

22 

Linde* 

852 

2097 

364 

1 

17 

2.7 

21 

2.8 

1786 

62 

1404 

12.7 

23 

Nixdorf  Computer 

897 

1 978 

1 62 

-45 

-37 

1 .3 

1 3 

1  9 

2676 

1  29q 

24 1 0 

9  9 

24 

Kaufhof 

901 

1974 

238 

7 

24 

2.7 

37 

2.8 

5064 

38 

2260 

7.4 

] 

25 

AEG 

905 

1960 

105 

-12 

1 

2.1 

NA 

1.8 

6705 

14 

4699 

NA 

26 

MAN 

916 

1 925 

1 50 

43 

65 

2.0 

1 9 

3.4 

7498 

90 

6897 

10.2 

27 

VIAG 

934 

1898 

164 

35 

57 

1.8 

13 

3.6 

4746 

88a 

4677 

14.0 

28 

Schering 

938 

1889 

334 

16 

35 

1.9 

21 

2.8 

2642 

79 

2807 

8.9 

29 

Karstodt 

945 

1869 

260 

0 

16 

2.6 

25 

2.7 

5981a 

86a 

2354 

10.2 

30 

Rheinelektra* 

987 

1769 

804 

37 

58 

24.0 

76 

1.1 

301 

18 

230 

31.5 

OTHER  MARKETS  AROUND  THE  WORLD 


The  Global  1000  ranking  excludes  companies  from  countries 
where  stock  markets  are  largely  closed  to  foreign  investors  and 
where  major  corporations  are  often  privately  owned.  Many  of 


these  companies  ore  significant  global  competitors,  and  the  list 
below  includes  those  companies  where  annual  revenues  for  the 
most  recent  fiscal  year  are  over  $1  billion. 


Company 

U.S 

Sales 

$  Bil. 

Profits 

U.S.  $  AAiL 

Company 

Sales 

U.S.  $  Bil. 

Profits 

U.S.  $  Mil. 

Company 

Soles 

U.S.  $  Bil. 

Pif 

U.S.  t 

SOUTH  KOREA 

KOREAN  AIR 

2.25 

38.6 

NAN  YA  PLASTICS 

1.87 

1 ; 

SAMSUNG  (Trading) 

9.95 

15.9 

SSANGYONG  (Trading) 

2.14 

24.7 

CHINA  SnEL 

1.61 

4! 

HYUNDAI  (Trading) 

8.21 

12.6 

KIA  MOTOR 

2.07 

34.5 

FORMOSA  PLASTICS 

1.18 

1^ 

DAEWOO  (Trading) 

6.91 

47.4 

LUCKY  (Chemicals) 

1.77 

93.4 

TATUNG 

1.04 

POHANG  IRON  &  STEEL 

5.41 

196.4 

DAEWOO  ELECTRONICS 

1.62 

26.1 

BRAZIL 

i> 

HYUNDAI  MOTOR 

4.98 

62.0 

HYOSONG  (Trading) 

1.54 

1.5 

I 

PAO  DE  ACUCAR 

2.02 

SAMSUNG  ELECTRONICS 

4.42 

148.3 

DAEWOO  MOTORt 

1.53 

N/A 

PETROLED  IPIRANGA 

1.87 

GOLDSTAR 

4.12 

26.6 

DONG-A  CONSTRUCTION  IND. 

1.22 

9.1 

VARIG  BRAZILIAN  AIRLINES 

1.58 

LUCKY  GOLDSTAR  IHTL  (Trading) 

3.95 

15.4 

DAELIM  INDUSTRIAL 

1.13 

12.3 

ANDRADE  GUTIERREZ 

1.31 

HYUNDAI  HEAVY  IHDUSTRIESt 

3.87 

63.8 

CHEIL  SUGAR 

1.00 

6.9 

MEXICO 

t 

YUKONG 

3.45 

91.1 

TAIWAN 

SUNKYONG  (Trading) 

2.53 

25.4 

CATHAY  LIFE  INSURANCE 

2.53 

86.0 

ALFA 

1.80 

4;. 

tPrivately  held,  unlisted       JFiscol  1987 


KEY  TO  INDUSTRY  CODES 

Bold  single  digit  represents  brood  economic  sector  as  defined  by  Morgan  Stanley  Capital 
International.  Double  digit  is  industry  classification  code  within  each  economic  sector. 


1.  ENERGY 

1 1 .  Energy  sources 

12.  Electric  &  gas  utilities 

2.  MATERIALS 

21.  Building  materials  &  components 

22.  Chemicals 

23.  Forest  products  &  paper 

24.  Nonferrous  metals 

25.  Steel 

26.  Misc.  materials  &  commodities 

3.  CAPIV6.I.  EQUIPMENT 

31.  Aerospace  &  military  technology 

32.  Construction  &  housing 


33.  Data  processing  &  reproduction 

34.  Electrical  &  electronics 

35.  Electronic  components  &  instruments 

36.  Energy  equipment  &  services 

37.  Industrial  components 

38.  Machinery  &  engineering 

CONSUMER  GOODS 

41.  Appliances  &  household  durables 

42.  Automobiles 

43.  Beverages  &  tobacco 

44.  Food  &  household  products 

45.  Health  &  personal  core 

46.  Recreation  &  other  consumer  goods 

47.  Textiles  &  apparel 


5.  SERVICES 

51.  Broadcasting  &  publishing 

52.  Business  &  public  services 

53.  Leisure  &  tourism 

54.  Merchandising 

55.  Telecommunications 

56.  Airlines 

57.  Rood  &  roil  transportation 

58.  Shipping 

59.  Wholesale  &  international  trade 

6.  FINANCE 

61 .  Banking 

62.  Financial  services 

63.  Insurance 

64.  Real  estate 

7  &  8.  OTHER 

71.  Multi-industry 
81 .  Gold  mines 
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»HABETICAL  LIST  OF  COMPANIES 

mber  preceding  each  company  is  its  Global  1000  rank.  The  code  following  each  company  shows  its  nationality  and  rank  within  thot  nation. 
I  the  statistics  for  a  company,  turn  to  the  country  listing  and  look  for  the  company  by  its  rank. 


>ey  Life  Group  (BR-61) 
jott  Laboratories  (US.35) 
■antesl  (,)A-320) 
;  (WG-251 

no  L.fe  &  Casualty  (US-88) 
A  ISWE-171 
ion  (NE-1  1| 

lonson  |H.  F.)  IUS-313) 

Liquide  IL')  (FR-131 

Products  &  Chemicals  IUS-262) 

r  Seiki  (JA-246) 

omoto  (JA-61} 

o  INE-51 

jrlson's  (US-208) 

jn  Aluminium  (CA.6) 

•rnene  Sank  Nederland  |NE-7) 

Mippon  Airways  (JA-39) 

anzo  Assicurozioni  |IM3) 

gheny  Power  System  (US-3161 

inz  lWG-3) 

^d-Lyor,s  IBR-24) 

rd-Signal  IUS-117) 

!l  (US-328) 

;  Electric  (JA-313) 

ninum  Co.  of  America  (US-101) 

ido  IJA-2091 

IX  IUS-299) 

Johl  (US-248) 

!rodo  Hess  (US-200| 

srican  Brands  |US-83| 

•neon  Cyanamid  IUS-I26) 

.-ricon  Electric  Power  (US-lllI 

srican  Express  (US-33) 

srican  General  (US-139) 

rrican  Home  Products  IUS-32) 

srican  International  Group  {US-34) 

srican  Stores  (US.327) 

srican  Telephone  &  Telegraph  (US-4) 

iricon  TV  &  Communications  (US-l  16) 

rritech  (US-261 

ico  (US-111 

'  iUS-135) 

«  (US-165) 

o  Bank  (NE-81 

10  Americon  (SA-3) 
euser  Busch  (US-41) 

'.  Group  Holdings  (AU-7) 
■  IJA.2031 
IUS-2801 

le  Computer  (US-9i| 

3ion  Oil  IJA-290) 

ler  Doniels  Midlond  (US-121) 

)  Chemicol  IUS-173) 

;ll  Group  (BR-50) 

a  iUS^332) 

strong  World  Industries  (US-3471 

ni  Breweries  IJA-159) 

ni  Chemical  Industry  (JA.65) 

11  Gloss  (JA-321 

I A  Group  (BR -461 
A  (SWE-31 

3  ABB  Brown  Boveri  (SWE/SWI-NR| 
kogo  Bank  (JA-1741 
ond  Oil  (US-2471 
rid  ISP  lll 

curozioni  Generoli  (IT-l] 
)ciated  Bntish  Foods  (BR-69) 
o  (5WE-91 

nlic  Richfield  (US- 151 

jmatic  Data  Processing  (US-2151 

.1  Products  (US-3261 


.  (BR-521 

!r  Hughes  (US-3081 

more  Gas  8.  Electric  (US-2551 

:  One  IUS-174) 

CO  Commerciole  Itoliona  |IT-9| 

:o  Bilbao  Vizcoyo  (SP-1) 

:o  Central  (SP-71 

CO  de  Sontonder  (SP-3) 

:o  Esponol  de  Credito  {SP-6) 

so  Hispano  Americano  (SP-81 

CO  Populor  Espono  (SP-lOl 

k  of  Boston  (US-336) 

k  of  fukuoka  (JA-1921 

k  of  Kyoto  IJA-21BI 

k  of  Montreal  (CA-19) 

k  of  Nova  Scotia  (CA-221 

k  of  Tokyo  (JA-221 

k  of  Yokohomo  (JA-79) 

kAmerico  (US-113) 

kers  Trust  New  York  (US- 159) 

que  Notionale  de  Paris  (FR-161 

yu  Phormoceuticoi  lJA-2491 

iloys  (BR- 121 

lett  Banks  (US-2661 

F  (WG-6) 

.  (BR-25) 

)er  Trovenol  Laboratories  (US- 109) 
er  (WG-5) 

3rische  Hypotheken  (WG-181 
erische  Vereinsbank  (WG-201 
Brown  Boveri  (5)  (SWI-9) 
(Bell  Canada  Enterprises)  (CA-1| 
■on,  Dickinson  (US-289) 


207  Beechom  Group  (BR- 14) 
62  Bell  Atlantic  (US-20) 

32  BellSouth  (US-91 

20S  Berkshire  Hothoway  (US-66) 

601  BET  (BR-48) 

87S  6ICC  (BR-841 

808  Blue  Circle  Industries  (BR-78) 

430  BMW  (WG-13) 

509  BOC  Group  (BR-38) 

I  14  Boeing  (US-401 

898  Boise  Coscode  (US-315) 

421  Boots  (BR-31) 

943  Borol  (AU.13) 

348  Borden  (US- 127) 

910  Broscon  (CA-26) 

ITS  Bridgestone  (JA.96) 

85  Bristol-Myers  (US-30) 
688  British  Aerospace  (BR-63) 
799  British  Airwoys  (BR.77I 
121  British  Gas  (BR-8) 

33  British  Petroleum  (BR-2) 
669  British  Steel  (BR-60) 

31  British  Telecommunicotions  (BR-1) 
164  Broken  Hill  Proprietary  (AU-1) 
903  Brother  Industries  (JA-3271 
330  Browning-Ferris  Industries  (US- 120) 
994  Brown-Formon  (US-351) 
998  Brunswick  (US-3521 
298  BSN  (Groupel  (FR-4) 
145  BTR  (BR  IO) 
456  BTR  Nylex  (AU-3) 
963  Burlington  Northern  (US-34 1) 
231  Burlington  Resources  (US-78) 
959  Burton  Group  (8R-91) 

92  B.A.T  Industries  (BR-51 


162  Coble  &  Wireless  (BR-1  1) 

521  Cadbury  Schweppes  (BR-39) 

282  Campbell  Soup  |US-99| 

415  Canadian  Imperiol  Bonk  (CA-9) 

268  Canadian  Pacific  (CA-4) 

932  Canal  Plus  (FR-28) 

188  Canon  (JA-102) 

962  Cop  Gemini  Sogeli  (FR-31) 

221  Capital  Cities/ABC  (US-72) 

915  Carlton  Communlcotions  (BR-87) 

585  Carolina  Power  &  Light  (US-204) 

656  Correlour  (FR-20) 

686  Cosio  Computer  (JA-264) 

878  Castle  &  Cooke  (US-305) 

241  Coterplllor  (US-81) 

529  Cathay  Pacific  Airwoys  (HK-5) 

329  CBS  (US-119) 

648  Centel  (US-219) 

762  Centerior  Energy  (US-257) 

562  Central  &  South  West  (US-199) 

554  Champion  International  (US- 196) 

549  Chose  Monfiottan  (US- 193) 

791  Chemical  Bonking  (US-268) 

524  Chemicol  Waste  Management  (US- 183) 

714  Cheung  Kong  Holdings  (HK-7) 

52  Chevron  (US-16) 
264  Chibo  Bonk  (JA-1241 
772  Chino  Light  &  Power  (HK-9) 
774  Chiyodo  Corp.  (JA-295) 
759  Chiyodo  Fire  &  Marine  (JA-289) 
294  Chrysler  (US-104) 
647  Chubb  (US-218) 

37  Chubu  Electric  Power  (JA-23) 
607  Chugoi  Pharmaceutical  (JA-242} 

657  Chugoku  Bonk  (JA.258) 

151  Chugoku  Electric  Power  (JA-84) 
159  Cibo-Geigy  (SWI-2) 

397  Cigna  (US- 143) 
140  Citicorp  (US-45) 

712  Citizen  Wotch  (JA-270) 
893  Citizens  &  Southern  (US-314) 
868  Clorox  (US-302) 
764  CMS  Energy  (US-259) 

398  CNA  Financial  (US-144) 
750  Coastal  (US-253) 

39  Coco-Cola  (US-12) 
747  Coca-Colo  Enterprises  (US-2511 
560  Coles  Myer  (AU-8) 
505  Colgate-Palmolive  (US  172) 
914  Columbia  Gas  System  (US-322) 
829  Colomblo  Pictures  (US-285) 
753  Commerciol  Union  Assurance  (BR-71) 
679  Commerzbonk  (WG-19) 
190  Commonwealth  Edison  (US-591 
483  Compaq  Computer  (US-1631 
551  Computet  Associates  Intl.  (US-195) 
695  ConAgra  IUS-232) 
290  Consolidoted  Edison  of  N.  Y.  (US-103) 
427  Consolidoted  Gold  Fields  (SA-2) 
496  Consolidated  Natural  Gos  (US-169) 
703  Consolidated  Rail  (US-237) 
382  Contel  (US-136) 
642  Contel  Cellulor  {US-217) 
948  Continental  Corp.  (US-335) 
951  Cookson  Group  (BR-89) 
547  Cooper  Industries  (US- 192) 
956  CoreStates  Financiol  (US-339) 


513  Corning  (US-177) 

467  Cosmo  OH  (JA-194) 

854  Courtaulds  (BR-81) 

376  CPC  Inlernotionol  (US-133) 

464  CRA  (AU-5) 

788  Credit  Lyonnols  (FR-25) 

807  Credito  lloliono  (IT-12) 

244  CS  Holding  (SWI-6) 

798  CSR  (AU-1 2) 

502  CSX  (US- 170) 


1  19  Doi  Nippon  Printing  (JA-64) 

680  Daicel  Chemical  industries  (JA-263) 

349  Doido  Steel  (JA-150) 

234  Doiel  (JA-1 12) 

368  Dailchi  Seiyoku  (JA-161) 

540  Daikin  Industries  (JA-220) 

731  Doikyo  Konko  (JA-278) 

863  Doimoru  (JA-318) 

86  Doimler-Benz  (WG-1) 
356  Doinippon  Ink  &  Chemicols  (JA-1 55) 
730  Doinippon  Phormoceuticoi  (JA-277) 
435  Dalshowa  Paper  (JA-1 84) 

69  Doiwo  Bank  (JA-42) 
236  Doiwo  House  Industry  (JA-1  13) 

49  Doiwo  Secunties  (JA-31) 
5  Dai-lchl  Kangyo  Bank  (JA-5) 
600  Doi-Tokyo  Fire  &  Marine  (JA-238) 
840  Dompsklbsselskobet  Af  1912  (DE-1) 
848  Dompsklbsselskobet  Svendborg  (DE-2) 
374  Doylon  Hudson  (US-132) 
295  De  Beers  (SA-1) 
385  Deere  (US-137) 
523  Delta  Air  Lines  (US-I82) 
739  Deluxe  (US-249) 
589  Denkl  Kogoku  Kogyo  (JA-235) 
619  Detroit  Edison  (US-212) 
143  Deutsche  Bank  (WG-4) 
842  Deutsche  Lufthansa  (WG-21) 
866  Development  Bank  of  Singapore  (SM-3) 
123  Digltol  Equipment  IUS-43) 
920  Dillord  Deportment  Stores  (US-323) 
1  12  Disney  (Wolt)  (US-39) 
396  Dominion  Resources  (US- 142) 
530  Donnelley  (US- 184) 
928  Dordtscfie  Petroleum  (NE-9) 
855  Dover  (US-297) 

63  Dow  Chemicol  (US-21) 
491  Dow  Jones  (US.166) 
378  Dresdner  Bank  (WG-1 2) 
694  Dresser  Industries  (US-231) 
973  Drlefonlein  Consolidated  (SA-41 
832  DSM  (NE-6) 

28  Du  Pont  (US-7) 
351  Duke  Power  (US-128) 
169  Dun  &  Brodstreet  (US-52) 


84  Eastman  Kodok  (US-29) 

790  Eoton  (US-267) 

408  Eboro  (JA-1 76) 

873  EBES  IBE-6) 

548  Eisol  (JA-223) 

508  Elders  IXL  (AU-6) 

929  Electrofina  (BE-9) 

501  Electrolux  (SWE-6) 

683  Electronic  Dota  Systems  (US-226) 

179  Elf  Aquitoine  (FI-1) 

946  Elsevier  (NE-10) 

182  Emerson  Electric  (US-57) 

741  Emhort  (US-250) 

364  Endeso  (SP-5) 

851  Enron  (US-295) 

667  Enterprise  Oil  (BR.58) 

635  Ericsson  (L.  M.)  (SWE-8) 

587  Ethyl  (US-205) 

283  Eurotunnel  (BR/FR-NR) 
NR  Eurotunnel  (London)  (BR-57) 
NR  Eurotunnel  (Poris)  (FR-18) 
8  Exxon  (US.2) 


919  Folconbridge  (CA.28) 

134  Fonoc  (JA.75) 

728  Federol  Express  (US-244) 

226  Federal  Notional  Mortgage  (US-75) 

678  Ferruzzl  Finanziorlo  (IT-llI 

99  Fiat  Group  (IT-2) 
732  First  Chicago  (US-245) 
719  First  Interstate  Bancorp  {US-241} 
690  First  Union  (US-230) 
685  First  Wochovio  (US-228) 
641  Fisons  (BR-55) 

573  Fleet/Northstor  Finonciol  (US-202) 
711  Fletcfier  Challenge  (N2-1) 
974  Florida  Progress  (US-346) 
813  Fluor  (US-276) 
545  Fondiorio  (La)  (IT.6) 
34  Ford  Motor  (US- 10) 
426  FPL  Group  (US-149) 
931  Freeport-McMoRon  (US-330) 

4  Fu|i  Bonk  (JA.4) 
277  Fuji  Electric  (JA-1 28) 
433  Fuji  Heavy  Industries  (JA-1 82) 


129  Fuji  Photo  Film  (JA-70) 

617  Fujlkuro  (JA-248) 

481  Fujisawo  Phormoceuticoi  (JA-202) 

267  FujilQ  Corp.  (JA-1 26) 

761  Fujito  Tourist  Enterprises  (JA-291) 

51  Fujitsu  (JA-33) 
886  Fukuoko  City  Bonk  (JA  323) 
687  Fukoyomo  Transporting  (JA-265) 
278  Furukowa  Electric  (JA-1 29) 


225  Gonnett  (US-74) 

639  Gateway  (BR-53) 

890  Geico  (US.312) 

571  Generol  Accident  Fire  &  Life  (BR-44) 

763  Generol  Dynomics  (US-258) 

12  General  Electric  (US.3) 
142  General  Electric  (BR-9) 
305  General  Mills  (US- 108) 

29  General  Motors  (US-8) 
834  General  Public  Utilities  (US-288) 
269  General  Re  (US-93) 
955  Generole  de  Bonque  (BE- 10) 
375  Generole  de  Belglque  (BE-2) 
361  Generole  des  Eoux  (FR-9) 
358  Generole  d'Electricite  (FR-8) 
542  Genuine  Ports  (US-190) 
391  Georgio-Pacific  (US-141) 
452  Gillette  (US- 157) 

74  Gloxo  Holdings  (BR-4) 
516  GM  Hughes  Electronics  (US-179) 
590  Goodyeor  Tire  &  Rubber  (US-207) 
232  GPG  (BR- 18) 
660  Grace  (W.  R.)  (US-222) 
215  Grond  Metropollton  (BR- 15) 
822  Greot  AHontic  6.  Pociflc  Tea  (US-281) 
806  Great  Northern  Nekooso  (US-274) 
446  Great  Universal  Stores  (BR  35) 
725  Great  Western  Financial  (US-242) 
802  Green  Cross  (JA-305) 
900  Gtoupe  Bruxelles  Lombert  (BE-8) 

61  GTE  (US-19) 
696  Guardian  Royal  Exchange  (BR-65) 
906  Gulf  Conodo  Resources  (CA-25) 
537  Gunmo  Bonk  (JA-219) 

H 


399  Hochijunl  Bank  (JA-1 71) 

555  Holllburton  (US- 197) 

877  Hommerson  Property  Inv.  .  (BR  85) 

720  Hong  Seng  Bank  (HK-8) 

279  Honkyu  Corp.  (JA-1 30) 

115  Hanson  (BR-7) 

286  Honwo  (JA-1 32) 

478  Hoseko  (JA-201) 

958  Hovos  (FR-30) 

837  Hawker  Slddeley  Group  (BR-80) 

525  Hozomo-Guml  (JA-215) 

995  Hees  International  Bancorp  (CA-31) 

229  Heinz  (H.  J.)  (US-76) 

611  Henkel  (WG-IW 

796  Hercules  (US-270) 

706  Hershey  Foods  (US-238) 

107  Hewlett-Pockord  (US-36) 

902  Hillsdown  Holdings  (BR-86) 

432  Hilton  Hotels  (US-151) 

749  Himont  (US-252) 

661  Hlno  Motors  (JA-260) 

472  Hiroshima  Bonk  (JA-198) 

497  Hltochi  Coble  (JA-207) 

708  Hltochi  Chemicol  (JA-268) 

17  Hltochi  Ltd.  (JA-1 2) 
950  Hltochi  Maxell  (JA-334) 
439  Hitachi  Metals  (JA-185) 
263  Hltochi  Zosen  (JA.123) 
161  Hoechst  (WG-7) 
174  Hoffmonn-Lo  Roche  (F.)  (SWI.3) 
301  Hokkaido  Electric  Power  (JA-138) 
237  Hokkoido  Tokoshoku  Bonk  (JA-1 14) 
310  Hokorlku  Bank  (JA-140) 
300  Hokurlku  Electric  Power  (JA-1 37) 
860  Home  Depot  (US-300) 
too  Hondo  Motor  (JA-53) 
550  Honeywell  (US-194) 
224  Hong  Kong  Telecommunications  (HK-1) 
993  Hongkong  Electric  Holdings  (HK-1 2) 
602  Hongkong  Lond  lHK-6) 
393  Hongkong  &  Shonghol  Bonking  (HK-2) 
819  Honshu  Paper  (JA-310) 
922  Household  Inlernotionol  (US-325) 
510  Houston  Industries  (US.175) 
896  Huvudstaden  (SWF-16) 
595  Humana  (US-209) 
461  Hutchison-Whampoo  (HK-3) 
604  Hyogo  Bonk  (JA-240) 


787  Iberduero  (SP-9) 

909  Illinois  Tool  Works  (US-320) 

557  Imosco  (CA-15) 

94  Imperial  Chemicol  Industries  (BR-6) 
189  Imperiol  OH  (CA-2) 
716  Inox  (JA-271) 
578  Inco  (CA.16) 

2  Industrial  Bonk  of  Japan  (JA-2) 


845  Ingersoll-Rond  (US-292) 
272  Intel  (US-94) 
691  Intercom  (BE-5) 

6  Internotionol  Business  Mochlnes  (US-1 
857  Intl.  flavors  &  Frogronces  (US-298) 
302  Internotionol  Paper  (US- 106) 
392  Internotionol  Thomson  Org.  (CA-8) 
997  Investor  (SWE-19) 
492  Isetan  (JA-206) 

136  Ishikowajlmo-Horimo  Heavy  (JA-77) 

240  Isuzu  Motors  (JA-1  16) 

154  Itoh  (C  )  (JA-86) 

81 1  Itohom  Foods  (JA-308) 

139  Ito-Yokodo  (JA-801 

213  ITT  (US-69) 

977  Iwatani  Internotional  (JA-341) 


781  Jocobs  Suchard  (SWI.12) 

754  Jomes  River  Corp.  of  Virginlo  (US-254) 

533  Jonome  Sewing  Machine  (JA-217) 

54  Jopon  Air  Lines  (JA-35) 
570  Japan  Steel  Works  (JA.227) 
810  Jopon  Synthetic  Rubber  (JA-307) 

68  Johnson  &  Johnson  (US-23) 
324  Joyo  Bank  (JA-1 44) 
384  Jujo  Paper  (JA-167) 
442  Jusco  (JA-1 86) 


194  K  mort  (US-61) 
90  Ko|ima  (JA-51) 
975  Kamigumi  (JA-340) 
727  Kondenko  (JA-275) 
629  Konebo  (JA-253) 

746  Konegotuchi  Chemical  Industry  (JA-284) 

21  Konsoi  Electric  Power  (JA-1 5) 
722  Kansollis-Osoke-Pankki  (f|.2) 
266  Koo  (JA-1 25) 
945  Korstadt  (WG-29) 
901  Koufhof  (WG-24) 
130  Kowosoki  Heavy  Industries  (JA-71) 
453  Kowosoki  Kisen  Koisho  (JA.189) 

42  Kowosoki  Steel  (JA-26) 
280  Keihln  Electric  Express  Railway  (JA-131) 
296  Keio  Teilo  Electric  Railway  (JA-135) 
341  Keisei  Electric  Railway  (JA-1 47) 
172  Kellogg  (US  53) 
831  Kemper  (US-287) 
827  Kerr-McGee  (US-284) 
309  Kimberly-Clork  (US-1 12) 
862  Kingfisher  (BR-83) 
775  Kinki  Electrlcol  Construction  (JA-296) 

88  Klnkl  Nippon  Rollwoy  (JA-50) 
104  Kirm  Brewery  (JA-56) 
726  Knlght-Ridder  (US-243) 

75  Kobe  Steel  (JA-44) 
367  Koito  Mfg.  (JA-1 60) 
166  Kokusol  Denshin  Denwa  (JA-91) 
624  Kokuyo  (JA-251) 
156  Komotsu  (JA-eS) 
627  Konico  (JA-252) 
424  Korokuen  (JA-1 80) 
109  Kuboto  (JA-60) 
185  Kumogai  Gumi  (JA-101) 
793  Kuraray  (JA.301) 
967  Kureho  Chemicol  Industry  (JA-338) 
917  Kymmene  (FI-3) 
287  Kyocero  (JA-1 33) 
800  Kyodo  Printing  (JA.303) 
124  Kyowa  Bonk  (JA-66) 
352  Kyowa  Hokko  (JA-1 52) 
117  Kyushu  Electric  Power  (JA-62) 
614  Kyushu  Motsushito  Electric  IJA.245) 


451  Lodbroke  Group  (BR-36) 

612  Loforge  Coppee  (FR-17) 

592  Loidlow  Tronsportotion  (CA-17) 

386  Land  Securities  (BR-28) 

797  Legal  &  Generol  Group  (BR-76) 

79  Lilly  (Ell)  (US-28) 
288  Limited  (US- 102) 
314  UN  Broadcasting  (US-1 15) 
874  Lincoln  Notional  (US-303) 
852  Llnde  (WG-22) 
867  Litton  Industries  (US-301) 
880  Liz  Claiborne  (US-3061 
404  Lloyds  Bonk  (BR-29) 
634  Lockheed  (US-21 6) 
178  Loews  (US-55) 
954  Long  Island  Lighting  (US-338) 

22  Long-Term  Credit  Bonk  of  Japan  (JA-1 6) 
779  Lonrho  (BR-74) 
21 1  LVMH  Moet  Hennessy  (FR-2) 

M 


913  MocLeon  Hunter  (CA-271 

833  Moedo  Construction  (JA-31 1) 

961  Moklto  Electric  (JA-335) 

916  MAN  (WG-26) 

563  Monnesmonn  (WG-1 5) 

947  Manufacturers  Hanover  (US-334) 

429  Morion  Loborotories  (US- 150) 

192  Morks  &  Spencer  (BR-13) 
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449  Morfioli  (US- 1561 

390  Marsh  &  McLennan  lUS-UOl 

7SB  Morl.n  Monelto  (US-256) 

163  Mocubeni  (JA-89) 

242  Morui  IJA.117) 

469  Mosco  (US-1601 

471  Motsushifa  Communicallon  Ind,  (JA-197) 

la  Matsushita  Electric  Industrial  (JA.13I 
170  Matsushita  Electric  Works  IJA.93) 
869  Motsushito  Refrigeration  (JA.319) 
748  Motsushito  Kotobuki  Electronics  (JA.28SI 
196  Motsuzakoya  (JA-1041 
952  Moxwell  Communicaton  (BR-90) 
251  Moy  Deportment  Stores  iUS-85) 
767  Moylog  IUS-260) 
217  Mozdo  Motor  IJA-1081 
438  MCA  (US- 1531 

281  McCaw  Cellular  Communicolions  (US-98) 
127  McDonold's  (US-441 

597  McDonnell  Douglas  (US-210) 
536  McGraw-Hill  (US-t86) 

148  MCI  Communications  (US-471 

702  Mead  (US-2361 

618  Mediobanca  (IT  101 

892  Meiji  Milk  Products  (JA-324) 

575  Meiji  Seiko  (JA-228) 

342  Melville  (US- 1251 
640  MEPC  (6R-54I 

636  Mercedes-Automobil  Holding  (WG-171 
25  Merck  (US-6) 

605  Merrill  lynch  (US-211). 
968  Metro  Mobile  CTS  (US-343) 
744  Michelin  (FR-23) 

539  Microsoft  (US-1881 

477  Middle  South  Utilities  (US-1611 

317  Midi  (FR-6) 

425  Midland  Bonk  (BR-321 

986  M-l  M  Holdings  (AU-14) 

582  Minebea  IJA-232) 

70  Minnesota  Mining  &  Mfg.  (US-241 
918  Minolta  Camera  (JA-3281 

884  Misowo  Homes  IJA-322) 
7  Mitsubishi  Bonk  (JA-61 

67  Mitsubishi  Corp.  (JA-41) 

55  Mitsubishi  Electric  (JA-361 

41  Mitsubishi  Esfote  (JA-251 
522  Mitsubishi  Goi  Chemicol  (JA-214| 

27  Mitsubishi  Heavy  Industries  (JA-201 
132  Mitsubishi  Kosei  (JA-731 
344  Mitsubishi  Metal  (JA-1491 

606  Mitsubishi  Mining  &  Cement  (JA-2411 
247  Mitsubishi  Motors  (JA-1201 

664  Mitsubishi  Oil  (JA-2611 

577  Mitsubishi  Paper  Mills  (JA-2291 

343  Mitsubishi  Petrochemical  (JA-UBl 
488  Mitsubishi  Rayon  (JA.2051 

740  Mitsubishi  Steel  Mfg.  |JA  2811 
30  Mitsubishi  Trust  &  Banking  (JA-211 

894  Mitsubishi  Warehouse  &  Trans.  (JA-325) 
135  Mitsui  &  Co.  (JA.76) 
24  Mitsui  Bonk  (JA-181 

338  Mitsui  Engineenng  &  Shipbldg.  (JA-1461 

598  Mitsui  Mining  &  Smelting  (JA-237) 
212  Milsui  O  S  <  Lines  (JA-107| 

447  Mitsui  Petrochemical  Industries  (JA-1881 
102  Mitsui  Real  Estate  Development  (JA-541 
335  Mitsui  Toatsu  Chemicals  (JA-1451 

71  Mitsui  Trust  &  Bonking  (JA-431 
181  Mitsukoshi  (JA-98) 

43  Mobil  (US-141 
751  Mochida  Pharmaceutical  (JA-286) 
204  Monsanto  (US-651 
490  Montedison  (IT-41 
633  Moore  (CA-181 
782  Morgon  Stanley  Group  (US-264) 
206  Morgon  (J.  PI  IUS-671 
982  Mori  Seiki  (JA.344) 
210  Motorola  (US-681 
337  Munchener  Ruck  (WG-llI 
517  Muralo  Mfg.  (JA-2121 


965  Nochi-Fuiikoshi  (JA-3361 
373  Nogosokiyo  (JA-1641 
239  Nogoya  Roiltoad  (JA-1  151 

457  National  Australia  Bonk  (AU-4) 
805  National  City  IUS-2731 

803  Nolionol  Medical  Enterprises  (US-2711 

219  Nationol  Westminster  Bonk  (BR-17| 

462  ;-lalionale-Nederlanden  |NE.4| 

820  NBD  Bancorp  (US-279) 

437  NCNB  (US-1521 

379  NCR  (US-134) 

609  NCR  Japon  (JA-2431 

48  NEC  (JA.3OI 

96  Nestle  (SWI  ll 
350  New  Japan  Securities  (M-1511 
699  New  York  Times  (US-2341 
572  Newmont  Gold  (US-2011 
853  Newmont  Mining  (US-2961 
630  News  (AU-IO) 

458  NGK  Insulators  (JA-1911 

568  Nichido  Fire  &  Morine  Insurance  (JA-2251 
372  Nichii  (JA-I63) 


709  Nichirei  (JA-2691 

723  Nihon  Cement  (JA-274| 

844  Niigoto  Engineering  (JA-3141 

53  Nikko  Secunties  (JA-34) 
470  Nikon  (JA-1 961 
313  Nintendo  (JA-141) 

57  Nippon  Credit  Bonk  (JA-381 
721  Nippon  Electric  Glass  (JA-273) 
128  Nippon  Express  (JA-691 
431  Nippon  Fire  8.  Monne  (JA-1811 
801  Nippon  Hodo  (JA-304) 
357  Nippon  Kangyo  Kakumoru  (JA-1561 
616  Nippon  Light  Metal  (JA-247) 
643  Nippon  Meat  Pockets  (JA-2541 
291  Nippon  Mining  IJA-I34) 
106  Nippon  Oil  IJA-581 
403  Nippon  Seiko  (JA-1 72) 
584  Nippon  Sheet  Gloss  (JA-234| 
623  Nippon  Shinpon  (JA-2501 
718  Nippon  Shokubai  Kagaku  (JA-2721 

15  Nippon  Steel  (JA-1  I) 
970  Nippon  Suison  Kaisho  |JA-339| 

I  Nippon  Telegraph  &  Telephone  (JA-1) 
944  Nippon  Television  Network  IJA-333) 
171  Nippon  Yusen  (JA-94) 
125  Nippondenso  (JA-67) 
881  Nishi-Nippon  Bank  (JA-3211 

26  Nisson  Motor  (JA-1 9) 
755  Nisshin  Flour  Milling  (JA.288I 
407  Nissin  Fire  8.  Marine  (JA-1 75) 
137  Nisshin  Steel  (JA-78) 
785  Nisshinbo  Industries  (JA-299) 
383  Nissho  Iwoi  (JA-166) 
613  Nissin  Food  Products  (JA-244) 
816  Nitlo  Electric  Industrial  (JA-309) 
897  Ni.doH  Computer  (WG-23) 

46  NKK  (JA-29) 
991  Nokia  (FI-5) 

14  Nomuro  Securities  (JA-IO) 
528  Noronda  (CA-14) 
654  Nordstrom  (US.221) 
243  Norfolk  Southern  (US-82) 
370  Norsk  Hydro  (NQ-l) 
784  Northeast  Utiiities  (US-265) 
814  Northern  Stotes  Power  (US-277) 
423  Northern  Telecom  (CA-ll) 
826  Novo  Corp.  ot  Alberta  ICA-24) 
583  NTN  Toyo  Bearing  (JA-233) 
574  NWA  (US-203) 

72  Nynex  (US-25) 


638  OCBC  Overseas  Chinese  Bonk  (SM-2) 
265  Occidental  Petroleum  (U5-92) 
233  Odokyu  Electric  Roilwoy  (JA  l  1 1) 
1 55  Ohbayashi  (JA-87) 
541  Ohio  Edison  (US-189) 
183  0|i  Paper  (JA-99) 
381  Oki  Electric  Industry  (JA-1 65) 
580  Okumuro  (JA-231) 
558  Olivetti  Group  (IT-Z) 
927  Olympus  Optical  (JA-329) 
416  Omron  Toteisi  Electronics  (JA178) 
474  Ono  Pharmaceutical  (JA-200) 
518  Onodo  Cement  (JA-213) 
895  Onward  Koshiyama  (JA-326) 
937  Oracle  Systems  (US-331) 
503  Oreol  |L')  (FR-15) 
569  Orient  Finonce  (JA-2261 
538  Oryx  Energy  (US- 187) 
80  Osaka  Gas  (JA-47) 


985  Poccor  (US-348) 
766  Pocific  Dunlop  Olympic  (AU-11) 
653  Pocific  Enterprise  (US-220) 
168  Pocific  Gas  &  Electric  (US-51) 

64  Pacific  Telesis  (US  22) 
359  PocifiCorp  (US-129) 
670  Ponconadian  Petroleum  ICA-21) 
250  Paromount  Communications  (US.64) 
410  Paribas  (FR-10) 
644  Peorson  (BR-56) 
701  Pechiney  (FR-21) 
715  Pechiney  Internotionol  (FR-22) 
440  Peninsular  &  Oriental  Steam  (BR-34) 
926  Penn  Central  (US-329) 
222  Penney  (J.  C.)  (US.73) 
626  Pennsylvonia  Power  &  Light  (US  214) 
621  Pennjoil  (US-213) 
593  Pento  Ocean  Construction  (JA-236) 

87  PepsiCo  (US.31) 
935  Pernod  Ricotd  (FR-29) 
815  Perrier  (FR-26) 
228  Petrofino  (BE-1) 
256  Piugeol  (FR-3) 
141  Pf  zer  (US-46) 
992  Phcirmocia  (SWE-18) 
969  Phtlps  Dodge  (US  344) 
400  Philadelphio  Electric  (US- 145) 

19  Philip  Morris^US-5) 
377  Philips'  Gloeitompentabrieken  (NE-3) 
284  Phiilips  Petroleum  (US- 100) 
971  Pirelli  (IT-14) 


682  Pilkington  (BR-62) 

465  Pioneer  Electronic  (JA-1 93) 

520  Pitney  Bowes  (US-181) 

655  Placer  Dome  (CA-20) 

581  Plessey  IBR-45) 

409  PNC  Finonciol  (US- 146) 

933  Pohiolo  (FI-4) 

960  Poloroid  (US-340) 

907  Potomac  Electric  Power  (US-318) 

340  PPG  Industries  (US-124) 

830  Price  (US-286) 

843  Pnmerico  (US-291) 

666  Procordia  (SWE-1 1) 

60  Procter  &  Gomble  (US-IS) 
332  Prudential  (BR-26) 
307  Public  Service  Enterprise  (US-110) 
366  Quoker  Oats  (US-131) 


336  Rocal  Electronics  (BR-27) 
216  Rocal  Telecom  (BR-16) 
303  Rolslon-Punno  (US-107) 
553  Ronk  Organisotion  (BR-42) 
743  Ranks  Hovis  McDougoll  (BR-70) 
511  RAS  (IT.5) 
363  Roytheon  (US-130) 
704  Reckilt  &  Colmon  (BR-67) 
724  Redlond  (BR-68) 
531  Reed  Internotionol  (BR-41) 
345  Repsol  (SP-4) 
292  Reuters  Holdings  (BR-23) 
543  Reynolds  Metals  (US-191) 
987  Rheineleklro  (WG-30) 
417  Rhone-Poulenc  (FR-12) 
297  Ricoh  (JA-1 36) 
792  RMC  Group  (BR-75) 
275  Rockwell  Internotionol  (US-97) 
780  Rohm  &  Haas  IUS-263) 
771  Rolls  Royce  (BR-731 
697  Rothmans  International  (BR-66) 
355  Royal  Bonk  of  Conodo  (CA-7) 
983  Royal  Bonk  ot  Scotland  Group  (BR-921 
NR  Royol  Dutch  Petroleum  (NE-1) 
10  Royal  Dutch/Shell  Group  (6R/NE-NR) 
610  Royal  Insuronce  (BR-49) 
879  Royole  Beige  (BE-7) 
254  RT2  (BR-20) 
804  Rubbermoid  (US-272) 
248  RWE  (WG-8) 
912  Ryder  System  (US-321) 


713  Soab-Sconio  (SWE-13) 

964  Safeco  {US-342) 

444  Sogomi  Railway  (JA.187) 

979  SAI  (IT- 15) 

289  Soinsbury  (J.)  (BR-22) 

316  Soint-Gobain  (FR-51 

133  Soitoma  Bonk  (JA-74) 

519  Salomon  (US-180) 

812  Son  Diego  Gos  &  Elecinc  (US-275) 

200  Sondor  (SWI.4) 

676  Sondvik  (SWE-12) 

257  Sonkyo  (JA-121) 

887  Sonofi  (FR-27) 

847  Sanrio  (JA-315) 

494  Santa  Fe  Southern  Pacific  (US- 168) 

13  Sonwo  Bonk  (JA-9) 

108  Sonyo  Electric  (JA-59) 

498  Sonyo-Kokusoku  Pulp  (JA-208) 

420  Sapporo  Breweries  (JA-1791 

260  Sara  Lee  (US-90) 

394  Solo  Kogyo  (JA- 1 69) 

197  SCEcorp  (US-62) 
938  Schering  (WG-2e) 
202  Schering-Plough  (US-63) 
150  Schlumberger  (US-48) 
659  Schweiz.  Ruck,  (SWI  IO) 
514  Scott  Poper  (US-178) 
953  Sctipps  (E  W)  (US-337) 
208  Seogrom  (CA-3) 

668  Seors  (BR  59) 

59  Sears,  Roebuck  (US-17) 

546  Secom  (JA-222) 

339  Security  Pocific  (US- 1231 

999  Sedgwick  Group  (BR-93) 

76  Seibu  Railway  (JA-45) 

742  Seino  Tronsportotion  (JA-282) 

705  Seiyu  (JA-267) 

354  Sekisui  Chemicol  IJA-154) 

198  Sekisui  House  (JA-1 05) 
692  Seventy-Seven  Bank  (JA-266) 
153  Seven-Eleven  Jopon  IJA-85) 
147  Shotp  (JA-82) 

882  Shawmut  Nationol  (US-307) 

876  Sheorson  Lehman  Hutton  (US-304) 

418  Shell  Conodo  ICA-10) 

NR  Shell  Tronsport  &  Trading  (BR-3) 

223  Shikoku  Electric  Power  (JA-1 09) 

650  Shimodzu  IJA-257) 

126  Shimizu  Construction  (JA-6e) 

411  Shin-Elsu  Chemical  (JA-1 77) 

455  Shionogi  (JA-1 90) 

532  Shiseido  (JA-216) 

246  Shizuoko  Bonk  (JA-1 19) 

177  Showo  Denko  (JA.97) 


941  Showo  Electric  Wire  8.  Coble  (JA-331) 

930  Showo  Line  (JA-330) 

658  Showo  Shell  Sekiyu  (JA-259) 

95  Siemens  (WG-2) 
911  Sime  Darby  (Maloyslo)  (5M-4) 
401  Singopore  Airlines  (SM-1) 

564  SIP  (IT-8) 

864  Skondia  (SWE-15) 

495  Skondinavisko  Enskilda  Bonken  (SWE-5) 

347  Skonsko  (SWE-2) 

662  SKF  (SWE-IO) 

859  Smith  &  Nephew  Associoted  (BR-82) 
191  SmithKline  Beckmon  (US-60) 
733  Snow  Brand  Milk  Products  (JA-279) 
412  Societe  Generale  (FR-ll) 
599  Solvoy  (BE-4) 

78  Sony  (JA-46) 
976  Southom  (CA-30) 
180  Southern  Co.  (US-56) 
823  Southern  New  Englond  Tele.  (LJS-282) 

77  Southwestern  Bell  (US-27) 
794  Sovran  Finonciol  (US-269) 
186  Squibb  (US-58) 
936  Slandord  Chartered  (6R-88) 

565  STC  (BR-43) 
371  STET  (IT-3) 

988  Stone  Container  (US-349) 

479  Storo  Kopparbergs  Bergslags  (SWE-4) 

486  Student  Loon  Marketing  Assn.  (US-164) 

773  St.  Paul  (US-261) 

319  Suez  (Cie  Finonciere  de)  (FR-7) 

3  Sumitomo  Bonk  [JA-3) 
978  Sumitomo  Cement  (JA-342) 
131  Sumitomo  Chemicol  (JA-72) 
173  Sumitomo  Carp.  (JA-95) 
199  Sumitomo  Electric  Industries  (JA-106) 
362  Sumitomo  Heovy  Industries  (JA-158) 
304  Sumitomo  Marine  &  Fire  (JA-1 39) 

56  Sumitomo  Metal  Industries  (JA-37) 
395  Sumitomo  Metal  Mining  (JA-1 70) 
360  Sumitomo  Realty  8,  Dev.  (JA- 1 57) 

38  Sumitomc  Trust  8.  Banking  (JA-24) 
387  Sun  (US- 138) 

527  Sun  Allionce  8,  London  Insurance  (BR-40) 

846  Sun  Hung  Koi  Properties  (HK-10) 

5*8  SunTrust  Banks  (US-206) 

885  Super  Volu  Stores  (US-309) 

752  Suzuki  Motor  (JA-287) 

594  Svensko  Celluloso  Aktiebolaget  (SWE-7) 

717  Svensko  Hondelsbanken  (SWE-14) 

476  Swire  Pacific  (HK-4) 

293  Swiss  Bonk  Corp.  (SWI-7) 

299  Symex  IUS-105) 

839  Sysco  (US-290) 


118  Toisei  (JA-63) 

245  Toisho  Marine  8,  Fire  Insurance  (JA-1 18) 
353  Toisho  Phormoceuticol  (JA-1 53) 
966  Toiyo  Fishery  (JA-337) 

65  Taiyo  Kobe  Bonk  (JA-40) 
369  Tokoshimoyo  (JA-1 62) 

83  Tokedo  Chemical  Industries  (JA-49) 
603  Tonobe  Seiyoku  (JA-239) 
990  Tandem  Computers  (US-350) 
459  Tondy  (US- 158) 
485  Tarmac  (BR-37) 
388  TDK  (JA-1 68) 
271  Tei|in  (JA-1 27) 
856  Teikoku  Oil  (JA-3 16) 
445  Teledyne  (US- 155) 
214  Telefonico  Nocionol  de  Espono  (SP-2) 
252  Tele-Communicotions  (US-86) 
230  Tenneco  (US-77) 

768  Terumo  (JA-293) 
414  Tesco  IBR-30) 

1 10  Texoca  (US-37) 

436  Texaco  Canada  (CA-12) 

665  Texos  Eastern  (US-223) 

493  Texas  Instruments  (US-167) 

333  Texos  Utilities  (US- 122) 

734  Textron  {US-246) 

818  Thiokol  (US-278) 

480  Thomson  Newspapers  (CA-13) 

475  Thomson-CSF  (fR-14) 

596  Thorn  EMI  (BR-47) 

443  Thyssen  (WG-14) 

218  Time  (US-70) 

327  Times  Mirror  (US- 1 1 8) 

195  Too  Nenryo  Kogyo  IJA-103) 

809  Tobishimo  (JA-306) 

167  Tobu  Railway  (JA.921 

777  Toho  Co.  (JA.297) 

579  Toho  Gas  (JA-230) 

103  Tohoku  Electric  Power  (JA-55) 

23  Tokoi  Bank  (JA-1 7) 

45  Tokio  Marine  «.  Fire  (JA-28t 
646  Tokyo  Broodcosting  System  (JA-255) 
861  Tokyo  Electric  (JA-317) 
9  Tokyo  Electric  Power  (JA-7) 

769  Tokyo  Electron  lJA-294) 
44  Tokyo  Gos  IJA-27) 

942  Tokyo  Sowo  Bonk  (JA-332) 
487  Tokyo  Steet  Mfg.  (JA-204) 
795  Tokyotokeibo  (JA-302) 


105  Tokyu  Corp.  (JA-57) 

729  Tokyu  Department  Stores  (JA.. 

500  Tokyu  Land  (JA-210) 

165  Toppon  Printing  [JA-90) 

146  Toroy  Industries  (JA  &I) 

849  Torchmork  IUS-293) 

326  Toronto-Dominion  Bonk  (CA-5) 

20  Toshibo  (JA-1 4) 
649  Tosoh  Corp.  (JA-256) 
631  Total  Froncoise  Petroles  (FR-19 
320  Tolo  (JA-1 42) 
981  Toyo  Ink  Mfg.  (JA-343) 
468  Toyo  Menko  Koisho  (JA-1 95) 
258  Toyo  Sash  (JA-1 22) 
544  Toyo  Seikon  Koisho  (JA-221) 
149  Toyo  Trust  &  Bonking  (JA-83) 
405  Toyobo  (JA-1 73) 
473  Toyodo  Automotic  Loom  Work  . 

1 1  Toyoto  Motor  (JA-8) 
253  Toys  'R'  Us  (US-87) 
526  Troctebel  (BE  3) 
625  Trofalgo-  House  (BR-51) 
700  Tronsomenco  (US-235) 
957  TronsConodo  Pipelines  (CA-29 
423  Travelers  (US-148) 
512  Tribune  (US-176) 
681  Trizec  (Ca-23) 
428  Trusthouse  Forte  IBR-33) 
671  TRW  (US-224) 
693  TSB  Group  (BR-64) 


689  UAL  (US-229) 

321  Ube  Industries  (JA-143) 

66  Unilever  (BR/NE-NR) 

NR  Unilever  NV  (NE-2) 

NR  Unilever  PLC  (BR- 19) 
561  Union  Bonk  of  Finland  (FI-1) 
201  Union  Bonk  of  Switzerland  (SV 
698  Union  Camp  (US-233) 
482  Union  Corbide  IUS-162) 
707  L'nion  Eiectric  (US-239) 
176  Union  Pacific  IUS-54) 
413  Unisys  (US-147) 
824  United  Biscuits  (Holdings)  (BR-7' 
235  United  Technologies  (US-79) 
220  United  Telecommunications  (US 
677  Unitiko  (JA-262) 
312  Unocol  (US-1  14) 
765  Uny  (JA-292) 
274  Upjohn  (US-96) 
1 1 1  US  West  (US-38) 
889  US  West  NewVector  Group  (111 
888  USAir  Group  (US-310) 
684  U5FS.G  (US-227) 
675  UST  (US-225) 
158  USX  (US-50) 


1000  Volhi  (US-3S3) 
270  VEBA  (WG-9) 
825  VF  (US  283) 
934  VIAG  (WG-27) 
776  Victoire  (Groupe)  (FR-24) 
434  Victor  Co.  of  Japan  (JA-1 83) 
276  Volkswagen  (WG-10) 
322  Volvo  (SWE-1) 
972  Vulcan  Materials  (US-345) 


w 


710  Wolgreen  (US-240) 

40  Wol  Man  Stores  (US- 13) 
203  Worner  Communications  (US-d- 
259  Warner-Lambert  (US-89) 
556  Washington  Post  (US- 198) 
120  Wosle  Monogement  (US  42) 
263  Wellcome  (BR-21) 
441  Wells  Forgo  (US- 154) 
566  Western  Mining  (AU-9) 
1  57  Westinghouse  Eteclric  (US-49) 
450  Westpoc  Banking  (AU-2) 
908  Westvoco  (US.319) 
261  Weyerhaeuser  (US-91) 
870  Wharf  Holdings  (HK-11) 
850  Whirlpool  (US- 294) 
770  Whitbreod  IBR-721 
504  Whitmon  IUS-171) 
904  Winn-Dixie  Stores  (US-317) 
663  Winterfhur  (SWI- 11) 
921  Wisconsin  Energy  (US-324) 
534  Woolworth  (F  W.)  (US- 185) 
940  Wrigley  (Wm.)  Jr.  (US-3331 


X  YZ 


238  Xerox  (US-801 
789  Yokull  Honsho  (JA.300) 
737  Yomoho  Corp  (JA-280) 
783  Yomoho  Motor  (JA-298) 

81  Yomoichi  Securities  (JA-48) 
227  Yomanouchi  Pharmaceutical  (JA 
552  Yomoto  Tronsport  (JA-224) 
745  Yomozoki  Baking  (JA-283) 
184  Yosudo  Fire  &  Monne  (JA  IOO) 

93  Yosudo  Trust  &  Bonking  IJA-S2) 
515  Yokogowo  Electric  (JA  2111 
835  Yokohama  Rubber  (JA-3 12) 
996  Yuoso  Bottery  (JA-345) 
402  Zurich  Vers  (SWl-S) 


NM  = 
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GLOBAI 


"For  my  office,  the 
right  286  desfctop  PC  has 
got  to  be  big  on  power., 
but  small  on  space/ 


ZENITH  INNOVATES  AGAIN^ 

The  world's  number  one  family  of  PC  compatibles*  now  brings  you 
everything  you  expect  in  a  286  desktop... except  the  size. 

Big  power  in  a  small  package.  That's  the  idea  behind  the  Z-286  LP.  Another 
Zenith  Data  Systems  innovation  to  fit  your  workload  and  your  work  space. 

On  the  inside,  the  Z-286  LP  is  unmistakably  a  286-based  system  — 
with  enough  "zero  wait  state"  speed  and  power  to  handle  heavy-duty  word 
processing,  large  spreadsheets  and  huge  databases.  It's  also  compatible  with 
literally  thousands  of  industry  standard  peripherals. 

For  more  advanced  performance,  the  Z-286  LP  easily  lets  you  move  up 
to  MS  OS/2*  applications.  It's  truly  a  desktop  PC  that's  built  for  today... 
and  tomorrow. 

The  Z-286  LP  also  features  1MB  of  RAM  — expandable  to  6MB  without 
using  an  expansion  slot.  Plus,  it  comes  standard  with  MS-DOSf  And  all  hard 
drive  models  include  Microsoft'  Windows. 

It's  on  the  outside,  however,  that  the  Z-286  LP  offers  you  the  biggest  advan- 
tage; a  dramatically  smaller  footprint  than  conventional  desktops  for  more 

productive  use  of  your  desk  space. 

So  free  up  your  workload  and 
your  work  space  with  Zenith's 
Z-286  LP  For  your  nearest 
Zenith  Data  Systems  authorized 
dealer,  call: 

1-800-553-0350 


m 


m 


rgMmt 


data 
systems 


THE  QUALITY  GOES  IN  BEFORE  THE  NAME  GOES  ON " 


rce  Dataquesl 

hies  simulate  Microsoft*  Ifiniiows,  a  product  and  trademark  of  Microsoft  Corporation. 
)0S  and  MS  OS/2  are  registered  trademarks  of  Microsoft  Corporation 


®  1989,  Zenith  Data  Systems 
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THE  COAST  STARLIGHT!  ITS  OBSERVATION  DECK  OFFERS  SPECTACULAR  VIEWS  AS  THE  TRAIN  MAKES  ITS  WAY  FROM  LOS  ANGELES  TO  SEATTLE 


Once  near  extinction,  long- 
distance train  travel  is 
booming,  with  trips  booked 
months  in  advance.  To  inves- 
tigate, BW  correspondents 
took  to  the  rails  (first  class, 
of  course).  Their  reports: 

THE  COAST  STARLIGHT 

As  the  train  emerges  from 
the  Los  Angeles  smog,  tract- 
home  suburbia  quickly  gives 
way  to  desert  hills.  But  just 
when  you've  grown  used  to 
that,  the  crashing  Pacific  surf 
swings  into  view.  Farther  up, 
the  train  veers  inland  amid 
the  snowy  Cascade  Range 
and  lush  Northwestern  for- 
ests. For  sheer  diversity  of 
landscape,  there's  nothing  like 
the  Coast  Starlight's  33- 
hour  haul  to  Seattle. 

For  train  buffs,  this 
journey  is  bliss.  For  some- 
one expecting  luxury,  the 
amenities  that  a  $523  one- 
way ticket  buys  fall  short 
of  deluxe.  The  small  pri- 
vate compartments  tend 
to  reek  of  cigarette 
smoke.  Plus,  Amtrak's 
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growing  popularity  and  inabil- 
ity to  expand  fast  enough  of- 
ten result  in  crowded  cars. 

But  then,  there's  that  view. 
At  times,  the  Starlight  hugs 
the  coast  so  closely  that  pas- 
sengers can  see  the  spray 
blowing  off  the  crest  of  each 
wave  that  curls  around  huge 
offshore  rocks.  During  break- 
fast, the  train  snakes  through 
Oregon's  Willamette  Pass, 
where  waterfalls  tumble  into 
deep  gorges  beside  the 
tracks — so  high  up  that  win- 
ter's snow  lingers  in  patches 
between  the  pines. 

The  observation  area  on  the 
the  lounge  car's  upper  deck 
offers  spectacular  views  of  all 
this.  Unfortunately,  video- 


taped movies  coincide  with 
prime  sunset-watching  time. 

There's  more  disappoint- 
ment in  the  dining  car,  espe- 
cially for  passengers  who  re- 
member the  era  of  linen- 
draped  tables  and  gleaming 
china.  "You  felt  like  you  were 
dining,  not  just  eating,"  re- 
calls Mildred  Smith  of  Van 
Nuys,  Calif.  Surveying  her 
slightly  burned  hash  browns 
on  a  disposable  plastic  plate, 
she  adds:  "This  isn't  it." 

First  class  offers  compensa- 
tions, though.  Sleeping-car 
steward  Eugene  Montgom- 
ery, who  entertains  travelers 
with  magic  tricks,  delivers 
snacks  and  wine  as  the  train 
departs,  offering  to  fetch  a 


nightcap  from  the  loung 
and,  first  thing  the  ne 
morning,  brings  coffee  and 
paper  to  each  compartment 
He  also  warns  about  the  (- 
luxe  bedroom's  shower  stal 
which  double  as  toilets:  M- 
takenly  hit  the  button  tha. 
right  next  to  the  flush  buttc 
and  you  get  an  unexpect 
drenching.  The  shower  its 
is  a  bit  primitive— 20-seco 
spurts  of  slowly  warming  v 
ter — but  it  beats  starting  !■ 
second  day  of  travel  v/ithc 
one.  Kathleen  Ken 

THE  CALIFORNIA  ZEPHYR 

It's  easy  to  .see  why  this  C 
cago-to-Oakland  trip  is  cal 
America's  most  scenic  tr; 


HOLLYWOOD'S 
LONG  ROMANCE 
WITH  TRAINS 

Moviemakers  have  found 
humor,  mystery,  danger,  and 
escape  in  rail  travel  for 
more  than  50  years 


20TH  CEMTURY,  1 934 


STKAMCeRS  OH  A  TRAIMM 


Crossing  two  snow- 
;d  mountain  ranges,  five 
)ns,  tiie  Great  Salt  Flats, 
unforgiving  deserts,  the 
ur  journey  offers  an  un 
leled  slice  of  the  West, 
rtunately,  the  schedule  is 
led  so  that  the  best  scen- 
s  viewable  during  day- 
— especially  from  the  up- 
evel  of  the  double-deck 
',e.  coaches  featured  on 
western  routes.  The  real 
5  begin  past  Denver,  as 
,ephyr  slithers  westward 
igh  the  Rocky  Moun- 

Front  Range,  tracking 
Colorado  River.  On  day 
,  in  California,  you  tra- 

the  infamous  Donner 

site  of  an  1846  snow- 
1  that  trapped  89  set- 

(Only  47  survived,  after 
ting  to  cannibalism.) 

lower  ground,  look  for 
fe:  deer,  elk,  and  Canada 
!.  Then  there  are  snip- 
3f  small-town  Americana 
as  the  Sip  &  Eat  Diner 
mmerce  City,  Colo.,  and 
•ed  A-frame  sheds  that 
fy  Princeton,  111.,  as  Pig 
al  of  the  World. 
i  views  are  so  enchant- 
:hat  one  overlooks  the 
y  facilities.  Lavatories 
ionally  back  up,  and  the 

is  chronically  late.  But 
nenu  is  varied  and  ade- 
;  for  two  days,  especially 
hick  Old-Fashioned  Rail- 
French  toast. 
3  deluxe  sleepers  for  two 
'ell  worth  the  $682  on  top 
he  $192  coach  fare. 
Dped  with  a  handy  table 
120-volt  outlet,  they're 
ct  for  working  on  a  por- 

computer — if  you  can 
from  being  distracted  by 
iew.  Jon  Levine 

WHO  TRAIN 

le  of  nature's  most  re- 
able  migrations,  hordes 
aying  homo  sapiens  load 
leir  Cadillacs  or  K  cars 


THE  TRAIN  HUGS  THE  COAST  SO  CLOSELY  YOU  CAN  SEE  THE  PACIFIC 


SLEEPING  CARS  ARE  COZY— WITH  COFFEE  AND  A  PAPER  EACH  MORNING 


each  spring  and  flock  north  to 
summering  grounds.  But 
rather  than  brave  the  teeming 
wilds  of  Interstate  95,  scores 
congregate  in  Sanford,  Fla., 
to  pack  their  cars  into  the 
Auto  Train  for  a  nonstop  trip 
to  Lorton,  Va. 

The  Auto  Train  ($390  per 
bedroom,  plus  $225  per  car)  is 
not  just  a  boon  for  the  elder- 
ly. There  are  passengers  like 
John  Kennedy,  a  computer- 
manual  writer,  who  is  heading 
for  a  new  job  in  Pennsylvania 
and  fears  his  creaking  Volks- 
wagen isn't  up  to  the  trip. 

A  bottle  of  Beaujolais  is 
waiting  when  I  enter  my  two- 
bunk  bedroom  90  minutes  be- 
fore departure.  I  am  soon  vis- 
ited by  a  cheerful  attendant, 
who  offers  to  bring  me  meals 


and  cater  to  my  whims.  In  the 
diner,  though,  the  romance  of 
the  trip  fades.  My  rib  eye, 
rice,  and  peas  are  dished  up 
cafeteria  style  on  plastic 
plates.  After  eating,  I  venture 
to  the  domed  observation 
cars — for  panoramic  vistas  of 
trailer  parks,  commercial 
strips,  and  scrub  forest. 

Back  to  the  diner  for  the 
evening  movie.  The  secret  is 
to  arrive  well  before  the 
scheduled  9  p.m.  starting 
time.  Otherwise,  it's  hard  to 
find  a  seat  close  enough  to 
the  well-worn  TV.  No  one 
seems  to  mind,  even  when 
train  noise  and  a  poor  sound 
system  obliterate  key  lines. 

I  make  the  eight-car  trek 
back  to  my  room  to  find  my 
bed  neatly  made.  It's  comfort- 
able, but  I  wake  up  with  a 
kink  in  my  back.  I  fare 
better  than  Kennedy's 
VW,  however,  which  lost 
its  exhaust  system  during 
the  17  hours  of  constant 
jostling.  John  Carey 

THE  CARDINAL 

Finally,  the  message 
flashes  on  the  Penn  Sta- 


BYNORTHWeST,  1959 
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tion  billboard:  "The  Cardi- 
nal ..  .  Track  18  .  .  .  ALL 
ABOARD  PLEASE."  Not  ex- 
actly the  conductor's  romantic 
cry  of  yesteryear.  But  it's  still 
exciting  as  we  pull  out  of 
New  York,  bound  for  Chica- 
go. I'm  about  to  discover  the 
contradictions  of  modern  train 
travel — a  world  where  they 
serve  dinner  on  paper  plates 
and  shine  your  shoes  at  night. 

My  room  for  one,  known  as 
a  roomette  ($148  plus  $109 
fare),  is  a  miracle  of  compact- 
ness: Its  6-by-3-foot  space  con- 
tains a  closet,  a  sink,  a  chair, 
and  a  stool  that  turns  out  to 
be  the  toilet.  This,  like  the  en- 
tire room,  gets  covered  when 
the  bed  folds  down  from  the 
wall — so  ablutions  have  to  be 
carefully  choreographed. 

Although  cozy  at  night,  by 
day  the  roomette  seems  a  tad 
claustrophobic.  Eschewing  the 
smoke-infested  lounge,  I  hang 
around  the  diner.  With  win- 
dows reaching  to  the  ceiling, 
it's  the  newest  and  nicest  car, 
even  if  the  plastic  tablecloths 
and  silk  flowers  are  sad  ech- 
oes of  past  dining  glory. 

For  many  passengers,  the 
Cardinal  is  a  necessity:  It  pro- 
vides service  to  small  towns 
that  buses  bypass  and  planes 
never  go  near.  Others  are  rail 
buffs,  their  bedrooms  littered 
with  copies  of  Trains  maga- 
zine, their  talk  full  of  trivia 
about  engines  and  roadbeds. 
"You  never  unwind  on  a 
plane,  somehow,"  says  Joyce 
Murphy,  a  fashion  merchan- 
diser. "Here,  you  can  relax, 
walk  around.  Plus,  you  really 
do  see  the  countryside." 

And  a  varied  countryside  it 
is:  Virginia's  Blue  Ridge 
Mountains,  flat  Indiana  corn- 
fields, small  Ohio  towns — the 
train  runs  right  down  the 
main  streets  of  some  of  them. 
Most  spectacular  is  New  Riv- 
er Gorge  in  West  Virginia, 
which  we  reach  at  sunset. 

As  we  pull  into  Chicago,  I 
muse  over  what  I've  learned 
about  train  travel  in  the  past 
25  hours.  Always  walk  pre- 
pared to  lean  into  the  turns. 
And  never  get  off  during  a 
stop,  even  for  a  minute.  The 
train  might  leave  you  behind. 
"It's  no  joke,"  says  the  con- 
ductor. "One  time,  they  even 
left  me."  Troy  Segal 
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Smart  Money 


YOU  lOVE  PLASTIC.  ARE  YOU 
READY  FOR  'PLASTIC  BONDS'? 


Rock-solid  may  be  your 
style  in  securities,  but 
don't  be  surprised  if  your 
broker  suggests  "plastic 
bonds."  So  nicknamed  be- 
cause they're  backed  by 
what  people  owe  on  their 
credit  cards,  they're  aimed  at 
conservative  investors.  Is- 
sued by  Citicorp,  the  securi- 
ties boast  a  triple-A  rating. 

But  no,  the  19%  that  con- 
sumers pay  isn't  passed  in- 
tact to  you.  The  bank  sets 
aside  4  points  as  a  reserve 
against  predictable  defaults, 
3  points  against  widespread 
economic  trouble,  and  anoth- 
er 3  points  to  buy  backup 
guarantees.  That  reduces 
what's  left  for  investors  to 
9%,  or  9.14%  a  year  after 
compounding.  Are  plastic 
bonds  worth  the  trouble? 

For  Citicor{3,  they  certainly 
are.  Tougher  capital  require- 
ments are  forcing  banks  to 
increase  their  reserves  or 
shed  assets.  To  accomplish 
that,  Citi  sold  a  $500  million 


They  pay  a  bit  more 
than  CDs,  but  they 
lack  FDIC  backing 


portion  of  its  $20  billion  in 
MasterCard  and  Visa  receiv- 
ables to  the  public  in  May 
under  the  name  Citi  Credit 
Card  Trust  1989-1.  For  four 
years,  payments  from  a  pool 
of  customers  will  flow  into 
a  trust. 

The  trust  is  sliced  into 
pieces  as  small  as  $1,000  and 
sold  to  investors  by  brokers. 
The  monthly  interest  pay- 
ments can  be  deposited  di- 
rectly into  customers'  cash 
management  accounts  at 
brokerage  houses.  On  June 
15,  1993,  investors  get  their 
principal  back. 

But  what  happens  if  many 
Citi  customers  stop  making 


their  payments?  Barring  ex- 
treme economic  circum- 
stances, that's  unlikely.  And 
even  if  they  do,  the  Citi  trust 
has  provisions,  such  as  a  let- 
ter of  credit  from  a  Swiss 
bank,  that  kick  in  and  act  as 
a  partial  insurance  policy 
against  up  to  $285  million  of 
slow  payments  and  defaults. 
"We're  extremely  comfort- 
able with  its  safety,"  says 
Thomas  Hourican  at  Stan- 
dard &  Poor's. 
MORE  LIQUID.  While  Citicorp's 
name  is  on  the  security,  the 
company  has  no  legal  obliga- 
tion to  stand  behind  any  un- 
covered losses  of  the  trust, 
says  Michael  Nugent,  trea- 
surer for  card  products.  "It 
looks  and  smells  like  a  certif- 
icate of  deposit,  except  it  has 
no  FDIC  insurance,"  he  adds. 
"The  investor  is  relying  on 
600,000-plus  accounts  to 
make  their  payments." 

Citi's  plastic  bonds  pay  a 
little  more  than  CDs:  When 
issued,  their  9.14%  yield  best- 
ed the  8.98%'  yield  on  its  own 
four-year  CD  by  a  slender  16 
basis  points.  True,  they're 
more  Mquid  than  CDs,  since 
Merrill  Lynch  has  promised 
to  make  a  market  in  them. 
But  that  isn't  necessarily 
enough  incentive  to  induce 
buyers  to  leave  the  familiar- 
ity and  security  of  an  FDIC- 
backed  CD. 

Citi's  issue  may  be  fol- 
lowed by  many  more.  In 
June,  retail  giant  Sears  Roe- 
buck issued  $250  million  of 
its  own  plastic  bonds.  A  mar- 
ket for  securities  backed  by 
consumer  credit,  from  boat 
and  car  loans  to  home-equity 
loans,  could  blossom  in  the 
next  few  years.  "We  antici- 
pate a  huge  retail  demand 
for  asset-backed  securities," 
says  S.  Randolph  Gretz,  a 
Merrill  Lynch  group  vice- 
president.  If  investing  in 
plastic  becomes  as  popular 
as  using  it,  he  could  be 
right.  Leah  Nathans 


NIKE'S  BOOTS  ARE  LIGHT  AND  COOL  BUT  OFFER  THE  LEAST  SUPPOR1 


Outdoors 


YOU  DON'T  HAVE  TO  GO  HIKINCi 
IN  CLODHOPPERS 


R 


,emember  when  college 
students  wore  big, 
heavy  hiking  boots 
just  tu  cross  campus?  Now, 
you  wouldn't  be  caught  dead 
wearing  those  clodhoppers. 
But  you  may  not  even  need 
them  for  hiking  anymore. 

Unless  you're  strapping  on 
a  heavy  backpack  for  a  long 
journey,  you  might  be  better 
off  with  newer  boots  that  are 
lightweight  and  more  color- 
ful. Weighing  in  at  about  two 
pounds  a  pair,  they're  around 
257'  lighter  than  old-fash- 
ioned, day-hiking  boots  and 
about  507'  lighter  than  those 
worn  for  backpacking  trips. 

Constructed  mainly  of  a 
combination  of  leather,  nylon, 
and  rubber,  the  new  boots 
have  toe  caps,  heel  cups,  and 
shanks  made  of  plastic  rather 
than  steel.  They  also  incorpo- 
rate many  features  found  in 
running  shoes,  such  as  air- 
cushioned  soles. 
MIXED  BREED.  The  result  is  a 
sort  of  hybrid  footwear — part 
sneaker  and  part  boot — that's 
light,  cool,  colorful,  and  inex- 
pensive. These  shoes  sell  for 
$40  to  $85  a  pair,  compared 
with  $150  to  $250  for  heavier 
hiking  boots.  And  the  new 
ones  should  be  fine  for  most 
day  hikes. 
There  are  a  few  drawbacks 


to  these  lightweight  be 
They  won't  give  you  as  m 
support  on  rocky  trails, 
they  wear  out  faster.  And, 
fortunately,  these  be 
aren't  always  available 
range  of  widths.  Try  the 
Tec  brand  if  you  have  v 
feet.  Merrell  boots  are  cut 
narrower  feet.  The  tren 
and  more  colorful  Nikes 
also  fine  but  offer  the  li 
support  of  the  three  lea( 
brands. 

Make  sure  your  boots 
snug  but  not  too  tight, 
your  foot  moves  around 
much  inside  the  shoe,  yo 
more  likely  to  develop  a 
ter — or  twist  your  ankle. 

Once  on  the  trail,  you'll 
the  lightness  right  aw 
There's  an  old  rule  am 
backpackers  that  it  takesi 
much  exertion  to  carry 
pound  of  weight  on  your 
as  it  does  to  carry  five  pou 
on  your  back.  But  you 
have  to  pay  more  attentioi 
the  trail  on  rocky  stretcj 
picking  and  choosing  the  1 
place  to  step.  With  a  n 
flexible  sole,  your  foot  bei 
and  you  have  a  less  solid  { 
form  for  pushing  off  on  y 
next  step.  But  for  mod 
hot-weather  hikes,  these  b( 
may  be  the  fastest  way  to 
top.  Eric  Sc) 
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CHARIOTS 
OF  POWER 

TWELVE  CYLINDERS  MOVE  THE 
XJ-S  COUPE  AND  CONVERTIBLE  WITH 
SMOOTHNESS  AND  AUTHORITY. 


In  1971,  Jaguar  introduced  its 
high-performance  V-12  engine 
in  the  legendary  E-type.  Today, 
after  two  decades  of  refinement 
and  100,000  V-12s  later.  Jaguar 
powers  its  XJ-S  coupe  and  con- 
vertible with  the  world's  most 
thoroughly  proven  twelve- 
cylinder  engine. 

Capable  of  producing  a 
potent  262  horsepower. 
Jaguar's  V-12  engine  provides 
more  firing  impulses  per  revolu- 
tion than  engines  with  fewer 
cylinders.  The  result  is  astonish- 
ingly smooth  and  quiet  power 
delivered  across  a  broad  per- 
formance range  that  gives  the 
XJ-S  authoritative  acceleration, 
vivid  response  for  passing  and 
effortless  cruising  on  the  high- 
way. Modified  for  racing,  this  >  '. 
engine  has  powered  Jaguar 
race  cars  to  the  World  Sports  ■ 
Car  Championship  for  the  last 
two  years. 

Inside  the  S-type's  cabin,  the 
richness  of  handcrafted  burl 


walnut  and  the  fragrance  of 
supple  leather  abound.  Sports 
seats  in  front  combine  refined 
comfort  and  contoured  support 
for  high-performance  driving. 

The  S-type  chariots  come  in 
two  configurations:  the  2  +  2 
Jaguar  XJ-S  coupe  offers  the 
elegance  of  grand  touring, 
while  the  XJ-S  convertible  deliv- 
ers the  excitement  and  romance 
pf  an  open  cockpit  roadster 

Visit  your  dealer  for  a  test 
drive.  Ask  him  about  Jaguar's 
extensive  three-year/36,000-mile 
warranty.  He  can  provide  de- 
tails of  this  limited  warranty, 
applicable  in  the  USA  and 
Canada,  and  Jaguar's  uniquely 
comprehensive  Service-On-Site^''' 
Roadside  Assistance  Plan.  For 
your  nearest  dealer,  call  toll-free: 
1-800-4-JAGUAR. 

JAGUAR  CARS  INC.,  LEONiA,  NJ  07605 
ENJOY  TOMORROW.  BUCKLE  UP  TODAY 

JAGUAR  XJ-S. 
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Tax  Tips 

TRIMMING  THE 
IRS'  CUT  ON  A 
SECOND  HOME 


W 


ith  its  trusty  old  de- 
ductions for  mort- 
gage interest  and 
property  taxes,  a  second 
home  seems  like  one  of  the 
more  straightforward  tax 
shelters  around.  But  rent  it 
out  for  more  than  15  days, 
and  things  get  complicated. 

You'll  be  able  to  offset  all 
or  part  of  your  rental  income 
by  deducting  a  percentage  of 
the  mortgage  interest  and 
property  taxes,  plus  some  oth- 
er expenses.  Still,  how  much 
you  save  depends  on  which 
method  you  use  to  calculate 
these  deductions.  The  Tax 
Court  has  been  more  liberal 
than  the  IRS  for  a  decade,  and 
its  method  has  won  the  back- 
ing of  two  appeals  courts.  Fol- 
low it,  and  you  may — in  rela- 
tive safety — come  out  ahead. 


The  IRS  allocates  all  ex- 
penses according  to  how 
many  days  the  house  was 
rented  and  how  many  you 
used  it  yourself.  To  simplify 
an  example  given  in  publisher 
Commerce  Clearing  House's 
1989  Master  Tax  Guide,  let's 
say  renters  stayed  90  days, 
and  you  used  the  place  for  30 
days.  Rental  income  was 
$3,000,  miscellaneous  ex- 
penses were  $2,700,  and  the 
year's  mortgage  interest  and 
"local  taxes  totaled  $3,475. 


The  IRS  says  to  divide  the 
days  rented  (90)  by  total  days 
used  (120).  That's  75%.  So, 
first  you  must  subtract  75% 
of  mortgage  interest  and  tax- 
es ($2,600)  from  the  $3,000 
rental  income.  From  the  re- 
maining income,  you  can  sub- 
tract just  enough  other  ex- 
penses— $400  worth — to  bring 
the  net  to  zero.  That  leaves 
$875  in  interest  and  taxes  for 
use  as  regular  itemized  deduc- 
tions, but  wastes  $2,300  of 
other  expenses. 


Michael  Wolff,  a  tax  par 
ner  at  Grant  Thornton  in  Ne 
York,  notes  that  the  Ta 
Court  has  twice  been  uphe 
on  its  view  that  mortgage  i 
terest  and  taxes  (both  a 
sessed  on  a  yearly  basis)  ci 
be  allocated  by  dividing  tl 
number  of  rental  days  (90)  I': 
the  365  days  in  a  year — abou- 
25%  in  this  case.  So,  fro 
your  $3,000  rental  incom 
you  deduct  25%  of  $3,475,  ( 
$869.  That  leaves  income  i 
$2,131. 

BIG  SAVINGS.  Now  you  use  tl 

IRS  allocation  percentage,  75 
in  this  example,  to  offset 
with  $2,131  worth  of  yoi 
$2,700  expense  bills.  The  n 
again  is  zero.  But  you're  le 
with  $2,586  in  interest  ai 
property  taxes  to  take  ; 
itemized  deductions.  So,  wi 
the  IRS  method,  your  dedii 
tions  total  $3,875;  with  tl 
court  method,  they're  $5,58(, 
What  if  you're  auditec 
Says  an  iRS  spokesman:  "W 
could  recalculate  the  tax  I 
our  method.  But  in  the  re 
world,  if  a  taxpayer  did 
the  court's  way,  it  seems  d 
fendable."  Don  Dm 


What's  In 


SEERSUCKER  JOINS 
THE  RANKS  OF  THE  CHIC 


FROM  RALPH 
LAUREN:  SUITS 
WITH  PIZZAZZ 


lame  it  on  the  green- 
.  house  effect,  the  trend 
'  toward  more  comfort- 
able clothes,  or  even  an  affini- 
ty for  wrinkles.  Whatever 
the  cause,  seersucker — that 
Southerners'  staple — is  fast 


becoming  the  coolest  summer 
fabric  in  more  ways  than  one. 

The  crinkly  cotton  hasn't 
regained  its  popularity  of  the 
1930s  and  '40s,  when  it  was  a 
virtual  uniform  for  Ivy  Leag- 
uers and  writer  Damon  Run- 


yon.  Still,  seersucker  is  the 
fastest-growing  line  at  Haspel 
Brothers,  which  is  credited 
with  mass-producing  the  origi- 
nal cotton  suit  and  inventing 
a  blend  version  in  the  1950s. 

Men  willing  to  pucker  up 
will  find  seersucker  has 
changed.  The  trend  is  toward 
suits  "that  are  not  quite  so 
uptight,"  says  Susan  Smyth 
at  manufacturer  Joseph  & 
Feiss.  Even  conservative  mak- 
ers offer  versions  with  broad 
shoulders,  pleated  trousers, 
and  double-breasted  jackets. 
(That  could  defeat  seersuck- 
er's purpose,  though:  Who 
buttons  a  coat  on  a  hot  day?) 
BOLD  COLORS.  They're  no 
longer  limited  to  the  tradition- 
al blue  or  gray-and-white 
stripes,  either.  Liz  Claiborne 
and  Members  Only  offer 
shorts,  trousers,  and  shirts  in 
boldly  colored  prints  and 
plaids.  Even  suits  have  liv- 
ened up.  At  Ralph  Lauren, 
you  can  choose  green,  yellow, 
red,  or  orange  stripes — or 
have  'em  all  in  one  jacket. 

With  prices  ranging  from 
$200  to  $395,  seersucker  has 


lost  its  stigma  as  a  pc 
man's  suit.  There  remains  tl 
stuff's  tendency  to  rumpl' 
though.  "Mr.  America  still  f 
vors  well-pressed  clothing 
admits  Herbert  Sills  of  Ha 
pel.  "The  guy  who  wea 
seersucker  has  to  be  a  pret 
confident  fellow."  T. 


Worth  Noting 

■  FAST  SWITCH.  For  small  oi 
fices  that  run  a  computet 
fax,  and  answering  machin 
on  one  telephone  line,  ele( 
tronics  shops  sell  "automati 
branching"  modules  fo 
about  $100.  The  $96  FaxJac! 
HI  from  Viking  Electronic 
(715  386-8861)  knows  whetl 
er  a  call  is  from  a  fax, 
modem,  or  a  person  and  cor 
nects  it  to  the  proper  device 

■  PRO  PRICE.  Canon's  ne\ 
35mm  SLR,  the  EOS-1,  boast 
the  company's  highest-eve 
price  tag:  $2,000-plus.  Dt 
signed  for  pros  who  wan 
both  automatic  and  manu£ 
operation,  the  EOS-1  con 
petes  with  Nikon's  F4. 
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Directories  136F 

Sony  120 

Southern  139 

StotesWest  Airlines  130 

Stetron  International  76 


Tombrands  130 
Tandy  108 

Telecommunications  98 

Texas  Commerce 
Bancshores  125 

The  Video  Store  66 

Thornton  (Grant)  184 

Tiger  International  65 

Time  66,98,  144 

Toshiba  136F 

Toyota  139 

Trans  World  Airlines  86 

Triangle  Industries  144 

Turner  Broadcasting 
System  98 


U.  S.  Bioscience  72 
Unilever  72 
USA  Network  98 
USAir  86 


Vestron  66 
Viacom  98 

Victor  Technologies  128 
Viking  Electronics  184 
Volume  Shoe  7 

W 


Wang  Laboratories  72 

Warner 
Communications  70,  144 

Waste  Management  116 

Weinberg  Associates  136F 

Wellman  116 

Wells  Fargo  66 

Wells,  Rich,  Greene  98 


Reading 
worth 
writinq 
for.  ^ 


It  you're  looking  for 
some  good  reading, 
you've  just  found  it. 
The  free  Consumer 
Information  Catalog, 

The  Catalog  lists 
about  200  federal 
publications,  many  of 
them  free.  They  can 
help  you  eat  right, 
manage  your 
money,  stay  healthy, 
plan  your  child's 
education,  learn 
about  federal  benefits 
and  more. 

So  sharpen  your 
pencil.  Write  for  the 
free  Consumer 
Information  Catalog. 
And  get  reading 
worth  writing  for. 


if' 


Consumer  Information  Center 
Department  RW 
Pueblo,  Colorado  81009 


A  public  service  of  this  publication 

and  the  Consumer  Information  Center  of  the 

U.S.  General  Services  Administration, 
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HOWTO 

CHANGE  YOUR 

CUENTS' 
BILL  PAMG 

HABITS 
OVERNIGHT 


No  one  likes  waiting  for  their  money  and  thanlis  to  Western  Union  Mailgram  ,  no  one  has  to.  Take  the  case  of  the  well-known  data  processing  company. 
Whenever  one  of  their  customers  is  late  in  paying,  they  send  a  reminder  by  Western  Union  Mailgram. 
Not  only  does  the  Western  Union  Mailgram  reach  the  customers  overnight,  it's  also  very  effective  in  getting  their  attention.  One  division  within 
the  data  processing  company  claims  a  positive  response  of  over  601( .  Another  division  reports  that  when  a  postpaid  envelope  is  enclosed,  the 
number  of  customers  paying  within  30  days  jumped  from  24^^  to  a  staggering  ST7(. 
These  figures  aren't  surprising  when  you  consider  that  Western  Union  Mailgram  can  boast  of  being  opened  and  read  93%  of  the  time. 
So  don't  wait.  Get  into  the  habit  of  using  Western  Union  Mailgram  now. 
For  more  information  call  1-800-373-6245,  DEPT.  550. 


PdsWC  "Braes 


Ib^l    OLD   Hr«DOW  RC«0 


L.6.  jONES 

32    SOUTH   H«l»i  SI. 

"APL  £»00D  P»    1 521  * 


i  1989  West. 


Ui 


vestment  Figures  of  the  Wee 


NTARY 

I  week  in  the  financial 

UncJermined  by  fears  of 
}  interest  rates,  the  dollar 

2.4%.  Indeed,  short-term 
rates  dropped  0.3  per- 

points.  The  Dow  Jones  in- 
average  fell  46.5  points 

29  and  an  additional 
ints  on  June  30,  as  fears 
I  that  the  economy  is 
into  a  recession.  But  the 
ratio  advanced  from  neg- 

neutrol,  a  signal  that 
ors  are  less  bearish.  Toke- 
cks  led  the  market  action. 


STOCKS 

June       Dec.  June 


June  29-July  5 


BONDS  THE  DOLLAR 

June       Dec.       June     June  29-July  5                June       Dec.  June 
  1390        1 10  I  


June  29-July  5 


325  1350 


Sheorson  Lehman 
Treasury  Index 


'  1360  100 


j.  p.  Morgan 
Index 


^r—  93 


32-week  change 
+17.9% 


52-week  change 


1  -week  change 
-hO.1% 


52-week  change 
-1-2.5% 


1  -week  change 
-2.4% 


KIT  ANALYSIS 


rocKS 

latest 

%  change 
Week  52-week 

FUNDAMENTALS 

latest 

Week  ago 

Year  ago 

)NES  INDUSTRIALS 
kflPANIES  (Russell  1000) 
COMPANIES  (Russell  2000) 
lAPANIES  (Russell  3000) 

2456.6 
169.7 
168.0 
182.0 

-1.9 
-1.6 
-1.7 
-1.6 

15.3 
17.3 
11.2 
16.8 

90-DAY  TREASURY  BILL  YIELD 
')0-YEAR  TREASURY  BOND  YIELD 
S&P  500  DIVIDEND  YIELD 
S&P  500  PRICE/EARNINGS  RATIO 

8.0% 
8. 1  % 
3.5% 
12.5 

8.3% 
8.1% 
3.4% 
12.7 

6.7% 
9.0% 
3.6% 
14.6 

>N  STOCKS 

%  change  (local  currency) 

TECHNICAL  INDICATORS 

Latest 

Week  ago 

Reading 

latest 

Week 

52-week 

S&P  500  26-week  moving  average 
Stocks  above  26-week  moving  average 
Speculative  sentiment:  Put/call  ratio 
Insider  sentiment:  Vickers  sell/buy  ratio 

303.1 
62.4% 
0.28 
2.01 

301.5 
68.0% 
0.23 
2.04 

Positive 
Neutral 
Neutral 
Neutral 

1  (FINANCIAL  TIMES  100) 
(NIKKEI  INDEX) 
0  (TSE  COMPOSITE) 

2162.9 
33,318.1 
3772.2 

-2.1 
0.2 
0.2 

15.7 
20.0 
8.5 

USTRY  GROUPS 

BRIDGE 

INFORMATION 

SYSTEMS  INC. 

VEEK  LEADERS 

% 

4-week 

change 

52 -week 

Strongest  stock  In  group 

%  change 
4-week  52-week 

Price 

SHING 

9.7 

31.2 

HARCOURT  BRACE  JOVANOVICH 

47.4 

25.0 

14% 

S  AND  MOTELS 

8.2 

47.0 

HILTON  HOTELS 

17.2 

101.0 

99  V2 

MINING 

7.9 

-4.3 

NEWMONT  MINING 

15.4 

-3.4 

391/4 

TAINMENT 

6.2 

52.2 

WARNER  COMMUNICATIONS 

16.1 

66.0 

60% 

Hi 

5.3 

46.6 

UAL 

19.4 

49.0 

144^/2 

WEEK  LAGGARDS 

% 

4-week 

change 

52-week 

Weakest  stock  in  group 

%  change 
4-week  S2-week 

Price 

IINE  TOOLS 

-11.3 

-22.4 

CINCINNATI  MILACRON 

-15.0 

-21.3 

19% 

iE  TIME 

-9.2 

-3.8 

OUTBOARD  MARINE 

-21.6 

-6.8 

32% 

H  CARE  SERVICES 

-8.2 

-20.9 

BEVERLY  ENTERPRISES 

-8.8 

3.3 

7% 

flERCIAL  SERVICES 

-7.8 

-1.1 

NATIONAL  EDUCATION 

-23.0 

-47.2 

151/2 

ONDUaORS 

-7.1 

-17.3 

TEXAS  INSTRUMENTS 

-8.7 

-20.1 

39% 

MORNINGSTAR  INC, 


ts 

:k  total  return 

% 

LAGGARDS 
Four-week  total  return 

% 

TEGIC  INVESTMENTS 

ED  SERVICES  GOLD  SHARES 

AM  GOLD  EQUITIES  INDEX 

13.7 
8.3 
7.3 

FIDELITY  SELECT  COMPUTERS 
FIDELITY  SELECT  ELECTRONICS 
FIDELITY  SELECT  SOFTWARE  8.  COMPUTER 

-12.9 
-10.9 
-10.7 

I  total  return 

% 

52-week  total  return 

% 

ITY  SELECT  BROADCAST  &  MEDIA 
WARE  GROUP  TREND 
II 

44.9 
39.1 
38.0 

STRATEGIC  GOLD/MINERALS 
UNITED  SERVICES  NEW  PROSPEaOR 
SLH  PRECIOUS  METALS  &  MINERALS 

-25.0 
-16.4 
-16.2 

—  S&P  500 

4-week  total  retun 


Average  fund 
52-week  total  return 


TIVE  PORTFOLIOS 


DATA  RESOURCES  INC. 


imounts 
nf  the  present 
>f  $10,000 
d  one  year 
each  portfolio 

iges  indicate 
total  returns 


Foreign  stocks 
$12,251 

-0.49% 


Treasury  bonds 
$12,096 

+  1.08% 


U.  S.  stocks 
$11,838 

-2.64% 


nil 


Money  market  fund 
$10,696 

+  0.16% 


Gold 
$8,613 

0.00% 


an  this  page  are  as  of  market  close  Wednesday,  July  5,  1989,  unless  otherwise  indicated, 
roups  include  S&P  500  companies  only;  performance  and  share  prices  ore  as  of  market  close 


July  3.  Mutual  fund  returns  ore  as  of  June  30,  Relative  portfolios  are  volued  os  of  July  3.  A  more 
detoiled  explanation  of  this  page  is  available  on  request. 
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MARCHING  BACKWARD 
ON  ABORTION  

The  Supreme  Court  narrowly  decided  on  July  3  that 
Missouri  can  ban  abortions  in  public  hospitals  and  can 
discourage  abortions  at  any  time  after  conception. 
"Pro-lifers"  were  heartened  that  the  court  had  significantly 
chipped  away  at  Roe  vs.  Wade,  which  in  1973  made  abortion 
a  constitutional  right.  "Pro-choicers"  complained  that  wom- 
en's options  had  been  restricted.  But  as  both  sides  will 
probably  find  out,  they  ain't  seen  nothin'  yet. 

Of  the  five  justices  who  upheld  the  Missouri  law,  four 
have  indicated  they  would  vote  to  overturn  Roe.  They  may 
get  their  chance  during  the  Supreme  Court  term  that  begins 
this  October,  when  the  high  court  will  hear  three  other  cases 
involving  state  jurisdiction  over  abortion  law.  And  the  Bush 
Administration  is  sure  to  continue  recommending — as  it  did 
before  the  Missouri  decision — that  Roe  be  overturned. 

A  generation  of  women  has  come  of  age  believing  that 
deciding  whether  or  not  to  terminate  a  pregnancy  is  a  guar- 
anteed liberty,  as  fundamental  as  free  speech  or  religion. 
There  is  nothing  to  be  gained  by  turning  back  the  clock.  The 
Missouri  statute  is  unlikely  to  stop  many  abortions:  Its  chief 
impact  will  be  to  ensure  that  women  who  can't  afford  a 
private  doctor's  bill  or  a  bus  ticket  into  the  next  state  will 
endanger  their  health  with  illegal  operations. 

If  Roe  is  repealed  and  most  states  make  abortion  a  crime, 
rich  and  poor  alike  will  be  at  the  mercy  of  a  medical  under- 
ground ready  to  exploit  their  needs.  More  babies  will  be 
born  to  underaged,  underprivileged,  or  simply  under- 
informed  mothers.  Will  the  "pro-lifers"  then  suggest  that 
such  families  get  help  with  education,  health  care,  and  hous- 
ing? Unless  the  U.  S.  is  prepared  to  subsidize  the  rearing  of 
thousands  of  children,  rolling  back  abortion  rights  guaran- 
tees that  more  mothers  will  struggle  in  poverty.  Roe  made 
abortion  a  private,  individual  decision.  Polls  have  shown  that 
most  Americans  oppose  government  infringement  of  this 
privacy. 

The  court  has  not  said  that  states  must  limit  women's 
access  to  abortion  facilities — only  that  they  may.  The  states 
will  be  under  great  pressure  to  proscribe  abortion  ti-eatment. 
We  hope  they  resist  that  pressure. 


HOW  TO  REGULATE  THOSE 
CABLE  TV  OPERATORS 

There's  no  doubt  that  America's  TV  watchers  love  cable. 
More  than  half  of  all  viewers  pay  a  monthly  fee  for 
the  wire  that  expands  their  choices  to  include  every- 
thing fnun  uncut  movies,  congressional  deliberations,  reli- 
gious fare,  and  rock  music,  to  Ted  Turner's  Cable  News 
Network. 

But  ask  many  subscribers  what  they  think  about  the 
people  who  provide  the  service — the  cable  operators — and 
the  response  is  likely  to  be  anything  but  affectionate.  The 


average  cost  of  basic  service  has  zoomed  by  well  over  2( 
since  1987,  when  Congress  deregulated  cable  and  virtua 
eliminated  local  oversight.  Subscribers  also  feel  neglect 
when  operators  decide  which  programming  services 
broadcast:  Franchise  owners  too  often  favor  the  channels 
which  they  happen  to  own  equity — including  Turner's  fai 
And  customer  service  in  many  areas  remains  intoleral: 
bad.  Most  subscribers  are  stuck:  In  nearly  all  cases,  cable 
a  local  monopoly. 

It's  time  for  Congress  to  restore  local  accountabil 
to  cable.  There's  no  shortage  of  plans — more  than  a  doz 
bills  have  been  introduced  in  the  House  and  Senate  tl 
year.  Reregulation  doesn't  have  to  mean  a  complete 
writing  of  the  laws.  Local  authorities  would  regain  a  gn 
deal  of  power  if  Congress  simply  spelled  out  some  k 
provisions  of  the  deregulation  law,  which  the  Federal  Co 
munications  Commission  has  defined  in  ways  that  favoi 
the  industry.  For  example,  the  FCC  now  defines  effect 
competition  as  access  to  at  least  three  over-the-air  chanm 
Below  that  number,  local  authorities  can  continue  to  rej 
late  cable  operators.  Increasing  it  would  have  the  effect 
strengthening  the  hand  of  local  authorities  in  regulati 
cable  franchises. 


STARK  PROOF 

OF  JAPAN'S  MUSCLE 

In  BUSINESS  week's  second  annua!  Global  1000  Sco 
board— a  ranking  of  the  world's  largest  companies 
market  capitalization — one  fact  leaps  out  forcefully: 
pan  is  indisputably  the  world  industrial  leader.  Japan( 
companies  account  for  47%  of  the  value  of  the  world's  1 
1,000  giants,  or  about  $3  trillion  (page  139).  In  contrast,  ( 
U.  S.  makes  up  32%  of  these  companies'  worth,  while  I 
rope's  stake  is  17%-. 

By  now,  we  are  accustomed  to  hearing  about  Japa 
prowess  in  trade  and  its  dominance  in  high  tech.  But  1 
Global  1000  numbers  merit  special  consideration  becai 
they  show  that,  in  fact,  the  Japanese  dominate  many  ind 
tries.  They  are  gaining  in  everything  from  paper  products 
building  materials — sectors  in  which  American  and  Euro 
an  companies  once  took  their  own  prominence  for  grant 
Out  of  40  industry  groups  ranked  in  the  Global  1000,  Jaj 
is  tops  in  20. 

While  the  U.  S.  and  Europe  have  accepted  the  decline 
such  industries  as  shipbuilding  and  steel,  Japan's  sun 
industries  are  booming.  Granted,  that  boom  is  part  o: 
general  economic  surge — one  result  of  a  boost  in  domes 
demand  that  Japan's  trading  partners  have  been  clamor 
for.  But  Japanese  companies  have  been  able  to  bend  w 
whatever  wind  comes  along,  be  it  the  strong  yen  or  tn 
barriers.  The  Global  1000  results  reflect  one  reason  for  tl 
flexibility:  They  are  using  Tokyo's  heady  markets  and  1 
interest  rates  as  a  pool  of  cheap  financing.  Some  of 
money  goes  to  pay  off  debt,  which  in  turn  frees  up  funds 
expansion  and  research.  As  one  observer  in  Tokyo  notes 
Japanese  companies  were  formidable  before,  now,  witl 
possible  U.  S.  recession  around  the  corner,  they're  lethal 
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SPECTRUM  PAPER 
CREATES  PERFECT 
COPIES 


The  selection  of  a  copier  paper  may  seem 
like  a  small  thing,  but  it  is  attention  to 
details  such  as  this  that  ultimately  reflect 
your  company's  commitment  to  quality 

Spectrum  Copier  Paper  won't  jam,  dust 
or  curl  in  your  high-speed  machinery  It 
consistently  delivers  identical  copies  of 
your  business  documents.  Copies  that  are 
clean,  crisp,  bright.  This  outstanding  con- 
sistency is  the  result  of  the  most  rigorous 
quality  testing  in  the  paper  industry 

If  you  demand  perfect  copies  in  all  of 
your  business  communications,  the  answer 
is  Spectrum  Copier  Paper  Spectrum 
means  quality. 


SPECTRUM  COPIER  PAPER 


GeorgiaF^cific  ^ 

Printing  Paper  Division  1-800-526-6640 


color  picture  tube  plant  in  existence,  expanding  its  annual  capacity  to  11.5  million  tubs 

making  it  the  number  one  producer  in  the  woiJ 


t. 


NLYTHE  BEGINNING. 


Some  banks 
look  at  these  and 
just  see  boats. 


We  see  things  a  little  differently. 
When  we  looked  at  our  portfolio  of 
boat  loans,  we  spotted  an  opportunity 
that  many  others  missed.  We  saw 
a  way  to  package  these  loans  into  a 
high-grade  security,  opening  up  a 
brand-new  market  for  both  issuers  and 
investors  alike. 

Even  more  important.  Chemical 
helped  unlock  the  same  potential  for 
corporate  clients.  During  the  past  year, 
our  affiliate.  Chemical  Securities, 


Inc.,  helped  package  and  sell  securi- 
ties backed  by  Chrysler  P^inancial 
Corporations  boat  loans.  Banc  One 
Ohio  Corporation's  auto  loans,  and 
F"leetwood  Credit  Corp.s  recreational 
vehicle  retail  contracts. 

As  a  result,  in  1988  Chemical 
Banking  Corporation  was  number  one 
among  all  banking  organizations  in 
asset-backed  securities.  And  the 
Chrysler  transaction  made  Chemical 
Securities  the  first  bank-affiliated 


underwriter  to  lead-manage  a  public 
issue  for  a  corporate  client. 

You  may  not  have  boat  loans  or 
your  balance  sheet.  But  other  valu( 
may  be  hidden  there.  To  help  yoi 
discover  it,  you  need  specialists  like 
those  at  Chemical  — advisors  with 
different  perspective. 

CkmicalBan^ 

The  bottom  line  is  excellence,' 


Chemical  Banking  Corpciralinn  is  the  holding  lonifianv  for  Chenmal  Hank.  Chemnal  Hank  New  Jersey,  and  'levas  Loninierce  Hancshares     Member  FDIC  '  19H9  Chemical  Bankmg  Corporal  i' 


WHEN  JOINT  VENTURES  WITH  JAPAN  GO  SOUR 


3  9042  02208703  2 


BusinessWeek 


JULY  24,  1989 


A  McGRAW-HILL  PUBLICATION 


$2.00 


BURLINGAME 

JUL  14  W 
LIBRARY 


'an  It  Stay  Ahead  in  Workstations? 


In  only  seven  years,  Scott  McNealy 
built  Sun  Microsystems  into  a 
$1.8  billion  company.  But  rising 
competition  and  the  strains  of 
rapid  growth  may  soon 
produce  its  first 
quarterly  loss. 
Now  McNealy 
is  trying 
to  rebuild  - 
momentum. 
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THE 
PICTURE  OF 
HEALTH. 


The  more  a  physician  can 
see  inside  a  patient,  the 
more  information  he  can  gather. 
The  more  insightful  his  diagnosis 
can  be.  And,  of  course, 
the  more  hope  there  is  for 
the  patient. 

Toshiba's  cardiovascular 
angiographic  systems  offer 
doctors  new  ways  to  take  picture 
of  what's  inside  the  human  heart 
faster,  easier  and  with  more 
accuracy  than  ever  before. 

Now  doctors  can  see  mul- 
tiple images  simultaneously. 
Images  can  be  enlarged.  And 
computer- enhanced  color  can  be 
added  to  increase  information 
and  diagnostic  capability. 


Throughout  all  our  medical- 
related  technologies,  from  X-rayi 
and  computer  tomography 
scanners  to  magnetic  resonance 
imaging  and  imaging  processing 
Toshiba's  vision  has  always 
been  clear:  to  build  the  most 
sophisticated  diagnostic 
equipment  in  the  industry. 

Not  just  for  the  health  of 
our  business,  but,  more 
importantiy,  for  the  health  of  the 
people  who  need  it. 


In  Touch  with  Tomorrow 

TOSHIBA 


For  no'e  (nlormation.wr'te  Toshiba  America  Medica  Systems.  !nc  .2441  Michelle  D"\ie  Tustir^.CA  92680  or  call  1-800-421-1968 


777JS  advertisement  is  neither  an  offer  to  sell  nor  a  solicitation  of  an  offer  tv  u 
The  offering  is  made  only  by  the  Prr>spectus. 


June  26.^1989 

50,000,000  Shares 

Perfoimance  Plus  Municipal  Fund,  Inc. 

Common  Stock 


Price  $15  Per  Share 


Copies  of  the  Prospectus  may  be  obtained  from  such  of  the  Underwriters  as  may  legally  offer  these  securities 
in  compliance  m'th  the  securities  laws  of  the  respective  states. 


Alex.  Brown  &  Sons 

Incorporated 


Jobn  Nuveen  &  G>. 

Incorporated 


A.  G.  Edwards  &  Sons,  Inc 


Blunt  Ellis  &  Loewi 

Incorporated 


Dain  Boswortli 

[ncoTpomted 


Legg  Mason  Wood  Walker 

Incorporated 


Donaldson,  Lufkin  &  Jenrette 

Securibes  Corporation 


Bear,  Stearns  &  Co.  Inc. 
Shearson  Lehman  Mutton  Inc. 
Advest,  Inc.  William  Blair  &  Company 

Raymond  James  &  Associates,  Inc. 


Kidder,  Peabody  &  Co. 

Incorporated 


Smith  Barney,  Harris  Upham  &  Co. 


Piper,  Jaffray  &  Hopwood 

Inrorporoled 


Bateman  Eichler,  Hill  Richards 


PaineWebber  Incorporated 
Thomson  McKinnon  Securities  Inc. 

Oppenheimer  &  Co.,  Inc. 

The  Robinson- Humphrey  Company,  Inc. 

Boettcher  &  Company,  Inc.  Butcher  &  Singer  Inc, 

Cowen  &  Co.  Crowell,  Weedon  &  Co.  D.  A.  Davidson  &  Co. 

Fahnestock  &  Co.  Inc.  Ferris,  Baker  Watts  First  Albany  Corporation 

J.  J.  B.  Hilliard,  W.  L.  Lyons,  Inc.  Howard,  Weil,  Labouisse,  Friedrichs 

Incorporated 

Josepbthal  &  Co.  Ladenburg,  Thalmann  &  Co.  Inc. 

The  Ohio  Company  Prescott,  Ball  &  Turben,  Inc. 

Roney  &  Co.  Rotan  Mosle  Inc.  Scheu-ff  &  Jones,  Inc.  Stephens  Inc. 

Van  Kasper  &  Company 

ALLIED  Group  Securities  Corporation         Anderson  &  Strudwick         Boenning  &  Scattergood  Inc. 

Incorporated 

JW  Charles  Securities,  Inc.  B.  C.  Christopher  Securities  Co.  City  Securities  Corporation 

Davenport  &  Co.  of  Virginia,  Inc.  Dominick  &  Dominick, 

Incorporated 

Gulfstream  Fmancial  Associates,  Inc.         Illinois  Company  Investments,  Inc.         Investment  Corporation  of  Virginia 
John  G.  Kinnard  and  Company  Moore  &  Schley  Securities  Corporation  W.  H.  Newbold's  Son  &  Co.,  Inc. 

Incorporated 

J.  A.  Overton  &  Co.  Parker/Hunter  Philadelphia  Investors,  Ltd. 

Incorporated 

Scott  &  Stringfellow,  Inc.  Smith,  Hague  &  Co.  Smith,  Moore  &  Co.  Southwest  Securities,  Inc. 


Robert  W.  Baird  &  Co. 

IncorpofBted 

The  Chicago  Corporation 
Eppler,  Guerin  &  Turner,  Inc. 
Gruotal  &  Co.,  Incorporated 
Janney  Montgomery  Scott  Inc. 
Morgan  Keegan  &  Company,  Inc. 
Rodman  &  Renshaw,  Inc. 


Johnston,  Lemon  &  Co. 

Incorporated 

Newhard,  Cook  &  Co. 

Incorporated 


Prudential-Bache  Capital  Fundmg 
Dean  Witter  Reynolds  Inc. 
Rauscher  Pierce  Refsnes,  Inc. 
Wheat,  First  Securities,  Inc. 
Butler,  Widi  &  Co..  Inc. 
R.  G.  Dickinson  &  Co. 
First  of  Michigan  Corporation 
Interstate/ Johnson  Lane 

Corporabon 

McDonald  &  Company 


Sutro  &  Co. 

Incorporated 

Allen  &  Company 

of  nond«.  Inc 

Chapman  Company 
Craigie  Incorporated 


Tucker  Anthony 

Incorporated 


Ragen  Mackenzie 

Incorporated 

Stifel,  Nicolaus  &  Company 

Incorporated 

Wedbush  Morgan  Securities 
Branch,  Cabell  and  Company 
Cohig  &  Associates,  Inc. 
Folger  Nolan  Fleming  Douglas 

Incorporated 

Jesup  &  Lamont  Securities  Co.,  Inc. 
David  A.  Noyes  &  Company 
Raffensperger,  Hughes  &  Co. 

Incorporoleo 

Henry  F.  Swift  &  Co. 
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'WE  WERE  HEROIC  SO  MANY  TIMES  IN  THE  PAST,  WE  THOUGHT  WE  COULD  DO  IT  AGAIN,"  SAYS  A  SUN  VICE-PRESIDENT.  "BUT  WE  COULDN'T" 


Cover  Story 


70  HIGH  NOON  FOR  SUN 

It  was  the  darlinjr  of  Wall  Street  and 
Silicon  Valley,  growing'  to  $1.8  billion 
in  seven  years.  Then,  just  after  its 
biggest  workstation  rollout  ever. 
Sun  stumbled  and  key  executives 
defected.  Now,  CEO  Scott  McNealy 
has  to  rebuild  the  momentum  and 
kee[)  one  quarter's  problems  from 
becoming  a  jjrolonged  decline 
75  COURTING  THE  CLONEMAKERS 
Sun's  plan  t(i  mak(_'  lli<  Sparc 
workstation  a  standard 

Top  of  the  Ne'ws 

18  THE  STORMING  OF  BAT 

The  brash  IjkI  for  the  Rritish 
conglomerate  stuns  the  City 

20  FROM  BIG  EIGHT  TO  BIG  FIVE? 

A  pressing  need  to  cut  costs  is 
driving  accounting  firms  to  the  altar 

21  THE  HUD  SCANDAL 

'Somebody  is  not  telling  the  truth' 


22  OVER-THE-COUNTER  CEREAL 

P&G  is  claiming  that  General  Mills' 
Benefit  is  a  drug 

23  WANG'S  WOES 

Customers  ai'e  jumping  ship 

24  SO  WHO'S  MEL  KLEIN? 

He's  behind  an  American  Medical  bid 

25  MAN  OH  MANISCHEWITZ 

Levine  Tessler's  big  plans  for  its  LBO 

26  THE  NBA  SCORES  A  FIRST 

Two  blacks  buy  the  Denver  Nuggets 

27  IN  BUSINESS  THIS  WEEK 

Soylieans,  h(_inie  shojiping,  insider 
trading  and  BW,  Marriott,  California 
culture,  Disney,  workers'  comp 

Economic  Analysis 

10  ECONOMIC  VIEWPOINT 

Roberts;  A  sup])ly-sider  in  Moscow 

12  ECONOMIC  TRENDS 

Flexible  workers,  the  trade  deficit, 
|.)lant  [iroductivity,  unemployment 
15  BUSINESS  OUTLOOK 

Summertime,  and  the  Fed's  still 
easing — notch  by  careful  notch 


International 

30  JOINT  VENTURES 

Why  so  many  U.  S. -Japan 
combinations  in  the  auto-parts 
industry  are  coming  to  grief 

32  JAPAN 

Companies  are  feeling  the  pinch 
from  a  labor  shortage 

33  CHINA 

California  lawmakers  consider 
sanctions  against  Beijing 

33  MEXICO 

The  Brady  deal  on  Mexico's  debt 
will  help  a  little — but  not  enough 

37  INTERNATIONAL  OUTLOOK 

Can  an  old  Tory  learn  new  tricks? 

The  Corporation 

40  STARTUP  SLOWDOWNS 

New  MBAs  discover  that  a  diploma 
does  not  an  entrepreneur  make 

44  ILL  WIND  AT  WINDMERE 

Combing  out  the  knots  in  its 
personal-care  business 


2  BUSINESS  WEEK/JULY  24 ,  1989 


A  CLASH  OF  CULTURES: 
WHEN  IT  COME5  TO  CAR  PARTS,  U.S. 
JOINT  VENTURES  WITH  JAPAN  ARE 
COMING  UP  SHORT.  FOR  MANY,  IT'S  A 
DISPUTE  OVER  QUALITY  AND  GOALS 


18    GOLDSMITH  STRIKES  AGAIN: 

WITH  A  $21  BILLION  OFFER  FOR 
BRITISH  BLUE  CHIP  BAT,  SIR  JIMMY 
HAS  LAUNCHED  A  NEW  ERA  OF 
TAKEOVERS  IN  EUROPE 


56   GOING  WITH  THE  FLOW: 

VALUING  A  COMPANY  BY  ITS  CASH 
FLOW  IS  GAINING  IN  POPULARITY, 
THANKS  IN  LARGE  PART  TO  THE  BOOM 
IN  TAKEOVERS  AND  LBOs 


Entertainment 

BIG  ROLES,  FAT  WALLETS 

This  summer's  boffo  box  office  rains 
gold  on  a  liandfui  of  stars  who 
negotiated  for  a  cut  of  the  take 

Marketing 

SELLING  THE  ENVIRONMENT 

How  companies  are  cashing  in  on  the 
public  concern  over  trash 

Government 

WASHINGTON  OUTLOOK 

Takeovers:  Congress  comes  out 
swinging  a  wet  noodle 
Quayle's  space  program 

CZAR— AND  ACTIVIST? 

New  Energy  Secretary  Watkins 
makes  tough  calls  on  nuclear  safety 

Finance 

EARNINGS,  SCHMERNINGS 

More  investors  are  saying  it's 
cash  flow  that  counts 

ANALYZING  THE  BROKERAGES 

While  the  Street  watches  the  Dow. 
Perrin  Long  watches  the  Street 

BIGGER  FIELDS  FOR  A  FARM  BANK 

Norinchukin  adds  global  investing  to 
its  portfolio  of  agriculture  loans 

INSIDE  WALL  STREET 

Is  Mapco  maneuvering  to  go  private? 
Bargain  days  at  a  discount  club 
This  penmaker's  ink  is  all  black 

INVESTMENT  FIGURES  OF  THE  WEEK 


Labor 

64  THE  UAW  VS.  JAPAN 

The  first  union  election  at  a  Japanese 
plant  represents  a  crucial  test 

Science  &  Technology 

66  DEN  MOTHERS  OF  INVENTION 

Not-for-profit  groups  are  helping 
inventors  beat  the  odds  against 
going  from  workshop  to  market 

69  DEVELOPMENTS  TO  WATCH 

Virus  vs.  caterpillars,  neural 
networks,  tougher  metals,  logic 
circuits,  protective  flight  suits 


79   QUEEN  IN  CHECK: 

IF  LEONA  HELMSLEY  IS  CONVICTED  AND 
JAILED  FOR  TAX  EVASION,  THE  HOTEL 
EMPIRE  SHE  RULES  WILL  BE 
RUDDERLESS— AND  COULD  BE  SOLD 


Information  Processing 

76  COMPUTER  BLUES 

A  mini-slump  hits  the  industry,  but 
IBM  fights  back  with  tough  sales 

People 

79  FROM  PALACE  TO  POKEY? 

Leona  Helmsley's  tax  case  could  lead 
to  the  sell-off  of  the 
Helmsley  Hotel  organization 

Sports  Business 

82  VERMONT  RUSHES  THE  NET 

It's  fighting  to  keep  the  lucrative 
Volvo  Tour  at  Stratton  Mountain 

Personal  Business 

84  OUTDOORS:  Sailboat  racing 
FINANCES:  Donate  and  deduct 
SMART  MONEY:  Commodity  funds 
AUTOS:  4WD  Porsche  Carrera 
EDUCATION:  Back  to  B-school 

Features 

4  BUSINESS  WEEK  INDEX 

5  READERS  REPORT 

8  BOOKS 

Mainiero:  Office  Romance:  Love, 
Power  &  Sex  in  the  Workplace 

89  INDEX  TO  COMPANIES 

92  EDITORIALS 

Give  Poland  something  tangible 
Greenspan:  Steering  the  right  course 
Don't  force  the  thrifts  to  dump  junk 


ne  v;  Week  (ISSN  0007-7135)  published  weekly,  except  for  one  issue  in  January,  by  McGraw-Hill  Inc  U  S  subscriber  rate  $39  95  per  year  In  Canada,  one  year  CDN  S54  95  Single 
es  S^'  00  Executive,  Editorial,  Circulation,  and  Advertising  Offices  1221  Avenue  of  tfie  Americas,  New  York,  N  Y  10020  Second-class  postage  paid  at  New  York,  N  Y  .  and  at  additional  mailing 
es  Postage  paid  at  tVlonlreal,P  Q  Registration  Number  9010  Title  Reg  inU  S  PatentOffice  Postmaster:  Send  address  cfianges  to  BUSINESS  WEEK  P  0  Box  430,  Hi  jintstown,  N  J  08520 


BUSINESS  WEEK/JULY  24,  1989  3 


PRODUCTION 

Change  from  last  week:  -0.5% 
Change  from  last  year:  0.9% 


July  1 
174.2 


1967=  100 

Four-week  moving  overage 


July 
1988 


June 
1989 


1988  1989 

The  production  index  fell  further  for  the  week  ended  July  1.  On  a  seasonally 
adjusted  basis,  cor  production  fell  sharply,  and  strikes  pushed  down  coal  output. 
Production  of  steel,  poperboord,  and  lumber  fell,  as  did  rail  freight  traffic.  Trucks, 
paper,  electric  power,  and  crude-oil  refining  posted  gains.  Before  calculation  of  the 
four  week  average,  the  index  also  declined  to  1 73.2  from  1 74.3.  The  monthly 
overage  was  174.2,  down  1.1%  from  176.2  in  May. 

BW  production  index  copyright  1989  by  McGraw  Hill  Inc 


LEADING 

change  from  lost  week:  0.3"^. 
Change  from  last  year:  5.6% 


215 


July  ) 
21  1.4 


210 


205 


200 


195 


ll 


June  24 
210.8r 


July  Nov  Mar.  June 

1988  1988  1989  1989 

The  leading  index  posted  its  second  consecutive  rise  in  the  week  ended  July  1. 
On  the  plus  side,  business  failures  fell  sharply,  bond  yields  continued  to  decline,  and 
both  M2  and  materials  prices  grew  faster.  Those  gains  mere  than  offset  lower  stock 
prices  and  slower  growth  in  real  estate  loans  Before  calculation  of  the  four-week 
average,  the  index  also  gained  ground,  rising  to  212  from  211.4.  The  monthly 
average  stood  at  211.3,  up  from  209.4  in  May. 

Leading  index  copyright  1989  by  Center  tor  International  Business  Cycle  Research 


PRODUCTION  INDICATORS 

Latest 
week 

Week 
ago 

%  Change 
year  ago 

STEEL  (7/8)  thous.  of  net  tons 

1,803 

1,844# 

-2.0 

AUTOS  17/8)  units 

41,379 

1  19,841r« 

-50.8 

TRUCKS  (7/8)  units 

29,788 

78,288rs 

-25.4 

ELEQRIC  POWER  (7/8)  millions  of  kilowatt-hours 

57,848 

58,699* 

0.4 

CRUDE-OIL  REFINING  (7/8)  thous.  of  bbl./day 

13,989 

14,157# 

3.1 

COAL  (7/ 1 )  thous.  of  net  tons 

1 4,403  # 

16,906 

-7.1 

PAPERBOARD  (7/1)  thous.  of  tons 

759.6  # 

769.9r 

6.5 

PAPER  (7/1)  thous.  of  tons 

743.0W 

724.0r 

1.0 

LUMBER  (7/1)  millions  of  ft. 

513.8ff 

522.9 

26.3 

RAIL  FREIGHT  (7/1)  billions  of  ton-miles 

18.0# 

18.6 

-8.6 

Sources:  American  Iron  &  Steel  Inst.,  Ward's  Automotive  Reports,  Edison  Electric  Inst.,  Amer. 
icon  Petroleum  Inst.,  Energy  Dept.,  Americon  Paper  Inst.,  WWPA\  SFPA^,  Association  ot 
American  Railroads. 

FOREIGN  EXCHANGE 

Latest 
week 

Week 
ago 

Year 
ago 

JAPANESE  YEN  (7/12) 

140 

138 

134 

GERMAN  MARK  (7/12) 

1.88 

1.88 

1.85 

BRITISH  POUND  (7/ 12) 

1.62 

1.62 

1.69 

FRENCH  FRANC  (7/12) 

6.36 

6.39 

6.24 

CANADIAN  DOLLAR  (7/12) 

1.19 

1.19 

1.21 

SWISS  FRANC  (7/ 12) 

1.62 

1.61 

1.54 

MEXICAN  PESO  (7/12)^ 

2,515 

2,508 

2,300 

Sources:  Ma|or  New  York  banks.  Currencies  expressed  in  units  per  L 
British  pound  expressed  in  dollars. 

.  S.  dollar,  except  for 

PRICES 

latest 
week 

Week 
ogo 

%  Change 
year  ago 

GOLD  (7/12)  $/troy  oz. 

379.750 

383.600 

-12.7 

STEEL  SCRAP  (7/1 1)  #  l  heavy,  $/ton 

1 10.50 

114.50 

-7.9 

FOODSTUFFS  (7/10)  index,  1967  =  100 

225.6 

227.2 

-7.6 

COPPER  (7/8)  o/lb. 

108.8 

1 13.7 

1.2 

ALUMINUM  (7/8)  c/lb. 

84.5 

85.8 

-32.1 

WHEAT  (7/8)  ^2  hard,  $/bu. 

4.38 

4.36 

13.2 

COTTON  (7/8)  strict  low  middling  1-1/16  in.,  o/lb. 

65.88 

65.75 

12.5 

Sources:  London  Wed.  final  setting,  Chicago  mkt..  Commodity  Research  Bureau,  Metals 
VV'ee^,  Kansas  City  mkt.,  Memphis  mkt. 


LEADING  INDICATORS 

Latest 
week 

Week 
ago 

%  Change 
year  ago 

STOCK  PRICES  (7/7)  s&P  500 

321.33 

323.70 

18.0 

CORPORATE  BOND  YIELD,  Aaa  (7/7) 

8.97% 

9.02% 

-8.8 

INDUSTRIAL  MATERIALS  PRICES  (7/7) 

104.5 

104.6 

5.2 

BUSINESS  FAILURES  (6/30) 

201 

254 

-11.8 

REAL  ESTATE  LOANS  (6/28)  billions 

$329.9 

$329.2 

14.0 

MONEY  SUPPLY,  M2  (6/26)  billions 

$3,081.2 

$3,077.6r 

2.3 

INITIAL  CUVIMS,  UNEMPLOYMENT  (6/24)  thous.  347 

333 

12.3 

Sources:  Standard  &  Poor's,  Moody's,  Journal  of  Commerce  (index:  1980—  100),  Dun  & 
Bradstreet  (failures  of  large  companies).  Federal  Reserve  Board,  Labor  Dept.  CIBCR  season 
oily  adjusts  data  on  business  failures  and  real  estate  loans. 

MONTHIY  ECONOMIC  INDICATORS 

latest 
month 

Month 
ago 

%  Change 
year  ago 

BUSINESS  WEEK  PRODUQION  INDEX  (June) 

174.2 

176.2r 

0.9 

BUSINESS  WEEK  LEADING  INDEX  (June) 

211.2 

209.4r 

5.7 

EMPLOYMENT,  CIVILIAN,  MILLIONS,  (June) 

117.5 

1 17.2 

2.2 

UNEMPLOYMENT  RATE,  CIVILIAN  (June) 

5.3% 

5.2% 

-1.9 

Sources:  BW,  CIBCR,  BLS 

MONETARY  INDICATORS 

latest 
week 

Week 
ago 

%  Change 
year  ago 

MONEY  SUPPLY,  Ml  (6/26) 

$769.7 

$768.  Ir 

-1.2 

BANKS'  BUSINESS  LOANS  (6/28) 

316.0 

316.5r 

4.2 

FREE  RESERVES  (6/28) 

231r 

466r 

-57.2 

NONFINANCIAL  COMMERCIAL  PAPER  (6/28) 

126.3 

127.9 

39.3 

Sources:  Federol  Reserve  Board  (in  billions,  exce 

a  two  weelc  period  m  millions). 

Dt  for  free  reserves 

which  are  expressed  fo 

MONEY  MARKET  RATES 

latest 
week 

Week 
ago 

Yeor 
ago 

FEDERAL  FUNDS  (7/11) 

9.25% 

9.49% 

7.59 

PRIME  (7/12) 

10.50-11.00 

1 1.00 

9.00 

COMMERCIAL  PAPER  3-MONTH  (7/;  i) 

8.66 

9.05 

7.73 

CERTIFICATES  OF  DEPOSIT  3-MONTH  (7/12) 

8.75 

9.05 

7.85 

EURODOLUR  3-MONTH  (7/5) 

9.16 

9.31 

7.79 

Sources:  Federal  Reserve  Board,  First  Boston 


#  Raw  data  in  the  production  indicators  ore  seasonally  adjusted  in  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense  equipment, 
1  ^  Western  Wood  Products  Assn.         2  =  Southern  Forest  Products  Assn.         3  =  Free  market  value         N A  —  Not  ovoiloble         r  =  revised         NM  ~  Not  meaningful 
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NOW,  YOUR  WHOLE  STORY 
ON  LINE  IN  DOW  JONES, 

IN  MINUTES. 


Now,  in  minutes,  all  press  releases  carried 
Dy  PR  Newswire  are  available  in  Dow  Jones 
Mews/Retrieval®. 

The  Press  Release  Wires  (//RELEASE), 
a  new  service  on  News/Retrieval,  makes 
PR  Newswire  copy  available  to  a  worldwide 
audience  of  business  and  financial  professionals 
and  serious  personal  investors.  They'll  get  your 
full-text  information  within  15  minutes  after  it's 
delivered  to  the  news  media. 

With  just  a  few  keystrokes,  users  can  call 
up  your  full  story  quickly  from  anywhere  in 
News/Retrieval.  And  they  can  easily  combine  it 
with  news  and  information  about  your  company 


from  other  Dow  Jones  News/Retrieval  sources. 

//RELEASE  is  easy  to  search  by  stock 
symbol  or  category  codes,  including  industry 
group,  market  sector,  product,  subject, 
government  and  geographic. 

Current-time  news  on  the  Press  Release 
Wires  is  another  reason  85%  of  Fortune  500® 
companies  use  PR  Newswire  to  distribute 
corporate  and  financial  press  releases. 

For  more  information  about  //RELEASE, 
call  PR  Newswire  at  800-832-5522,  Ext.  2; 
in  New  York,  212-832-9400,  Ext.  2.  Or  contact 
your  nearest  PRN  bureau. 

And  deliver  your  whole  story  in  minutes. 


Mlanta  •  Boston  •  Charlotte  •  Cleveland  •  Denver  •  Detroit  •  Los  Angeles 
Vliami  •  New  York  •  Philadelphia  •  Pittsburgh  •  Raleigh  •  San  Diego 
5an  Francisco  •  San  Jose  •  Seattle  •  Washington,  DC 


For  Immediate  Release. 


Dow  Jones  News/Retrieval  is  a  registered  service  mark  of  Dow  Jones  &  Company,  Inc. 
-ortune  and  Fortune  500  are  registered  trademarks  of  Time,  Inc 
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ItWouldmA 

Change  Of 
Incredible  Ffoportions 
ToOuteiDwA 

FkificBellCentiiex 
Phone  System. 


When  giants  of  industry 
require  a  telephone  system 
that  can  grow  and  change 
along  with  their  growing 
needs,  they  know  exactly 
which  system  to  use. 

They  use  the  Centrex 
system  from  Pacific  Bell. 


Because  the  simple  fact 
is,  no  company  has  ever 
grown  too  big  for  Centrex. 

With  Centrex,  you're  not 
just  plugging  into  your  own 
limited  hardware. 

Instead,  you're  plugging 
into  Pacific  Bell's  central 


offices,  which  have  virtually 
unlimited  capacity. 

So  when  your  needs  grow, 
and  you  need  more  lines 
and  features,  simply  give  us 
a  call  and  we'll  make  them 
available. 

We  can  even  link  together 


A  PACIFIC  TELESIS  COMPANY  I  /l/MMMi 


t  1989  Pacific  Bell 
4B-CA 


sw  locations. 
Unlike  any  other  phone 
^stem,  there's  no  switching 
:iuipment  to  buy.  There's 
3thing  to  maintain.  And 
othing  to  outgrow. 
Now,  we  can  tell  you  how 
)u  never  pay  for  more  lines 


than  you're  actually  using. 
Or  about  the  amazing  relia- 
bility of  Centrex.  Or  about 
it's  flexibility  to  accommo- 
date changes  both  in  busi- 
iness  and  technology. 

But  that's  another  big 
story  altogether. 


To  learn  more  about  Pacific 
Bell  Centrex,  call  your  Pacific 
BeU  Account  Executive  or  an 
Authorized  Sales  Represen- 
tative for  Pacific  Bell. 
Pacific  Bell  Centrex. 
Communications 
For  A  Changing  World. 

■  PACIFIC^^iBEm 
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BANCO 
NAPOLl 


The  General  Meeting  of  Banco  di 
Napoli,  held  on  28"^  April  1989 
under  the  chairmanship  of  Professor 
Luigi  Coccioli,  approved  the  Group's 
1988  accounts,  which  have  been  certi 
fied  by  Price  Waterhouse. 

Total  assets  came  to  Lit.  74,946  bil 
lion,  an  inaease  of  8.1%  over  the  1987 
figure;  loans  and  advances  amounted  to 
Ut.  50,271  billion,  a  rise  of  9.1%.  There 
was  a  substantial  incTease  of  22%  in  for 
eigncurrenc7  lending  and  one  of  15.7% 
in  loans  granted  by  the  special  credit 
seaions.  On  the  liabilities  side,  deposits 
and  borrowed  funds  inaeased  by  5.9% 
to  Lit.  62,620  billion. 

The  gross  profit,  net  of  the  additional 
specific  allocation  to  the  staff  pension 
fund,  amounted  to  Lit  465  billion  in 
1988,  compared  to  Lit.  433  billion  in 

1987,  an  inaease  of  7.4%. 

The  additional  specific  allocation  to 
the  staff  pension  fund,  over  and  above 
tfie  cost  of  the  normal  banking  system 
scheme  amounted  to  Lit.  206  billion  in 

1988,  compared  to  Lit.  184  billion  in 
1987.  If  the  above  allocation  is  disre 
garded  the  gross  profit  of  Banco  di  Na 
poll  was  Ut.  671  billion  in  1988  Ut.  617 
billion  in  1987. 

The  net  profit  for  the  year  worked  out 
at  Ut.  74  billion,  an  incTease  of  19.3% 
over  1987;  this  result  enables  the 


Bank  to  pay  holders  of  savings  sha 
res  a  dividend  of  14%,  the  same  as  the 
previous  year. 

A  new  branch  has  been  opened  in 
Paris  to  complement  the  existing  for- 
eign branches  in  New  York,  London, 
Frankfurt,  Buenos  Aires  and  Hong  Kong. 

The  Group's  Luxembourg  subsidiary. 
Banco  di  Napoli  International,  has  con 
finned  its  high  international  standing. 
In  1988  Banco  di  Napoli  further  ex 
panded  its  range  of  financial  and  bank 
ing  prcxlucts  by  establishing  specialized 
companies  (Brokerban  for  insurance 
broking  and  Sviluppo  di  Nuove  Inizia 
live  for  the  production  of  equipment  for 
the  energy  and  environmental  sectors ). 

In  the  first  half  of  1989  ;inother  new 
company  Reviban  was  set  up  for  or 
ganizational  and  financial  auditing. 

Banco  di  Napoli's  structure  as  a  multi 
hinctional  group  was  rationalized  by 
establishing  BN  Holding  as  the  parent 
company  for  the  Group's  subsidiaries  in 
the  financial  services  field. 

These  new  companies  join  BN  Leas 
ing,  BN  Fartoring,  Sofiban,Finban,  Ges 
tiban,  Finrete,  Effepi  and  Promart,  all  of 
which  operate  in  the  fmancial  services 
seaor,  and  Innovare  (promotion  of 
technical  innovation)  and  Datitalia  Pro 
cessing  (data  prwessing),  which  pro 
vide  commercial  .services. 


Highlights  of  the  1988 

annual  accounts 


in  billions  oi  Lire 

1982 

1983 

1984 

1985 

1986 

1987  1988 

BALANCE  SHEET 

Total  assets 

26,868 

35,931 

43,212  50,575  60,430  69,339  74,946 

Loons  ond  odvonces 

14,211 

19,952  26,022  33,606  41,062  46,103  50,271 

Deposits  borrowed  funds 

21,743  30,031 

36,401 

44,124  51,785  59,122  62,620 

Various  provisions 

918 

1,260 

1,744 

2,235 

2,792 

3,317  3,571 

(ol  which;  lunds  earmarked  lor 
the  stall) 

480 

614 

887 

1,288 

1,672 

1,935  2,107 

Capital  and  reserves 

505 

614 

612 

622 

1,129 

1,170  1,200 

PROFIT  AND  LOSS  ACCOUNT 

Gross  income 

951 

1,181 

1,406 

1,593 

1,921 

1,856  1,986 

Operating  prolit 

284 

325 

458 

516 

695 

501  586 

Gross  prolit 

241 

358 

508 

608 

720 

617  671 

Additional  allocation 
to  staH  pension  fund 

(51) 

(58) 

(128) 

(179) 

(197) 

(184)  (206) 

Gross  profit  net  ol 
above  allocation 

190 

300 

380 

429 

523 

433  465 

Other  allocations 

(183) 

(292) 

(367) 

(412) 

(468) 

(371)  (391) 

Net  prolit 

7 

8 

13 

17 

55 

62  74 

Banco  di  Napoli  is  striding  forward  into  Europe,  but  it  remains  faithful  to  its  ,  jt^x^^r^  \  x  l/^/^ 
origins  in  the  South  of  Italy,  where  its  400  branches  providing  the  most  /^Wy  jD/\J>JwLJ 


sophisticated  services  in  real  time  offer  its  customers  the  best  of  guarantees.  ^'^^2/ui"NJAPCZ)LJ. 
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Another  100  branches  in  the  North  and  a  strong  presence  abroad  further 
enhance  the  prestige  of  the  Banco  di  Napoli  Group  and  vouch  for  its  efficency. 


Head  Office:  Naples  801 32  -  Vic  Toledo  1 77  •  1 78 
494  branches  in  Italy 

Foreign  branches  in  New  York,  Frankfurt,  Buenos  Aires,  London,  Hong  Kong  and  Poris 
Subsidiary:  Banco  di  Napoli  International,  Luxembourg 
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THE  BIGGEST  OBSTACLE  TO 
INNOVATION?  A  BAP  ATTITUDE 

Your  article  "Can  'industry-led  policy' 
break  down  the  obstacles  to  innova- 
tion?" (Recommendations,  Innovation  in 
America,  June)  accurately  described  the 
increasing  investment  of  Japanese  com- 
panies in  the  development  of  advanced 
U.  S.  technology.  My  company,  an  MIT 
spinoff,  has  been  devel- 
oping and  transferring 
technology  to  clients  for 
more  than  30  years.  The 
typical  response  from  a 
U.  S.  company  ap- 
proached w^ith  a  new- 
technology  opportunity 
is  that  it  is  too  long- 
term,  not  as  good  as  the 
technology  they  are  ex- 
ploring internally,  and 
that  it  probably  won't 
work.  In  contrast,  senior 
executives  from  Europe 
and  the  Far  East  seek 
us  out,  are  enthusiastic 
about  what  the  technology  might  do  and 
are  willing  to  work  with  us  to  overcome 
technical  and  contractual  difficulties.  In 
my  opinion,  this  positive  technical  spirit 
and  eagerness  to  find  the  best  technol- 
ogy is  what  causes  our  overseas  compet- 
itors to  excel. 

I  agree  with  your  conclusion  that  until 
the  government  provides  an  economic 
framework  for  longer-term  policies  in 
our  industrial  sector,  the  flow  of  technol- 
ogy will  automatically  go  overseas.  And 
until  U.  S.  companies  decide  to  seek  out, 
support,  and  bring  in  technology  from 
outside  sources,  particularly  small  entre- 
preneurial U.  S.  companies,  this  overseas 
flow  will  continue  to  increase. 

William  A.  Ribich 
Vice-President 
Foster-Miller  Inc. 
Waltham,  Mass. 

BUSINESS  DOESN'T  NEED  'HELP' 
FROM  GOVERNMENT  AND  ACAPEIWIA 

■ would  like  to  comment  on  the  article 
"Business  goes  to  college"  (The  Tech- 
nological Base,  Innovation  in  America, 
June).  I  am  currently  trying  to  run  a 


research-and-development,  testing-pro- 
duction business  while  contending  with 
suits  and  regulations  concerning  minor- 
ity-business goals,  sexual  harassment, 
wrongful  discharge,  drug-free  work- 
force requirements,  as  well  as  dozens  of 
other  extraneous  matters  that  fully  oc- 
cupy my  time  and  prevent  me  from  per- 
forming the  creative  and  innovative 
tasks  that  I  should  be  doing. 
Your  emphasis  on  the  "help"  to  be 
gotten  from  universities 
is  a  joke.  I  have  yet  to 
meet  the  college  profes- 
sor who  has  the  slight- 
est idea  of  how  a  busi- 
ness really  operates. 
You  want  to  compete 
with  the  Japanese?  Then 
give  up  on  being  a 
"kinder  and  gentler"  so- 
ciety and  settle  for  "ob- 
jective and  focused." 

The  best  government 
would  protect  business' 
rights  to  compete  on  a 
level  playing  field  not  by 
imposing  tariffs,  but  by 
untying  our  hands.  The  best  thing  acade- 
mia  could  do  is  get  back  to  the  class- 
room. If  these  things  are  done,  industry 
will  do  just  fine — we  sure  don't  need  any 
"troika"  of  government,  academia,  and 
industry  to  lay  on  more  administrative 
overhead. 

Ernest  R.  Freeman,  President 
SFA  Inc. 
Landover,  Md. 

KUDOS  FOR 

COOPERATION  

Your  special  issue  was  tremendous.  I 
particularly  applaud  you  for  recog- 
nizing that  cooperation  is  key  to  regain- 
ing a  competitive  edge  ("Can  'coopera- 
tion' put  the  U.  S.  back  on  top?  The 
Technological  Base,  Innovation  in  Ameri- 
ca, June). 

Businesses  of  all  sizes  should  take  this 
theory  to  heart.  We've  seen  cases  where, 
without  cooperation,  small-  and  medium- 
size  businesses  would  have  had  to  close 
their  doors.  Banding  together  to  share 
information  and  financing,  and  to  take 
advantage  of  economies  of  scale  for  pur- 
chasing and  distribution,  will  help  the 
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small-business  sector  and  America  at 
larj^e  survive  and  thrive  in  the  decades 
that  lie  ahead. 

Tlionias  S.  Condit 
President  and  CEO 
National  Cooperative  Bank 
Washington 

HOW  A  BREAKTHROUGH 
CAME  TO  BE 


Since  I  contributed  to  the  develop- 
ment of  one  of  the  products  men- 
tioned in  your  special  issue,  I  thoujjht 
you  mifjht  be  interested  in  how  such  a 
product  is  developed  ("Designed  in 
America,"  Product  Development,  Inno- 
vation in  America,  June). 

Engineering  the  Migent  Pocket  Mo- 
dem took  four  experienced  engineers 
(each  with  15  or  more  years  of  experi- 
ence). Few  organizations  in  the  U.  S.  put 
this  kind  of  st<iff  on  such  a  project. 

It  is  common  to  think  of  design  as 
being  associated  with  appearance.  Good 
electrical  engineering,  and  the  associat- 
ed product  design,  is  not  treated,  or  re- 
warded, as  what  it  is — a  technical  art 
form.  Good  meclianical  design  is.  But 
today  the  mechanical  design  is  of  less 
importance"  to  most  electronic  products. 

It  is  likely  that  the  U.  S.  has  lost  the 
battle  for  dominance  in  semiconductors. 
However,  our  open,  active  culture,  as 
well  as  other  opening  cultures  around 
the  world,  should  generate  vast  new- 
()roduct  opportunities. 

We  are  in  need  of  more  engineers 
with  the  "genesis  touch.'  This  requires  a 
society  that  values  them. 

Ken  Krechmer 
Action  Consulting 
Palo  Alto,  Calif. 

SOUTHMARK'S  BOARD  IS 
ON  TOP  OF  THE  SITUATION 


Your  comments  on  Soulhmark  Corp. 
in  "Taking  charge:  Corporate  direc- 
tors start  to  flex  their  muscle"  (Cover 
Story,  July  3)  must  have  left  readers 
with  the  impression  that  Southmark  has 
a  weak  boiivd  of  directors  today.  Noth- 
ing could  be  further  from  the  truth. 

In  January,  1989,  Southmark"s  two  re- 
maining outside  directors,  Arthur  L. 
Crowe  Jr.  and  James  A.  Colquitt,  forced 
out  Gene  Phillips  and  Bill  Friedman, 
Southmark's  chairman  and  vice-chair- 
man, respectively.  They  asked  me  to 
serve  as  chairman  and  rEt>,  and  they 
nuned  quickly  to  add  four  highly  quali- 
fied iiulependent  directors.  Since  then, 
they  have  built  a  very  strong  11-man 
board,  10  of  whom  are  independent. 
Four  of  the  i.c-n  outside  directors  were 
added  in  May. 
The  new  board's  five-month  record 


speaks  volumes  about  their  aggressive- 
ness and  independence.  It  installed  new 
management,  hired  new  auditors  and  in- 
vestment bankers,  initiated  an  extensive 
review  of  Southmark's  assets,  brought 
new  management  to  three  key  subsidiar- 
ies and  directed  several  crucial  asset 
sales  to  raise  cash. 

In  a  different  article  in  the  same  is- 
sue, you  say:  "Southmark's  officials  say 
its  problems  are  in  the  past."  This  is  not 
true.  We  have  problems — serious  prob- 
lems— and  I  assure  you  that  every  sin- 
gle Southmark  official  knows  it.  Far 
from  being  a  "rubber  stamp"  board, 
Southmark's  new  directors  and  its  new 
management  are  working  full  time  to 
bring  Southmark  through  its  problems. 
We  think  it's  important  that  BUSINESS 
week's  readers  undersUmd  this. 

Arthur  G.  Weiss 
Chairman,  President,  and  CEO 
Southmark  Corp. 

Dallas 

GOOD  LEADERSHIP  REQUIRES 
VISION— AND  IDEAS  THAT  WORK 

Congratulations  on  Keith  Hammonds' 
fine  review  of  Abraham  Zaleznik's 
The  Managerial  Mystique  ("So  many 
managers,  so  few  leaders,"  Books,  June 
12).  Great  leaders  furnish  not  just  vision 
but  intellectual  capital — ideas  that  work. 

Contrast  Ronald  Reagan's  vision  with 
Thomas  Jefferson's  ideas.  Or  the  vision 
of  General  Motor's  Roger  Smith  with 
the  ideas  of  Ford's  Donald  Petersen. 
Other  CEOS  who  furnish  intellectual  capi- 
tal include  AT&T's  Robert  Allen,  Disney's 
Michael  Eisner,  Philip  Morris'  Hamish 
Maxwell,  Cummins  Engine's  Henry 
Schacht,  and  Quantum  Chemical's  John 
Stookey.  And  note  the  genius  of  Presi- 
dent Bush's  NATO  speech  and  its  effect. 
Brilliant  leadership  is  just  that:  brilliant. 

Thomas  R.  Horton 
President  and  CEO 
American  !\Ianagement  Assn. 

New  York 

WAGES  IN  ASIA  SHOULD  BE  RAISED, 
NOT  EXPLOITED  BY  THE  WEST 

I am  amazed  by  the  cold  and  mercenary 
approach  of  both  your  correspondent 
("Is  the  era  of  cheap  Asian  labor  over'?" 
International  Business,  May  15)  and 
your  readers  ("Asian  wages  are  still 
plenty  cheap,"  Readers  Report.  June  12) 
concerning  the  issue  of  Asian  wages. 

The  fact  that  compensation  in  Bom- 
bay, Bangkok,  and  Manila  is  so  low 
should  worry  all  of  us  who  are  operating 
businesses  in  the  so-called  developed 
world. 

Rather  than  debate  about  how  low 
Asian  wages  are.  should  we  not  all  be 


thinking  hard  about  how  we  can  bring 
them  up  to  U.  S.  and  European  levels? 
Has  civilization  fallen  so  low  that  a  hard- 
nosed  approach  to  the  bottom  line  is  now 
the  norm — with  all  questions  of  ethics 
driven  out  of  the  business  mind? 

Robin  E.  J.  Chater 
Oxon,  Britain 

THE  BREAKFAST  OF  CHAMPIONS 
FOR  YOUNG  CORPORATE  RAIDERS 


The  Chicago  Board  of  Trade  was 
wrong  in  fining  a  trader's  clerk 
$1,000  and  later  firing  him — all  for  eat- 
ing a  cockroach  as  his  peers  in  the  pits 
chanted  "eat  it,  eat  it"  ("It  doesn't  pay 
to  eat  a  2-inch  roach,"  In  Business  This 
Week,  June  12). 

The  board  should  have  packed  him  off 
to  business  school  to  have  his  money- 
making  instincts  honed — he  has  the 
makings  of  a  good  corporate  raider. 

Dwight  Bohmbach 
Phoenix 

IT'S  A  BRAVE  NEW  WORLD 
FOR  U.S.  DEFENSE  CONTRACTORS 

Unfortunately,  the  names  of  most 
major  defense  contractors  could 
have  been  substituted  for  Northrop 
Corp.  in  your  article  on  the  legal  prob- 
lems facing  that  company's  new  chief 
executive,  Kent  Kresa  ("The  good  sol- 
dier Kresa  steps  up  at  Northrop,"  Top 
of  the  News,  May  8).  Defense  companies 
have  had  difficulty  adjusting  to  the  tor 
rent  of  new  procurement-reform  legisla 
tion  and  regulations  that  have  emanatec 
from  Washington  since  1984,  not  to  men 
tion  the  increased  oversight  of  their  op 
erations  by  government  audit  agencies. 

The  problem  stems  in  part  from  the 
fact  that  many  defense  contractors  hav( 
not  fully  made  the  changes  that  art 
needed  in  their  organizations  to  cop( 
with  the  extremely  demanding  legal  en^ 
vironment  in  which  they  find  them 
selves.  One-shot  training  sessions  anc 
one-time  memos  from  company  presi 
dents  will  not  suffice. 

A  good-faith  compliance  progran 
must  include  regular  training  programs 
to  keep  employees  abreast  of  changing 
requirements  and  to  educate  them  oi 
the  various  tj"pes  of  noncompliance  thai 
could  occur  in  their  areas  of  operation. 

Douglas  L.  Sanden 
Principal  Associat< 
Sanders  Grouj 
Azusa,  Calif 


Letters  to  the  Editor  should  be  sent  to  Readen 
Report.  Business  Week.  1221  Avenue  of  the  Ameri 
cas.  New  York.  N  Y.  10020.  Fax;  (212)  512-6875 
Telex:  12-7960.  Intl.  4998204.  All  letters  must  in 
elude  an  address  and  daytime  and  evening  tele 
phone  numtiers.  We  reserve  the  right  to  edit  lettef! 
for  clanty  and  space. 


6  '"LiSlNESS  WEEK  JUL^  24.  19S9 


•It 


,7 


OFFICE  ROMANCE:  LOVE,  POWER,  A  SEX  IN  THE  WORKPLACE 

By  Lisa  A  Mainiero 

Rawson  Associates  •  298  pp  •  $17.95 


A  DISPASSIONATE  lOOK 
AT  ROMANCE  IN  THE  OFFICE 


The  stories  never  cease  to  fascinate 
us.  "Did  you  see  who  left  the 
Christmas  party  with  whom?" 
"They  were  in  her  office  with  the  door 
closed  for  one  hour."  "I  hear  the  securi- 
ty guard  caught  them  on  the  floor  of  the 
men's  room."  While  many  management 
subjects  have  been  discussed  to  com- 
plete boredom,  workplace  romance  al- 
ways sparks  conversation.  And  these 
days,  it  seems  there's  a  lot  of  grist  for 
the  mill.  "Love  in  the  workplace  has  be- 
come the  new  sexual  revolution,"  writes 
Lisa  A.  Mainiero,  an  assistant  professor 
of  management  at  Fairfield  University. 
"The  influx  of  women  into  jobs  that 
were  formerly  the  sole  province  of  men 
has  made  [it]  almost  inevitable." 

Well,  perhaps.  The  current  generation 
didn't  exactly  invent  desire  between  the 
desks.  But  office  liaisons  have 
gotten  more  common,  present- 
ing companies  with  a  mess  of 
managerial  and  even  legal 
issues.  The  time  is  ripe  for 
a  thoughtful  book  on  the 
subject.  Unfortunately,  Of- 
fice Romance:  Love,  Pow- 
er and  Sex  in  the  Work- 
place is  not  that  book. 

To  her  credit,  Mainiero 
approaches  the  topic  in  an 
earnest,  nonsensational 
fashion.  (Her  publisher 
keeps  the  PhD  after  her 
name  on  the  cover — no 
smut  here,  folks,  this  is  a 
serious  effort.)  Mainiero, 
whose  doctorate  in  orga- 
nizational behavior  is  from 
Yale  University,  takes  an 
academic  approach,  quot- 
ing liberally  from  numer- 
ous articles,  including  a 
1984  BUSINESS  WEEK  story,  and  universi- 
ty studies.  Her  research  includes  a  sur- 
vey of  100  executives  and  three  years' 
worth  of  anecdotes  and  interviews  culled 
from  her  experience  as  a  management 
consultant.  The  book  discusses  how  of- 
fices foster  romance,  how  affairs  pro- 
gress in  work  settings,  and  their  general 
risks  and  rewards,  punctuated  with 
guidelines  for  employees  and  employers. 

Not  that  the  book  is  trying  to  encour- 
age anybody.  Mainiero's  purpose,  as  she 
repeatedly  states,  is  to  educate  people. 
Maybe  that  explains  why  Office  Ro- 


mance reads  like  a  textbook,  frustrat- 
ingly  equivocal  in  its  outlook:  "On  the 
one  hand,"  she  writes,  "you  can  benefit 
from  your  close  personal  relationship 
with  a  colleague  who  really  knows  you 
well  and  can  share  in  your  work.  On  the 
other  hand,  there  will  be  days  where  you 
may  find  work  conflicts  interfere  dra- 
matically with  the  quality  of  your  per- 
sonal relationship."  Let's  not  go  out  on  a 
limb  here,  professor. 

Despite  her  vacillating,  Mainiero  does 
let  something  of  an  opinion  on  office 
romance  sneak  through.  She's  for  it — as 
long  as  the  partners  are  both  single  and 
neither  works  for  the  other.  "Love 
among  peers  can  be  encouraged  and 


t 


supported,"  she  says.  One  of  the  book's 
aims  is  to  discourage  the  automatic  as- 
sumption, especially  among  women,  that 
office  romance  is  bad.  Two-thirds  of  the 
female  executives  surveyed  believed 
that  a  workplace  affair  could  damage  a 
career — yet  only  207f  knew  of  a  case 
where  negative  results  had  actually  oc- 
curred. And  while  women  fear  that  ro- 
mantic involvement  may  get  them  fired, 
some  male  interviewees  believe  women 
use  sex  to  their  advantage.  "Twice,  I 
have  seen  women  who  were  having  an 
affair  with   their  bosses  protected 


against  firings,"  says  one  male  banke! 

Mainiero  argues  that  status,  not  gei 
der,  determines  who's  at  risk  in  an 
house  affair.  But  even  here,  there's 
firm  conclusion:  A  secretary  may 
more  vulnerable,  but  an  executive  h; 
more  to  lose.  Surely  anyone  who  draw 
a  paycheck  can  figure  that  out. 

In  fact.  Office  Romance  seems 
keep  telling  us  what  we  already  knov 
Conservative  companies  discourage  o 
fice  romance,  liberal  ones  are  more  tole 
ant.  It's  nice  to  have  an  ally  at  worl 
Don't  get  involved  with  your  boss.  Am 
all  the  maxims  is  the  occasional  bombal 
tic  declaration,  such  as,  "Sex  in  the  o| 
fice  is  a  power  game."  Maybe,  though 
can't  help  thinking  that  attraction  ha 
something  to  do  with  it,  too. 

The  platitudes  might  have  mor 
punch — and  relevance — if  they  were  aj 
plied  to  real  events  or  lawsuits.  But  0  . 
fice  Romance  makes  only  cursory  refe 
ences  to  true  stories  such  as  the  Mar 
Cunningham-William  Agee  affair.  Ii 
stead,  it  makes  its  points  mainly  throug 
anecdotes  of  the  "John  and  Suzanr 
were  colleagues  for  a  large  company 
variety,  many  of  them  brief  and  vagu( 
Still,  these  stories  give  Office  Ri 
mance  what  heart  and  comple^ 
ity  it  has.  Walking  the  tightrfij: 
between  personal  and  proi'c: 
sional  loyalties  isn't  eas; 
as  "Maggie"  discovei 
when  her  big  presentatioi 
to  the  department  get| 
ripped  apart — and  leadin|| 
the  critique  is  her  live-i'' 
lover,  "Jim."  Maggie  ui 
derstands — "He  had  t 
show  that  he  could  be  ol 
jective  in  the  busine.= 
sense" — but  still  feels  '% 
trayed."  (Given  that  the 
were  living  together,  you' 
think  ol'  Jim  might  hav 
hinted  earlier  that  her  n 
port  was  on  the  wron 
track.)  Says  another  inte 
viewee:  "I  was  supposed  1 
be  a  caring  lover  in  privat 
and  a  distant,  objective  co 
league  in  public.  It  was  a 
if  we  were  four  different  people." 

There's  plenty  to  smirk  about  whe 
love  in  the  workplace  comes  up.  But  tl 
issue  is  also  serious,  for  employees  wh 
get  torn  between  priorities  and  for  en 
ployers  who  want  to  respect  individual 
privacy  yet  preserve  a  harmonious  an 
productive  workplace.  Office  romance 
a  subject  that  deserves  sensitive  discu 
sion.  Office  Romance  just  does  a  bri 
liant  job  of  explaining  the  obvious. 

BY  TROY  SEG- 
Staff  Editor  Segal  thinks  office  romance 
a  fact  of  life. 
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People  who  use  the  new 
Lotus  1-2-3  will  handle  a  sea  of  d 
better  than  ever  before. 


conomic  Viewpoint 


SUPPLY-SIDE 
THEORY  IS  ALIVE 
AND  WELL 
—IN  MOSCOW 

RY  PAUL  CRAIG  ROBERTS 


Soviet  reformers 
complain  that 
Westerners  may  thwart 
Russia's  liberalization 
by  insisting  on 
economic  planning 
and  restricted 
property  rights 


PAUL  CRAIG  ROBERTS  HOLDS  THE 
WILLIAM  E.  SIMON  CHAIR  OF  POLITICAL  ECONOMY 
AT  THE  CENTER  FOR  STRATEGIC 
&  INTERNATIONAL  STUDIES  IN  WASHINGTON 


Soviet  leader  Miithail  S.  Gorbachev 
does  not  agree  with  the  conven- 
tional wisdom  in  our  corporate 
boardrooms,  on  Wall  Street,  and  among 
the  Washington  media  that  supply-side 
economics  is  dead.  I  know,  because  I 
have  just  returned  from  Moscow,  where 
I  was  invited  to  speak  on  the  virtues  of 
economic  freedom. 

On  June  21,  under  the  auspices  of  the 
Soviet  Academy  of  Sciences,  I  made  the 
case  for  privatizing  the  Soviet  economy. 
My  audience  of  several  hundred  leading 
Soviet  economists,  academicians,  journal- 
ists, and  graduate  students  enthusiasti- 
cally received  my  radical  proposal.  At 
the  close  of  my  three-hour  session,  Abel 
Aganbegyan,  chief  economic  adviser  to 
Gorbachev,  declared:  "We  are  going  to 
establish  private  property  in  the  means 
of  production." 

In  Moscow  today,  economic  freedom  is 
an  exciting  concept,  and  an  American 
supply-sider  finds  far  more  soul  mates 
there  than  he  can  find  among  the  intelli- 
gentsia of  America  and  Europe. 

The  Soviet  economy,  shaped  by 
dreams  of  collective  purpose,  is  on  the 
verge  of  collapse.  Starvation  is  already 
nibbling  at  the  edges  of  the  system.  In 
many  parts  of  the  country,  people  spend 
four  or  five  hours  a  day  searching  out 
the  evening  meal.  High-level  reformers 
told  me  that  privatization  was  no  longer 
unthinkable  because  only  radical  eco- 
nomic changes  can  prevent  famine  in  the 
very  near  future. 

SPOILED  CHICKENS.  A  stroll  through 
Moscow's  shopping  districts  is  all  it 
takes  to  understand  Gorbachev's  disen- 
chantment with  socialism.  The  paucity  of 
shoppers  is  visible  evidence  that  people 
expect  the  stores  to  be  empty.  A  pro- 
duce store  had  only  bottled  mineral  wa- 
ter. A  meat  store  was  stocked  with 
tinned  fish  and  a  counter  of  spoiled 
chickens.  GUM,  the  major  department 
store,  has  the  character  of  a  small-town 
flea  market.  A  large  crowd  outside  one 
shop  was  a  clear  indication  that  a  salable 
commodity  had  appeared.  It  turned  out 
to  be  perfume,  and  people  were  waiting 
hopefully  to  convert  their  rubles  into 
something  of  value. 

Western  economists,  preoccupied  with 
"market  failure,"  misled  us  about  the 
viability  of  the  Soviet  planned  economy. 
Its  failure  was  hidden  by  the  availability 
of  vast  quantities  of  easily  acces.sible  re- 
sources that  were  extravagantly  used  to 
compensate  for  the  absence  of  individual 
incentives. 

Today,  the  cheap  resources  are  gone, 
and  the  Soviet  Union  is  turning  itself 
into  a  giant  Love  Canal,  with  pollution 
levels  far  exceeding  those  in  the  West. 
In  the  Ukraine  alone,  industries  dis- 
charged 22  billion  pounds  of  toxic  sub- 


stances into  the  atmosphere  last  year- 
eight  times  the  U.  S.  total.  The  ruddy 
complexions  one  sees  in  Moscow  reflect 
severe  air  pollution  and  the  absence  of 
toilet  soap,  not  healthy  diets. 
■  Many  Soviet  reformers  understand 
that  their  economy  cannot  be  modern- 
ized with  Western  technology,  bank 
credits,  and  industrial  robots  because 
the  Soviet  Union  lacks  the  economic  and 
social  institutions  to  use  capital  effi- 
ciently. There  is  no  possibility  of  reform- 
ing the  Soviet  economy  until  the  profii 
system  takes  the  place  of  gross-outpul 
planning. 

PROFIT-ORIENTED.  A  profit  system  can- 
not work  unless  prices  are  determined 
by  markets.  In  turn,  resources  must  be 
free  to  follow  the  prices,  with  invest- 
ments moving  in  the  direction  of  profits 
and  away  from  losses.  This  cannot  hap 
pen  unless  property  rights  are  assigned 
A  leasing  system  cannot  solve  the  in- 
vestment problem.  A  private  managei 
with  a  lease  may  run  the  plant  or  farm 
efficiently,  but  he  lacks  incentive  to  in- 
vest his  profits  in  the  state's  property. 

In  short,  the  Soviet  economy  does  not 
work  because  it  is  not  free.  Capitalist 
rules  do  not  always  guarantee  the  cop 
rect  allocation  of  capital,  but  they  do 
ensure  that  incorrect  and  wasteful  mis-j 
allocations  cannot  be  permanently  en-|i 
trenched  with  subsidies  until  they  bleed 
a  nation  dry.  Economic  freedom  works 
because  it  does  not  tolerate  and  perpetu- 
ate mistakes. 

In  my  discussions  with  reformers, 
many  complained  that  Western  voicesi 
threaten  Soviet  economic  liberalization! 
with  their  insistence  that  planning  is 
needed  to  make  markets  work  and  that 
property  rights  must  be  restricted  to 
prevent  unequal  distribution  of  income. 

In  the  West,  excitement  over  economic- 
freedom  is  confined  to  the  hackles  raised 
by  Ronald  Reagan  and  Margaret 
Thatcher.  Last  New  Year's  Day,  The 
New  York  Times  summed  up  the  atti- 
tude toward  Reagan's  effort  to  refur 
bish  our  free  economy:  "Mr.  Reagan 
asked  the  country  to  dream  dreams,  and 
it  has.  Yet  as  Hugh  Heclo,  a  Harvard 
professor,  noted  in  a  recent  essay,  'thest ' 
were  necessarily  dreams  of  private  ad- 
vantage, not  public  accomplishment.'  Mr. 
Reagan's  social  gospel  celebrated  indi 
vidualism ....  There  was  virtually  no 
talk  about  collective  purpose." 

Desperate  for  a  workable  economy, 
Soviets  no  longer  make  ideological  de 
fenses  of  socialism.  They  have  even  wel- 
comed a  private,  American-operated  in- 
dependent university  in  Moscow.  "But 
you  must  promise,"  an  official  told  me,j 
"not  to  send  us  your  [John  Kennethji 
Galbraiths.  They  are  not  helpful.  They! 
don't  believe  in  freedom."  ■ 
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conomic  Trends 


BY  GENE  KORETZ 

TAKING  STOCK 
OF  THE  FLEXIBLE 
WORK  FORCE 


Economist  Richard  S.  Belous  of  the 
National  Planning  Assn.  calls  it  "the 
contingent  work  force,"  and  in  a  new 
study  entitled  The  Contingent  Econo- 
my he  argues  that  its  fast  growth  is 
changing  the  nature  of  U.  S.  labor  mar- 
kets in  ways  that  bode  both  well  and  ill 
for  the  American  economy.  Contingent 
workers,  loosely  defined,  include  part- 
timers,  leased  employees,  temporary 
workers,  business  services  employees, 
and  the  self-employed.  Their  common  de- 
nominator is  that  they  do  not  have  a 


THE  DRAMATIC  INCREASE 
IN  'CONTINGENT'  WORKERS 


GROWTH  FROM 
1980  TO  1988 


TEMPORARY  WORKERS 

\ 

SELF-EMPLOYED 
BUSINESS  SERVICES 

PART-TIMERS 


TOTAL  LABOR  FORCE      CONTINGENT  WORK  FORCE 

(WORKERS  U(KINC  LONG-TERM 
MILLIONS  OF  WORKERS  IMPIICII CONTRAO  WITH  EMPLOYER) 

DATA:  BUREAU  OF  UBOR  STATISTICS,  NATIONAL  PUNNING  ASSN 


long-term  implicit  contract  with  their  ul- 
timate employers,  the  purchasers  of  the 
labor  and  services  they  provide. 

The  contingent  work  force  isn't  new, 
of  course,  but  its  growth  is  accelerating. 
From  1980  to  1988,  the  total  U.  S.  labor 
force  rose  by  14%,  or  14.8  million  people. 
In  the  same  period,  the  contingent  work 
force,  liberally  estimated,  grew  by  28^/<, 
or  8.1  million  (chart).  Even  if  one  elimi- 
nates entirely  the  category  of  business 
services  (which  includes  a  fair  number 
of  part-timers,  self-employed,  and  tempo- 
rary workers),  the  ranks  of  contingent 
workers  have  increased  by  20%-  since 
1980,  says  Belous,  and  they  now  account 
for  at  least  25%  of  the  entire  labor  force. 

For  employers,  that  rapid  growth  has 
clearly  been  a  plus,  at  least  over  the 
short  run.  Contingent  employment  has 
enabled  matiy  companies  to  cut  costs  by 
downsizing  their  traditional  full-time 
core  work  forces.  Most  contingent  work- 
ers are  paid  less  than  their  core  counter- 


parts and  receive  few  costly  benefits. 
The  median  hourly  wage  for  part-time 
clerical  workers  is  only  65%-  of  similar 
full-timers,  for  example,  and  nearly  80% 
of  full-time  year-round  employees  enjoy 
employer-sponsored  health  insurance, 
compared  with  less  than  30%  of  part- 
timers.  Moreover,  employers  save  money 
by  using  contingents  only  for  the  hours, 
tasks,  or  stages  of  the  business  cycle 
when  their  work  is  needed. 

For  employees,  the  benefits  are  less 
clear-cut.  Some  contingent  workers, 
such  as  students,  women  with  family  re- 
sponsibilities, and  successful  self-em- 
ployed professionals,  welcome  the  flexi- 
bility of  contingent  employment.  But 
many  are  ill  paid,  enjoy  scant  health  and 
pension  benefits,  and  suffer  a  chronic 
sense  of  insecurity.  On  the  other  hand, 
notes  Belous,  "the  human-resources 
flexibility  made  possible  by  contingent 
employment  has  helped  the  U.  S.  econo- 
my to  generate  millions  of  jobs  while 
keeping  inflation  levels  relatively  low." 
In  other  words,  the  use  of  contingent 
workers  has  enabled  American  business 
to  survive  and  grow  in  an  increasingly 
competitive  world  economy. 

Whether  that  will  prove  true  over  the 
long  run  is  another  question,  however. 
Belous  points  out  that  relying  on  contin- 
gent workers  tends  to  inhibit  employer 
investment  in  human  capital— education 
and  training — while  the  unstable  nature 
of  such  employment  adversely  affects 
worker  productivity.  Moreover,  public 
pressure  is  already  rising  to  solve  the 
growing  problems  of  inadequate  health 
coverage,  unemployment  insurance,  and 
retirement  income  posed  by  an  increas- 
ingly contingent  economy.  Such  prob- 
lems may  come  to  the  fore  in  the  next 
recession,  Belous  predicts,  "when  unem- 
ployment among  contingent  workers  is 
likely  to  rise  sharply." 


THE  TRADE  DEFICIT 
LOOKS  READY 
TO  WIDEN  AGAIN 


The  delayed  effects  of  the  dollar's 
runup  in  the  first  half  of  the  year, 
combined  with  a  pickup  in  oil  imports, 
foreshadow  a  worsening  trade  deficit  in 
the  second  half,  says  economist  Lacy  H. 
Hunt  of  Carroll  McEntee  &  McGinley 
Inc.  Hunt  notes  that  the  export  order 
index  of  the  National  Association  of  Pur- 
chasing Management's  monthly  survey 
hit  the  lowest  level  in  its  18-month  histo- 
ry in  June,  reflecting  a  marked  slow- 
down in  export  growth.  And  though  re- 
newed dollar  weakness  may  revive 
export  demand,  recent  cutbacks  in  man- 
ufacturing employment  and  inventories 


suggest  output  will  be  slow  to  respond 
Meanwhile,  Hunt  notes  that  declining 
domestic  oil  output  in  the  face  of  risinj 
gasoline  consumption  indicates  that  th( 
U.  S.  could  import  48%-  of  its  oil  need: 
this  year,  compared  with  41%  last  year 
And  oil  import  prices,  averaging  $17  ; 
barrel  at  last  count  in  April,  have  risen 
significantly  since  then.  Factoring  in  all 
these  developments  and  the  likelihooc, 
that  nonoil  imports  will  rise  a  bit  in  thfj 
second  half.  Hunt  expects  the  trade  defil 
cit  to  hit  $10.5  billion  a  month  by  th<i 
fourth  quarter — still  below  last  year's! 
$11.8  billion  monthly  average,  but  16^' 
above  the  average  level  so  far  this  year' 


U.S.  MANUFACTURERS 

SLIP  A  BIT  IN 

THE  PRODUCTIVITY  RACE 


American  industrial  productivity  ros( 
a  healthy  3.2%  last  year,  reports; 
the  Labor  Dept.,  but  that  was  still  less 
than  gains  of  7.6%  posted  by  Japan  anc 
about  5%  by  France,  West  Germany,  anc 
Britain.  And  though  U.  S.  unit  laboi 
costs  rose  only  0.39! ,  such  costs  actuall\ 
declined  in  Japan,  France,  and  Germany 
Only  when  foreign  unit  labor  costs  we  it 
translated  into  dollars  did  U.  S.  increase; 
come  in  below  those  overseas — thankfi 
to  the  dollar's  relative  weakness  lasi 
year.  All  of  which  suggests  that  U.  S( 
industry  could  well  lose  ground  this| 
year,  as  dollar  strength,  slowing  produc'i 


tivity,  and  higher  inflation  combine  t( 
dull  its  competitive  edge. 


THE  LONG,  HOT 
SUMMER  AHEAD  FOR 
JOB  SEEKERS 


Although  payroll  job  growth  stabi 
lized  at  around  200,000  a  month  ir 
the  second  quarter,  several  indicators 
suggest  that  it's  likely  to  slide  again  this 
summer.  Economists  at  Salomon  Broth 
ers  Inc.  point  out  that  initial  unemploy 
ment-insurance  claims  trended  higher  ir 
the  second  quarter,  approaching  the 
peak  they  touched  in  the  wake  of  the 
1987  market  crash.  What's  more,  thf 
share  of  industries  reporting  job  gains 
fell  to  59%'  in  June,  its  lowest  level  since 
1986.  And  the  Conference  Board's  help 
wanted  index  slipped  back  to  the  bottorr| 
of  a  year-long  range  in  June,  "despite 
heavy  advertising  by  the  labor-shorl 
health  care  industry."  The  spreading  im; 
pact  of  cutbacks  in  the  defense,  motor 
vehicle,  and  construction  industries  will 
curb  employment  growth  in  the  months 
ahead,  Salomon  predicts.  ■] 
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Introducing  the  newLotusl-2-3. 
The  world's  leading  spreadsheet  is 
nowbetter  than  ever  before. 


Introducing  Lotus*  1-2-3®  Release  3  and  1-2-3 
Release  2.2,  the  two  most  powerful,  versatile  spread- 
sheet programs  in  the  world. 


Release  3  gives  you  a  third  axis  (depth).  So  you  can 
perform  operations  using  any  spreadsheet  function 
thwurih     to  256  worksheets  simultaneously 

Equally  impressive  is  Release  3's 
presentation  quality  output  and 
its  selection  of  advanced  analytical 
business  graphics. 

Release  3  is  available  now  for 
DOS  or  OS/2*  users  and  is  designed 
to  fully  exploit  the  1  Mb  memoiy 
that  is  standard  on  today's  286  and 
386-based  PCs. 

Those  of  you  who  work  on  all 
types  of  PCs  in  a  640K  DOS  environ- 
ment, read  on. 

Because  we  designed  the  soon- 
to-be-released  1-2-3  Release  2.2  to 
maximize  the  memory  in  your  PC. 
Release  2.2  provides  extraordinary  speed  and  presenta- 
tion quality  output,  with  Allways  built-iii.  It  also  offers 
improved  analytical  power  in  the  way 
of  spreadsheet  linking,  minimal 
recalc  and  imdo. 

Of  course,  both  3  and  2.2  can  be 
easily  customized  any  way  you  want. 
Both  provide  the  highest  compati- 
bility with  your  present  1-2-3  files, 
macros,  applications,  and  with  each 
other  And  both  are  available  either 
stand-alone  or  on  a  network. 

In  the  coming  weeks,  current  users  will  receive 
upgrade  information.  If  you're  not  a  current  user,  visit 
your  Lotus  Authorized  Reseller 

And  experience  fii'sthand  how  1-2-3  will  help  you 
design  lets  you  organize,  analyze  and  navigate  your        perform  better  than  you  ever  have  before, 
way  through  spreadsheet  applications  with  incredible 
speed,  power  and  ease. 

Other  spreadsheets  provide  two  axes  for  you  to 
work  with:  rows  (height)  and  columns  (width).  But 

©  1989  Lotus  Development  Corporation  Lotus  and  1-2-3  are  registered  trademarks  of  Lotus  Development  Corporation.  OS/2  is  a  registered  trademark  of  Iniernaliunal  Business  Machines,  Inc  l-2-3Release3runs  under  DOS  or  OS/2  Hard  disk  and  I  Mb  system 
memory  required  in  DOS.  3  Mb  in  OS/2  Lotus  certified  compatible  PC  with  80286/80386  processor  or  better  required  Release  2  2  runs  on  Lotus  certified  PCs  of  all  types  in  DOS  with  a  minimum  of  320K  system  memory  512K  and  hard  disk  required  with  Allways 


Why  have  we  created  two  versions  of  1-2-3? 
Because  different  users  are  working  on  different  types 
of  computers.  They  have  different  requii'ements. 

Release  3  is  nothing  short  of  a  breakthrough  in 
software  technology  Its  new,  true  three  dimensional 


Release  2.2  offers 
presentation  qmlity 
output  and  extra- 
ordinary speed. 


Release  3's  3D  design  lets  you  work  with  multiple 
sheets  and  files  simultaneously. 


TheNewLotusl-2-3 

The  spreadsheet  of  choice 


V%D^IsNot 

Good  Enough. 


100%  digital  does  not  mean  100%  digital  fiber  optic.Thous,h  the  difference  may 
strike  you  as  subtle,  the  impact  it  can  have  on  your  telecommunications  is  astounding. 


—  - 

When  it  pours,  we  reign.  Any  network  containing  copper,  microwave  and  satellite 
is  at  the  mercy  of  the  elements.  And  so  is  every  customer  that  uses  that  kind  of 
network.  On  the  other  hand,  100%  digital  fiber  optics  is  immune  to  all  electromagnetic 
interference  commonly  caused  by  inclement  weather  and  surrounding  power  lines. 
So  your  voice,  data  and  video  transmissions  go  through  rain  or  shine. 

Best  of  all,  the  best  costs  less.  Not  only  can  every  customer 
save  on  their  long  distance  calls,  they  can  also  transmit  data 
for  the  price  of  voice,  save  countless  man-hours  with  faxes  that 
arrive  in  six  .seconds  in.stead  of  60,  and  place  their  calls  quickly  on 
the  very  first  try  In  short,  a  100%  digital  fiber  optic  telecom- 
munications network tY?/w/?cf.v  your  ability  to  run  your  business 
better,  rather  than  restricts  it. 

But  only  one  such  .system  exists.  Ours.  So  even  though  AT&T 
doesn't  have  a  100%)  digital  fiber  optic  nelmrkjou  can.  Just 
call  1-800-877-2000  now  And  talk  with  the  best. 


Our  network  offers  a  lot  to  a  lot. 

A  single  pair  of  hair-thin  optical  fibers 
can  carry  more  than  16,000  calls, 
compared  to  96  for  copper.That 
means  a  mere  100  pair  could  carry  the 
simultaneous  calls  of  everyone  in 
Manhattan.  100  pair  of  copper  wire 
couldn't  even  carry  one-fourth  the 
calls  of  Grand  Bahama  Island. 


Talk  With  The  Best. 


198IUI.S  Sprint  Cummunn . it  Hill's  f'om[i.iiiv  Lniiilrd  P.irtrnTshi|i"  US  S[)rin1  is,i  rt-gislnrnl  Ir.idi'm.irk  of  I  IS  Spruil  Comniniiu  atinns  Compaiiv  Limited  P.irlnership. 
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BY  JAMES  C.  COOPER  AND  KATHLEEN  MADIGAN 


HE  FED  IS  STILL  LOOSENING  CREDIT 
lOTCH  BY  CAREFUL  NOTCH 


rhe  Federal  Reserve  Board  has  everything  going  its 
way — so  far.  The  latest  report  from  the  labor  mar- 
kets shows  clear  signs  that  16  months  of  credit 
•htening  have  slowed  the  economy  from  last  year's 
lationary  pace.  Employment  growth  continues  to  cool 
[,  but  not  too  severely,  and  that's  turning  down  the 
at  under  wages  and  prices. 

Now  comes  the  tricky  part.  The  Fed  has  begun  to  ease 
)netary  policy  in  an  effort  to  guide  the  economy  in  for 
5oft  landing — a  slowdown  that  avoids  a  recession.  For 
2  second  time  in  as  many  months,  the  central  bank  has 
dged  down  the  federal  funds  rate  by  V4  percentage 
int  to  about  9V4%  (chart).  The  funds  rate  is  the  Fed- 
ntrolled  charge  on  interbank  borrowing,  and  lately  it 
s  been  the  key  indicator  of  monetary  policy. 

But  with  the  economy  soften- 
ing, loosening  the  monetary 
reins  too  slowly  risks  recession. 
Recent  economic  data  show  that 
the  slowdown  in  consumer 
spending  has  hit  the  all-impor- 
tant manufacturing  sector  a  lot 
harder  than  expected.  However, 
easing  too  aggressively  risks  a 
flare-up  in  inflation.  The  vent- 
ing of  price  pressures  has  been 
confined  to  the  goods-producing 


MONETARY  POLICY 
EASES  AGAIN 
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ctor,  while  service  wages  and  prices  remain  a  problem. 
One  thing  seems  certain:  Interest  rates  have  peaked 
d  are  likely  to  head  lower  in  the  second  half  now  that 
e  Fed  is  obviously  in  an  easing  mode.  The  next  Fed 
Dve  will  probably  be  another  quarter-point  drop  in  the 
nds  rate.  The  central  bank  set  a  clear  pattern  of  cau- 
tus,  quarter-point  moves  when  it  was  tightening,  and 
sing  is  likely  to  proceed  in  the  same  manner. 
In  response  to  the  Fed's  latest  move,  banks  have 
gun  cutting  their  prime  rate  by  half  a  percentage 
dnt,  to  the  second  cut  since  early  June.  That 

,11  lower  borrowing  costs  for  a  broad  range  of  consum- 
and  business  loans  and  help  keep  the  economy  moving 
rward.  If  banks'  cost  of  funds  continues  to  fall,  the 
ime  could  drop  again  before  summer's  end. 


SERVICES  Further  declines  in  market  rates  will  de- 
ARE  DOING  pend  on  continued  evidence  of  an  econom- 
ic slowdown  and  well-behaved  price  index- 
es. Judging  from  the  latest  employment 
port,  the  outlook  on  both  counts  is  favorable. 
Nonfarm  businesses  added  180,000  workers  to  their 
lyrolls  in  June,  bringing  total  employment  to  108.5 


ALL  THE 
HIRING 


million.  For  the  quarter,  job  growth  averaged  only 
200,000  new  hires  per  month,  the  slowest  quarterly  pace 
in  three  years.  Job  gains  in  the  first  quarter  averaged 
264,000  per  month,  already  down  a  bit  from  275,000 
during  all  of  last  year. 

Still,  the  June  gain  was  not  alarmingly  small,  particu- 
larly in  light  of  the  government's  large  upward  revision 
to  May's  increase.  Originally  reported  as  a  slim  rise  of 
only  101,000,  the  May  advance  now  reads  207,000.  Al- 
though the  May  and  June  increases  confirm  slower  eco- 
nomic growth,  they  also  allay  fears  of  recession. 

As  has  been  the  trend  throughout  1989,  the  service 
economy  accounted  for  all  of  the  June  job  gains.  Service 
industries  added  231,000  jobs  last  month,  mostly  in  trans- 
portation, finance,  health,  business,  and  government  ser- 
vices. Jobs  in  the  goods-producing  sector,  where  tight 
Fed  policy  has  hit  hardest,  actually  fell  in  June  for  the 
second  consecutive  month,  reflecting  widespread  de- 
clines in  construction,  manufacturing,  and — largely  be- 
cause of  coal  strikes — mining. 


(FACTORIES  The  weakness  in  manufacturing  is  the 
FEEL  THE  most  disturbing.  Factories  cut  employ- 
SHOPPING  ment  by  31,000  jobs  in  June,  the  third 
SLUMP  straight  decline  and  the  largest  in  nearly 
three  years  (chart).  That's  a  sign  that  lackluster  consum- 
er spending  in  the  first  half  is  now  working  its  way  back 
to  factory  orders  and  inventories.  Manufacturing  has 
been  the  economy's  leader  for  the  past  two  years.  Fur- 
ther job  losses  there  could  put  the  expansion  in  jeopardy. 

Last  quarter,  only  48.3%  of 
the  143  manufacturing  indus- 
tries in  the  government's  sur- 
vey added  workers  to  their  pay- 
rolls. That  was  the  smallest 
since  the  broad  factory-sector 
slowdown  in  1986. 

The  auto  industry  led  the 
June  job  losses.  Carmakers  laid 
off  15,000  workers  as  sales  re- 
mained soft,  causing  a  further 
pileup  of  car  inventories  on 
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dealers'  lots.  More  layoffs  could  follow  in  July:  Detroit  is 
planning  the  lowest  seasonally  adjusted  production  run 
since  late  1982. 

Employment  in  electrical  equipment  continued  to  trend 
downward  in  June.  The  industry  has  shed  some  30,000 
jobs  since  November.  Most  other  industries  posted  small- 
er losses,  particularly  in  the  durable-goods  sector.  But 
jobs  in  nonelectrical  machinery  continued  to  gain,  reflect- 


BUSINESS  WEEK/JULY  24.  198915 


E 


usiness  Outloo 


ing  strong  capital  spending  both  here  and  abroad.  Ma- 
chinery-industry jobs  have  grown  in  each  month  of  1989, 
although  the  pace  is  slower  compared  with  last  year. 

In  addition  to  the  layoffs,  factories  cut  back  on  their 
hours  in  June.  The  average  workweek  fell  to  40.9  hours 
from  41  hours  in  May  and  from  a  peak  of  41.3  hours  in 
April.  The  June  workweek  was  the  shortest  in  more  than 
two  years,  and  the  drop  since  April  is  a  harbinger  of 
further  softness  in  both  jobs  and  production. 

I THE  SILVER  The  one  benefit  from  the  slowdown  in 
LINING  IS  manufacturing  is  the  improved  outlook 
PRICE  fQj-  inflation.  The  moderation  has  hit  both 

STABILITY  wages  and  prices.  The  loosening  of  pro- 
duction capacity,  particularly  in  primary  processing  in- 
dustries, has  eased  price  pressures  right  where  they  had 
been  the  greatest.  And  after  accelerating  last  year,  fac- 
tory wages  are  now  growing  more  slowly. 

Average  hourly  earnings  in 
the  nonfarm  economy  rose  a 
scant  0.1%  in  June,  to  $9.62. 
They  didn't  rise  at  all  in  May. 
One  reason:  Factory  wages 
grew  at  an  annual  rate  of  only 
2.2%  last  quarter,  a  slowdown 
from  2.6%'  in  the  first  quarter 
and  from  3%  during  all  of  last 
year  (chart). 

That's  well  within  the  recent 
pace  of  productivity  growth  in 


FACTORY  WAGE 
GROWTH  SLOWS 


HOURLY 
EARNINGS 


0- 


II 


III  IV 


A  QUARIERiyPERCEKT  CHANGE, 
ANNUAL  RATE 

DATA:  UBOR  DEFT,  8W 


manufacturing,  which  means  that  factories  have  their 
unit-labor  costs  well  under  control.  That's  an  important 
factor  that  will  take  further  pressure  off  producers  to 
raise  prices. 

However,  wage  pressures  still  loom  in  the  service 
sector,  where  job  markets  remain  tight.  Although  the 
overall  unemployment  rate  for  civilians  edged  higher  in 
June,  to  5.3%'  from  5.2%-  in  May,  the  jobless  rate  among 


service-producing  industries  held  at  its  May  reading  of 
only  4.9%. 

Not  surprisingly,  wage  growth  in  services  remains 
rapid.  Average  hourly  earnings  in  private-service  indus- 
tries rose  at  a  4.9%  annual  rate  last  quarter,  up  from  47o 
in  the  first  quarter.  So  far  this  year,  service  wages  are 
rising  slightly  faster  than  their  4.2%>  pace  of  last  year. 

Since  services  account  for  three-fourths  of  all  nonfarm 
jobs  and  since  service  productivity  has  been  extremely 
poor,  these  wage  pressures  will  offset  some  of  the  infla- 
tion improvement  on  the  goods-producing  side  of  the 
economy.  Services  make  up  about  half  of  the  consumer 
price  index. 

I WILL  As  employment  growth  slows  down,  so 

CONSUMERS  does  income  growth,  and  consumers  typi- 
TAKETHE  Q^]]y  begin  to  reassess  their  financial 
FED'S  BAIT?  prospects  and  their  debt  burdens.  That 
seems  to  be  happening  now.  Weekly  pay  for  nonfarm 
workers  rose  a  slim  0.1%  in  June,  to  $332.85,  following  a 
0.9%  drop  in  May.  That  means  personal  income  in  June 
probably  failed  to  keep  up  with  inflation. 

As  a  result,  consumers  have  been  somewhat  more 
reluctant  to  take  on  new  credit.  They  added  $3.6  billion 
more  to  their  debt  than  they  paid  off  in  May,  bringing 
outstanding  installment  obligations  to  $697.3  billion.  The 
April  increase  was  only  $2.4  billion.  Last  year,  monthly 
gains  averaged  $4.3  billion  per  month.  That  slowdown 
partly  reflects  Fed  tightening,  and  it's  a  big  reason  why 
consumer  spending  on  durable  goods  has  weakened. 

With  job  growth  likely  to  remain  slower  this  summer, 
consumers  won't  be  in  much  of  a  mood  to  borrow — or 
spend.  That's  why  the  Fed  is  trying  to  cushion  the  blow 
to  the  economy  by  allowing  interest  rates  to  fall.  If 
lower  rates  can  lure  shoppers  back  into  stores,  the  Fed 
might  just  pull  off  its  much-hoped-for  soft  landing.  But 
if  consumers  continue  to  sit  at  home  as  they  did  in  the 
first  half,  the  economy  could  easily  slip  into  a  recession. 


BUSINESS  INVENTORIES  

Monday,  July  17,  10  a.m. 
Inventories  at  the  nation's  factories, 
wholesalers,  and  retailers  most  likely  in- 
creased by  0.77f'  in  May,  slightly  more 
than  the  0.67^  increase  posted  in  April. 
Manufacturers  have  already  reported  a 
0.6%  rise  in  their  stockpiles  for  May. 
And  with  consumer  spending  on  goods 
so  sluggish,  it's  likely  that  retail  inven- 
tories grew  a  bit  faster,  with  supplies  of 
unsold  new  cars  rising  very  rapidly.  To- 
tal business  sales  rose  a  scant  0.17  in 
May,  after  jumping  1.97"  in  April.  Retail 
sales  advanced  a  slim  0.17'  in  May,  and 
wholesale  deliveries  rose  0.57,  but  a 
0.27'  decline  in  factory  shipments  offset 
those  gains.  As  a  result,  the  May  ratio 


of  inventories  to  sales  rose,  indicating 
some  unintended  backup  of  inventories. 

MERCHANDISE  TRADE  DEFICIT  

Tuesday,  July  18,  8:30  a.m. 
The  trade  deficit  probably  widened  to 
about  $9.5  billion  in  May  from  $8.3  bil- 
lion in  April.  A  sharp  16.67  jump  in  cus- 
toms-duty payments  suggests  that  im- 
ports increased  in  May  after  falling  2.6% 
in  April.  Exports,  up  0.87  in  April  to  a 
record  high  of  $30.6  billion,  likely  were 
flat  or  down  slightly  in  May. 

CONSUMER  PRICE  INDEX  

Wednesday,  July  19,  8:30  a.m. 
Consumer  prices  probably  increased  a 
modest  0.3%  in  June,  half  the  0.67"  rise 
in  May.  Food  and  energy  prices  likely 


fell  back  in  June  after  rising  strongly 
the  month  before.  Weakening  demand 
for  consumer  goods  should  begin  to  re- 
duce price  pressures  for  products  other 
than  food  and  energy.  Such  prices  grew 
0.47  in  May.  But  inflation  in  nonenergy 
services,  up  0.57  in  May,  remains  a 
sticky  problem. 

HOUSING  STARTS  

Wednesday,  July  19,  8:30  a.m. 
New  home  starts  most  likely  rose  a  bit 
in  June  to  an  annual  rate  of  1.34  million. 
That's  up  from  the  weak  1.3  million  pace 
of  May,  but  8.47  below  year-ago  levels. 
Housing  permits,  as  well  as  sales  of  new 
single-family  homes,  increased  in  both 
April  and  May,  suggesting  that  home- 
building  may  have  rebounded  in  June. 


16  BUSINESS  WEEK/JULY  /A,  1989 


SURVIVAL  KIT  FORTHE 
INFORMATION  AGE 


GARRY  WIZARD  POWER  IN  YOUR  POCKET 
SLIDE  IN  A  SOFTmRE  CARD.  OR  PLUG  INTO  YOUR  PC 
TAKE  CONTROL  OF  TOMORROW  TODAY 

The  Wizard  from  Sharp  lets  you  travel  light  and  take  all  your  personal  and  business  data  with  you. 
The  Wizard  plans,  organizes,  reminds,  informs,  advises,  calculates.  An  optional  Organizer  Link  keeps  you  in 
tv^o-way  communication  W\Xh  IBM- PC  compatible  or  Macintosh  'computers.  Optional  Software  Cards  adapt 

it  for  specialized  jobs  without  specialized  training. 
Discover  the  competitive  edge  for  the  Information  Age.  Call  1-800-BE-SHARP 

SHARP  INVENTS  THE  WIZARD 

from  sharp  minds 

©1989  Sharp  Electronics  Corp.         >  .     ;  /     COME  SHARP  PRODUCTS™ 


s 


TAKEOVERS  I 


JULY  24,  1989 


STORMING  A  BRITISH 
BLUE  CHIP 

GOLDSMITH'S  $21  BILLION  BID  FOR  BAT  SIGNALS  A  NEW  TAKEOVER  ERA  IN  EUROPE 


It  had  a  familiar  ring.  After  a  decade 
of  raiding  and  breaking  up  wayward 
U.  S.  conglomerates,  the  buccaneer- 
ing Anglo-French  financier  Sir  James  M. 
Goldsmith  now  was  lecturing  about  the 
urgent  need  to  "liberate"  his  latest  tar- 
get. But  this  time,  the  action  was  back 
home  in  Britain,  where  he  made  his  first 
fortune  in  the  grocery  business.  Togeth- 
er with  old  pals  Jacob  Rothschild  and 
Australia's  Kerry  Packer,  Sir  Jimmy 
launched  on  July  11  a  $21.3  billion  bid 
for  conglomerate  B.\T  Industries  PLC,  the 
owner  of  such  familiar  stateside  proper- 
ties as  Saks  Fifth  Avenue,  Marshall 
Field,  Farmers  Group  insurance,  and 
Kool  cigarettes. 

Made  up  of  a  monster  $17  billion  slug 


of  debt  to  be  distributed  by  Drexel 
Burnham  Lambert  Inc.  and  Bankers 
Trust  Co.,  plus  a  sprinkling  of  equity  in 
the  trio's  new  investment  vehicle,  the 
offer  stunned  London's  financial  mar- 
kets. The  City's  traders  only  recently 
have  gotten  a  taste  of  big  leveraged 
buyouts  and  such  American  innovations 
as  junk  bonds.  As  one  buyout  specialist 
puts  it,  the  current  competition  between 
two  $3.4  billion  LBO  proposals  for  British 
supermarket  chain  Gateway  Foodmar- 
kets  Ltd.  "is  one  thing,  and  this  is  entire- 
ly different." 

Clearly,  a  new  day  is  dawning  on  the 
Atlantic's  eastern  shores.  The  bid  for 
BAT  triggered  a  runup  in  the  shares  of 
other  asset-rich  British  companies,  in- 


cluding Cadbury  Schweppes  PLC  and 
Pearson  PLC.  It  also  depressed  quotes 
for  BAT  bonds,  as  traders  worried  that 
the  company  will  become  overloaded 
with  new  debt.  One  Euromarket  special- 
ist noted  that  "the  U.  K.  corporate  bond- 
holder now  may  be  exposed  to  the  same 
'event  risk'  as  U.  S.  bondholders." 
A  MODEL.  Patrick  Sheehy,  BAT's  chair- 
man, wasted  no  time  in  spurning  the  bid, 
although  it's  expected  eventually  to  be 
sweetened.  It's  already  four  times  the 
size  of  the  largest  previous  European 
takeover,  announced  only  a  week  earlier 
by  Hanson  PLC  for  Consolidated  Gold 
Fields  PLC.  And  it  ranks  just  behind  the 
$25.1  billion  takeover  of  R.JR  Nabisco  Inc. 
by  Kohlberg  Kravis  Roberts  &  Co.  As  it 
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irns  out.  that  deal  is  a  model  for  the 
oldsmith  group  of  a  conglomerate  un- 
oing  its  vast  diversification. 
Just  as  KKR  did  in  its  fight  for  RJR, 
oldsmith  and  friends  are  settling  in  for 
long  siege.  The  bat  share  price  on  July 
I  settled  back  to  $14.38,  just  a  modest 
remium  over  the  $13.94  value  set  on  the 
eal.  The  reason:  Big  investors  turned 
lumbs  down  on  a  proposal  that  fea- 
ires  so  much  paper  and  no  cash.  Gold- 
mith's  group,  which  owns  just  1.25%  of 
.\T,  is  expected  to  re- 
am with  a  clutch  of 
ew  British  and  French 
ivestors  and  cash  now 
lat  it  has  effectively 
ut  BAT  in  play.  As  one 
dmiring  rival  LBO  fi- 
ancier  notes:  "This 
'as  a  brilliant  sighting 
hot." 

OLDIERS  THREE.  It's 

intage  Goldsm'th:  a 
ig,  brash,  unconven- 
onal  deal  that  echoes 
is  moves  in  the  U.  S. 
here.  Goldsmith  made 

fortune  and  generat- 
d  megawatts  of  con- 
'oversy  by  raiding 
ampanies  such  as  St. 
;egis.  Crown  Zeller- 
ach,  and  Goodyear 
ire  &  Rubber.  More 
ften  than  not  he  was 
)ined  by  longtime  friends  Rotli- 
^hild,  the  art-fancying  scion  of  the 
anking  family,  and  Packer,  a  crick- 
t-  and  polo-loving  media  entrepre- 
eur  and  industrialist.  They  have 
ecome  wealthier  together. 
BAT  is  one  of  Britain's  bluest  blue 
bips.  No.  4  in  market  value.  In  tar- 
eting  it.  Goldsmith  is  once  again 
liallenging  the  British  Establish- 
lent  he  so  often  has  thumbed  his 
ose  at  in  the  past.  Before  his  re- 
am in  March  to  form  an  invest- 
lent  vehicle  with  Rothschild,  Gold- 
mith  complained  regularly  about 
Britain's  hidebound  business  and 
olitical  culture.  Now,  he  says, 
Britain  looks  pretty  good." 

The  raid  on  BAT  also  challenges 
le  basic  strategy  of  such  tobacco- 
ased  companies  as  Philip  Morris 
;os.  and  American  Brands  Inc.:  to 
se  the  strong  cash  flow  from  ciga- 
^ttes  to  diversify  into  new — and 
rowing — businesses.  Goldsmith 
laintains  that  for  the  most  part,  diversi- 
ications  haven't  succeeded  in  boosting 
3bacco  companies'  stock  prices. 

Take  bat.  Despite  its  wide  array  of 
ssets,  which  beyond  Brown  &  William- 
on  Tobacco  Corp.  includes  retailing,  in- 
urance,  and  paper  interests  (table),  its 
ecent  record  in  the  stock  market  has 
een  anything,  but  sparkling.  Its  price- 


earnings  ratio  has  consistently  underper- 
formed  that  of  the  overall  market. 

You  needn't  dig  deep  into  BAT's  finan- 
cials  to  see  why.  The  company's  pretax 
earnings  have  seesawed  over  the  past 
five  years.  Last  year,  at  $2.6  billion  on 
sales  of  $28.9  billion,  earnings  were  just 
higher  than  in  1984.  That's  one  rea- 
son Goldsmith  argues  that  "bat  is  a 
quintessentially  supreme  example  of  a 
company  that  needs  unbundling." 

If  he's  to  accomplish  that,  it  seems 


THE  PAYOFF 
SIR  JIMMY  SEES  IN  BAT 


Segment 

1988  Estimated 
soles      breakup  value 

Billions  of  dollars 

f  INANCIAL  SERVICIS 

Farmers  Group,  Eagle  Star, 
Allied  Dunbar 

$6.3* 

$13.9 

TOBACCO 

Kool,  Raleigh,  Viceroy  brands 

11.5 

10.8 

RETAILING 

Marshall  Field,  Breuners', 
Saks  Fifth  Avenue 

6.7 

3.9 

PAPER 

Appleton  Papers,  Wiggins  Teape 

2.8 

2.9 

GROSS  ASSET  VALUE 

31.5 

TOTAL  DEBT,  NET  OF  CASH 

-2.9 

NET  ASSET  VALUE 

28.6 

GOLDSMITH'S  BID 

21.3 

*Does  not  Include  formers  Group 

DATA:  COMPANY  REPORTS.  UBS  PHILLIPS  8  DREW  ESTIMATES 


certain  that  his  group  must  bid  higher 
and  bid  with  more  cash.  The  former  Brit- 
ish-American Tobacco  Co.,  v/hich  dates 
back  to  the  bust-up  of  the  James  B. 
Duke  tobacco  monopoly  in  the  U.  S.,  is 
marshaling  a  considerable  defense.  Al- 
though management  says  it  won't  take 
the  company  private,  financiers  don't 
rule  out  some  form  of  corporate  make- 


over. Sheehy,  himself  a  veteran  of  BAT's 
outposts  in  former  British  colonies,  con- 
demned the  bid  as  an  "ill-conceived  at- 
tempt at  financial  engineering."  And  Da- 
vid Verey,  a  director  of  BAT's  investment 
bank,  Lazard  Brothers  Ltd.,  insists  that 
longtime  BAT  investors  will  rally  round. 
He  adds:  "Shareholder  loyalty  will  be 
surprising  to  Sir  James." 
'UNACCEPTABLE.'  At  a  certain  price,  yes. 
For  their  shares,  the  current  bid  offers 
investors  807^,  or  about  $11.15,  in  vari- 
ous notes  and  the  re- 
maining 207  in  equity 
in  Anglo  Group  PLC,  a 
new  concern  controlled 
by  the  bidders.  "It  is 
totally  unacceptable," 
sniffs  John  S.  Kent,  a 
director  of  Sun  Alli- 
ance Investment  Man- 
agement, holder  of  17 
of  BAT.  Such  sentiment 
may  change  if  the  bid 
is  sweetened. 

While   the  raiders 
may  enounter  govern- 
ment scrutiny,  a  major 
political  row  is  unlikely 
in  Britain.  But  that 
won't    stop  Sheehy 
from  trying.  What's 
more,  in  Los  Angeles- 
based  Farmers  Group 
Inc.,  BAT  may  have  ac- 
quired a  deadly  poison 
ik  BAT  months  of  arduous 
struggle  with  state  regulators  and 
$5.2  billion,  about  $1  billion  over  its 
initial  offer,  to  clinch  the  Farmers 
deal  last  August.  To  avoid  possible 
regulatory  problems.  Goldsmith 
plans  to  set  up  a  trust  to  manage 
Farmers  until  he  can  find  a  buyer. 

Unloading  BAT's  other  interests 
could  prove  far  easier.  The  stars  are 
British  insurers  Eagle  Star  Insur- 
ance Co.  and  Allied  Dunbar  Assur- 
ance PLC.  Plans  to  eliminate  trade 
barriers  in  Europe  in  1992  could 
make  them  attractive  to  expanding 
U.  S.  or  European  buyers. 

BAT  has  cleaned  up  most  of  its 
retailing  problems  in  the  U.  S.,  nota- 
bly by  licjuidating  Gimbel's  depart- 
ment stores.  The  crown  jewels  are 
the  Saks  Fifth  Avenue  and  Marshall 
Field  &  Co.  chains,  plus  the  Argos 
catalogue  warehouses  in  Britain. 
"The  U.  S.  retail  properties  are 
world-class,"  says  Gilbert  W.  Harri- 
son, chairman  of  Financo  Inc.,  a  New 
York  investment  bank. 

With  such  stellar  assets,  there's  obvi- 
ously plenty  of  potential  profit  in  a  BAT 
breakup.  That  has  lured  Drexel  into  its 
first  big  transatlantic  takeover  battle.  To 
many  other  European  companies,  that 
alone  should  serve  as  fair  warning. 

By  Richard  A.  Melchcr  in  London 
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ACCOUNTING 


THE  NEW  NUMBERS  GAME 
IN  ACCOUNTING 


A  pressing  need  to  cut  costs  is  driving  six  of  the  Big  Eight  to  pair  up 


The  Bi^i  Eight  soon  may  become  the 
Big  Five — and  that  may  mean  big 
headaches  for  the  accountants  and 
those  they  serve. 

On  July  7,  two  pairs  of  big  firms  an- 
nounced merger  plans.  Arthur  Andersen 
&  Co.  and  Price  Waterhouse  opened  60 
days  of  talks  that  could  lead  to  the 
world's  largest  firm,  with  $5.1  billion  in 
revenue  (table).  Deloitte  Haskins 
&  Sells  and  Touche  Ross  &  Co. 
said  they  have  agreed  to  form 
what  will  be  the  No.  4  firm,  with 
$8.7  billion  in  revenue.  Days  earli- 
er, U.S.  partners  at  Ernst  & 
Whinney  and  Arthur  Young  ap- 
proved merging  to  form  Ernst  & 
Young,  which  now  will  be  No.  2, 
with  $4.2  liillion  in  revenue. 
'TERRIBLE  TEMPTATION.'  The  new 

megafirms  promise  global  reach, 
broader  services,  and  one-stop 
shopping  for  auditing  and  con- 
sulting needs.  Yet  l)eyond  the 
press  releases,  it's  clear  that  the 
mergers  are  driven  by  a  pressing 
need  to  cut  costs  as  competition 
for  clients  heats  up.  The  firms 
also  don't  dwell  on  the  challenges 
their  planned  mergers  could  face: 
defections  of  whole  offices,  dis- 
sension in  the  ranks,  confused  cli- 
ents. Observes  Charles  M.  La- 
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Mantia,  chief  of  consultant  Arthur  D. 
Little  Inc.:  "Professional  services  are  a 
business  where  two  plus  two  don't  often 
even  equal  four." 

The  firms  with  the  urge  to  merge 
aren't  intimidated  by  such  hurdles.  They 
see  only  the  success  of  kpmg  Peat  Mar- 
wick,  where  revenues  have  grown  447', 
to  $3.9  billion,  since  the  1986  merger  of 


WHAT  ACCOUNTING'S  MERGER  WAVE 
 WILL  LEAVE  IN  ITS  WAKE  

ARTHUR  ANDERSON /PRICE  WATERHOUSE 

1988  worldwide  revenues:  $5.1  billion 
If  the  firms'  talks  lead  to  a  merger,  the  result  will  be  the 
world's  biggest  firm  with  specialties  in  banking,  commu- 
nications, information  technology,  law,  and  energy 

ERNST  &  YOUNG  1988  worldwide  revenues:  $4.2  billion 
Ernst  &  Whinney  and  Arthur  Young  are  forming  a  part- 
nership emphasizing  banking,  high  tech,  and  health  care 

KPMG  1988  worldwide  revenues:  $3.9  billion 
The  1986  combination  of  Peat  Marwick  and  KMG  Main 
Hurdman  was  the  first  of  the  mergers.  Its  specialties: 
banking,  information  technology,  and  insurance 

DELOinE  &  TOUCHE  1988  worldwide  revenues:  $3.7  billion 
Deloitte  Haskins  &  Sells  is  joining  with  Touche  Ross  & 
Co.  Together,  the  firm  will  specialize  in  financial  services, 
manufacturing,  retailing,  and  business  appraisals 

COOPERS  &  LYBRAHD  1988  worldwide  revenues:  $2.6  billion 
Alone  among  the  Big  Eight  to  resist  the  merger  wave. 
Concentrations:  communications,  energy,  utilities 
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Peat  Marwick  Internation 
with  Klynveld  Main  Goerdeler.  Tl 
growth  in  revenues,  as  high  as  that  ; 
smaller  firms,  flows  from  an  operatw 
with  510  fewer  partners,  127  fewer  n 
fices,  and  560  fewer  employees  than  li 
fore  the  merger.  Translation:  More  re\ 
nue  and  lower  overhead  mean  mm 
profit  per  partner. 

Critics  cite  another  motivation — eg' 
Andersen,  the  longtime  world  leader  b 
fore  the  KPMG  merger  toppled  it,  hi 
lusted  for  the  No.  1  title  ever  since.  Saj 
Keith  Hamill,  a  former  partner  at  Pric 
Waterhouse  and  now  director  of  fina: 
cial  control  at  Guinness  PLC,  the  Londoi 
based  spirits  company:  "If  you've  bee 
the  leader  before,  and  you  find  yourse 
no  longer  there,  there  is  a  terrible  tem] 
tation  to  get  it  back  again." 
DEFECTIONS.  But  linking  arm 
isn't  easy.  Price  in  1984  jilted 
suitor,  Deloitte  Haskins,  aft( 
Price's  British  partners  shunne 
the  deal.  While  such  a  brusqu 
rejection  isn't  considered  likel 
this  time,  both  mergers  face  like 
ly  piecemeal  desertions  by  ind( 
pendent-minded  foreign  offices 
"You  are  going  to  see  some  d( 
fections  overseas,"  predict 
James  C.  Emerson,  editor  of  Th 
Big  Eight  Review,  an  industr 
newsletter.  "Some  of  them  ar 
going  to  be  big." 

At  the  offices  that  do  remair 
layoffs,  low  morale,  or  both  aj 
pear  inevitable.  Deloitte  an 
Touche,  for  example,  have  7 
overlapping  offices  in  the  U.  S 
and  are  in  56  of  the  same  foreig 
countries.  Thomas  W.  Jones,  trej 
surer  of  John  Hancock  Mutu? 


Life  Insurance  Co.  and  a 
former  Arthur  Young  princi- 
pal, says  all  the  merged 
firms  face  cuts.  "A  whole 
layer  of  middle  managers 
and  partners  will  be  stripped 
out,"  he  says, 
j^^^  This  no  doubt  will  create 
^fl^  morale  problems,  as  part- 
ners will  have  to  share  pow- 
•  with  their  new  in-laws.  At  Andersen, 
here  auditors  grudgingly  gave  consul- 
ints  more  say  in  running  the  firm  early 
lis  year,  renewed  turmoil  seems  inev- 
able.  There's  only  one  consultant  on 
rice's  16-member  board.  And  while  con- 
ilting  makes  up  fully  40%  of  Ander- 
;n's  revenue,  it's  a  nonfactor  at  Price, 
rhis  will  be  a  hard  sell,  particularly 
scause  the  merger  is  driven  by  audi- 
•rs,"  says  Gresham  Brebach,  an  ex-An- 
;rsen  consultant  who  left  the  firm  in  a 
)wer-sharing  dispute. 
Competitors  are  aiming  to  lure  away 
saffected  talent.  Coopers  &  Lybrand, 
le  only  former  Eig  Eight  firm  not  eye- 
g  marriage,  hopes  to  attract  refugees, 
>  do  many  second-tier  firms.  "We  in- 
md  to  recruit  very  aggressively,"  says 
enneth  Solomon,  a  managing  partner 
■  Philadelphia-based  Laventhol  &  Hor- 
ath,  the  largest  firm  in  the  second  tier. 
iVe  might  even  take  out  an  ad." 
\MILY  FEUDS.  Superficially,  the  mergers 
-esent  a  myriad  of  conflicts  of  interest: 
or  example,  Coca-Cola  and  PepsiCo 
ould  share  auditors,  as  would  General 
Motors  and  Chrysler.  Yet  most  compa- 
es  shrug  off  such  potential  conflicts. 
Clients  are  more  likely  to  feel  short- 
langed  in  other  ways.  The  advent  of 
le-stop  shopping  for  auditing  and  con- 
ilting  services,  which  sounds  so  prom- 
ing  to  the  merging  firms,  may  prove 
usory.  Many  companies  expressly  bar 
leir  auditors  from  performing  major 
)nsulting  work.  Already,  observers 
ich  as  Northwestern  University  Asso- 
ate  Professor  Thomas  Lys  point  out 
lat  Andersen's  extensive  consulting 
ork  for  IBM  is  jeopardized  because 
rice  audits  Big  Blue's  books.  Choosing 
hich  side  of  the  firm  should  keep  serv- 
ig  IBM  may  spark  the  first  family  feud. 
Moreover,  clients  that  want  to  switch 
rms  will  be  limited.  "Now,  you're  going 
)  have  five  firms,  minus  the  one  who's 
irrently  auditing  you,"  notes  Ronald 
idwitz,  CEO  of  Chicago-based  Helene 
urtis  Industries  Inc.  Or  take  the  big 
jrvice  firm  that  recently  dismissed  De- 
dtte  Haskins.  Just  as  it  was  signing  on 
ouche  Ross,  presto,  Deloitte  and  Tou- 
le  merge.  "It's  comical,"  laughs  an  ex- 
;utive  at  the  service  firm.  If  all  their 
ients  remain  in  such  good  humor,  the 
icountants  can  count  themselves  lucky. 
By  David  Greising  in  Chicago,  with  Leah 
Nathans  in  New  York,  Laura  Jercski  in 
oston,  and  bureau  reports; 


THE  HUD  SCANDAll 


'SOMEBODY  IS  NOT 
TELLING  THE  TRUTH' 


Evidence  suggests  that  somebody  may  be  former  HUD  chief  Pierce 


So  far,  the  role  of  former  Housing 
&  Urban  Development  Secretary 
Samuel  R.  Pierce  Jr.  in  the  mas- 
sive HUD  scandal  has  been  little  more 
than  the  fodder  for  jokes.  "So  you  were 
in  charge?"  he  was  asked  at  a  recent 
congressional  hearing  on  the  award  of 
federal  housing  grants  to  high-powered 
Republican  politicos.  "No,"  answered  the 
man  known  within  the  Reagan  Adminis- 
tration as  "the  dud  at  HUD." 

Now,  the  probe  is  about  to  take  a 
more  ominous  turn  for  the  former  HUD 
chief.  A  House  Government  Operations 
subcommittee  has  developed  new  evi- 
dence that  Pierce  played  a  more  active 


role  in  doling  out  housing  goodies  than 
he  indicated  when  he  testified  on  May 
25.  Pierce's  involvement,  says  subcom- 
mittee staff  director  Stuart  E.  Weisberg, 
"is  inconsistent  with  his  testimony." 

In  addition,  BUSINESS  WEEK  has 
learned  that  a  central  figure  in  the  scan- 
dal, Deborah  Gore  Dean,  is  negotiating 
with  the  panel  for  a  possible  grant  of 
immunity.  She  is  prepared  to  testify  that 
she  was  acting  under  Pierce's  "direct 


orders"  in  pushing  awards  for  nine 
grants  under  the  scandal-ridden,  $122 
million  Section  8  Moderate  Rehabilitation 
program,  according  to  a  knowledgeable 
source.  The  grants  include  projects  in 
Puerto  Rico,  Jacksonville,  Fla.,  and  Las 
Vegas  that  have  been  under  scrutiny  by 
Congress  and  the  Justice  Dept.  They  in- 
volved intervention  by  influential  Repub- 
lican consultants,  including  Frederick  M. 
Bush,  a  top  campaign  fund-raiser  for 
George  Bush  (and  no  relation  to  the 
President),  and  Philip  Winn,  the  U.  S. 
Ambassador  to  Switzerland  and  former 
HUD  official. 
Such  testimony  from  Dean,  Pierce's 
former  executive  assis- 
tant at  HUD,  would  flat- 
ly contradict  Pierce's 
repeated  assertions  un- 
der oath  last  May  that 
he  left  the  final  deci- 
sions on  those  grants  to 
Dean  and  two  other 
HUD  officials.  "Some- 
body is  not  telling  the 
truth,"  says  Represen- 
tative Tom  Lantos  (D- 
Calif.),  the  subcommit- 
tee chairman. 
BIG  FEES.  According  to 
HUD  Inspector  General 
Paul  A.  Adams,  senior 
HUD  officials  routinely 
awarded  multimillion- 
dollar  grants  to  cities  at 
the  request  of  influen- 
tial GOP  consultants, 
who  reaped  hundreds  of 
thousands  of  dollars  in 
fees  for  their  lobbying 
efforts.  When  lawmak- 
ers questioned  Pierce 
about  the  handling  of 
the  grants,  he  down- 
played his  role.  "I  never 
told  these  people  to 
fund  anything,"  he  in- 
sisted under  oath.  "I  de- 
cided not  to  get  into  the  decision-making 
process."  Pierce  says  that  he  instructed 
his  staff  only  to  give  "serious  consider- 
ation" to  certain  projects  when  such  Re- 
publican heavyweights  as  former  Interi- 
or Secretary  James  G.  Watt  contacted 
him  about  HUD  grants. 

But  others  have  a  different  version  of 
events  at  the  top  of  the  $20  billion  agen- 
cy. Thomas  T.  Demery,  another  former 
high-ranking  HUD  official,  has  testified 
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to  Congress  that  he  was  pressured  by 
Dean  to  carry  out  funding  for  the  proj- 
ects directly  approved  by  Pierce.  Dem- 
ery  and  Dean  were  enemies  while  at 
HUD,  but  Dean  now  is  prepared  to  cor- 
roborate her  rival's  testimony. 

In  the  past,  Dean  has  declined  to  tes- 
tify or  even  informally  discuss  her  role 
in  the  HUD  scandals.  But  her  attorneys 
have  been  negotiating  with  the  Lantos 
subcommittee  about  a  possible  appear- 
ance, and  knowledgeable  sources  say  it 
is  likely  she  will  agree  to  talk  if  she  is 
granted  congressional  immunity.  Such  a 
grant  would  protect  her  from  prosecu- 
tion based  on  any  self-incriminating  in- 
formation she  provides  to  Congress. 
NECK-DEEP  IN  FRAUD.  Judging  from  the 
previous  testimony  of  Demery  and  Re- 
publican consultants  before  the  Lantos 
panel,  Dean  would  have  quite  a  story  to 
tell.  She  used  the  $368  million  moderate 
rehabilitation  program  to  shower  fa- 
vored developers  and  consultants  with 
HUD  contracts,  according  to  the  witness- 
es so  far.  Indeed,  Dean  was  widely  re- 
garded as  the  behind-the-scenes  power 
at  the  agency  when  it  was  neck-deep  in 
fraud,  mismanagement,  and  political-in- 
fluence peddling.  A  total  of  630  criminal 
probes  are  now  under  way,  and  current 
HUD  Secretary  Jack  F.  Kemp  has  esti- 
mated that  abuses  during  Pierce's  eight 
years  at  the  helm  could  cost  taxpayers 
more  than  $2  billion. 

Despite  repeated  attempts  to  contact 
him.  Pierce  could  not  be  reached  for 
comment.  He  has  been  "on  travel,"  ac- 
cording to  a  former  aide.  Congressional 
investigators  also  have  been  unable  to 
contact  him.  Formal  notification  that  the 
Lantos'  subcommittee  wants  him  to  I'e- 
turn  to  clarify  his  earlier  testimony  ulti- 
mately was  sent  to  his  mailing  address. 

While  it's  unclear  whether  Pierce's  in- 
volvement in  awarding  contracts  would 
constitute  criminal  wrongdoing,  discrep- 
ancies in  the  testimony  of  three  key  fig- 
ures in  the  HUD  scandal  raise  serious 
questions  of  possible  perjury.  Even  Re- 
publicans on  the  subcommittee,  such  as 
Representative  Christopher  Shays  (R- 
Conn.),  now  (juestion  Pierce's  denials 
that  he  knew  anything  about  his  aides' 
intrigues.  "I  think  he  knows  more  than 
he  lets  on,"  Shays  says.  "For  a  HUD 
Secretary  to  be  so  emphatic  that  he 
didn't  push  programs,  that  defies  the 
imagination."  If  Dean  testifies  as  ex- 
pected, "someone  will  have  perjured 
themselves." 

For  some  senior  Reagan  Administra- 
tion officials  and  top  GOP  operatives,  an 
appearance  by  Dean  could  move  the  wid- 
ening Scandal  from  the  political  arena 
into  the  courtroom.  Says  Lantos;  "Peo- 
ple are  going  to  jail  in  this  thing." 

Btj  Douglas  A.  Hiirbtrc/i/  in  Waslii H(jton 


MARKETING  I 


DOES  THIS  CEREAL  BELONG 
IN  THE  MEDICINE  CABINET? 


P&G  claims  that  General  Mills'  cholesterol-reducing  Benefit  is  a  drug 


Is  General  Mills  Inc.  selling  over-the- 
counter  drugs  on  the  cereal  shelf 
alongside  Cheerios  and  Wheaties?  A 
competitor  says  yes  and  is  demanding 
that  the  Food  &  Drug  Administration 
put  a  stop  to  it. 

Benefit,  a  recently  introduced  ready- 
to-eat  cereal  that  General  Mills  says  low- 
ers blood  cholesterol  by  at  least  6%,  is 
the  immediate  issue.  The  larger  concern 
is  what  the  government  plans  to  do 


Reduce 
Cholesterol 


Natural  Therapeutic  FBM 
Foi  Regularrty 


si  wi  ra  (1  LB  sozjail 


BOTH  BENEFIT  AND  METAMUCIL 
CONTAIN  PSYLLIUM,  AND  BENEFIT  EVEN 
HAS  A  WARNING  LABEL 


about  the  proliferation  of  health  clain 
made  by  food  marketers.  Says  John  3 
McMillin,  a  food  analyst  at  Prude)iti; 
Bache  Securities  Inc.:  "You  are  .seeii 
the  grocery  store  turn  into  a  pharmar 
and  it's  got  the  FDA  in  a  bit  of  a  pickle 
Procter  &  Gamble  Co.  has  petitiom 
the  FDA  and  demanded  that  Benefit  1 
removed  from  store  shelves.  While  rw 
doesn't  sell  cereal,  its  Metamucil  lax 
tive  could  potentially  compete  with  Be 
efit.  Both  products  ai 
loaded  with  husks  < 
psyllium,  a  high-fibt 
grain  grown  mainly 
India.  Scientific  studie 
including  one  sponsoi'i 
by  P&G  and  completi 
last  year  at  the  Hea 
Disease  Preventm 
Clinic  at  the  Universil 
of  Minnesota,  sugge; 
that  ingesting  psylliui 
lowers  the  amount  > 
blood-borne  cholestei'i  i 
P&G  wants  to  adve 
tise  Metamucil  as  a  cli< 
lesterol  reducer,  but 
far,  the  FDA  says  m 
Evidence  supplied  1> 
P&G  to  support  it 
claims  is  insufficien 
says  the  agency.  Yt 
General  Mills,  citin 
a  company-sponsore 
study  from  the  sani 
laboratory  hired  li 
P&G,  is  making  a  simil: 
cholesterol  claim  f' 
Benefit,  with  no  inte 
ference  so  far  from  tl 
FDA.  The  product  1  ; 
been  in  test  markets  i ' 
weeks,  and  by  the  e^n 
of  July  should  be  av;n 
able  to  2o7<  to  307'  of  the  U.  S.  publi. 
mainly  in  the  Midwest.  P&G  calls  the  ii 
consistent  treatment  "blatantly  unfai)-. 

Why  the  discrepancy?  Only  in  recei 
years  have  food  companies  begun  liiil 
ing  their  products  with  disease  prevei 
tion,  and  regulations  have  not  kept  pa'  - 
One  reason  is  structural:  The  FDA  li  i 
separate  bureaucracies  overseeing  dru- 
and  foods,  and  each  is  governed  by  di 
ferent  sets  of  regulations.  Metamuc 
comes  under  the  bureau  of  drugs.  Beii. 
fit  would  be  overseen  by  the  Center  U 
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COMPUTERS 


CAN  FRED  WANG  KEEP 
CUSTOMERS  FROM  BOLTING? 


The  minimaker's  financial  woes  may  spur  more  client  defections 


Food  Safety,  which  once  prohibited  all 
health  claims  on  food,  but  whose  regula- 
tions are  now  murky  at  best. 

Another  reason  is  political.  Kellogg 
3o.  opened  the  floodgate  on  health 
claims  in  1984  when  it  began  selling  its 
'^.ll-Bran  cereal  as  a  cancer  preventive — 
A'ith  the  blessing  of  the  National  Cancer 
Institute.  The  FDA  considered  taking 
strong  action  against  Kellogg  but 
jacked  off  under  pressure  from  the  Of- 
:ice  of  Management  &  Budget,  which 
'eviews  proposed  regulations.  Since 
:hen,  the  agency  has  proposed  two  sets 
Df  rules  on  food  health  claims,  but  the 
atest  version  has  been  shot  down  by  the 
DMB  for  being  too  strong  and  criticized 
Dy  consumer  groups  and  Congress  for 
aeing  too  weak. 

Psyllium's  status  as  both  a  food  and  a 
irug  complicates  matters.  The  grain, 
says  the  food  side  at  the  FDA,  is  "gener- 
illy  regarded  as  safe"  for  certain  limited 
iises.  Like  oat  bran,  another  putative 
cholesterol  reducer  found  in  Benefit, 
psyllium  is  rich  in  soluble  fiber. 

The  crux  of  the  dispute  is  the  printed 
matter  on  Benefit's  package.  It  trum- 
pets the  results  of  company-sponsored 
experiments  that  demonstrate  a  9%  re- 
duction in  cholesterol  among  people  eat- 
ing the  cereal  in  conjunction  with  a  low- 
fat  diet.  Two-thirds  of  that  reduction  is 
attributed  to  Benefit.  Those  who  believe 
the  cereal  is  crossing  the  border  be- 
tween food  and  drugs  cite  the  warning 
labels  printed  on  the  side  panel  of  the 
cereal  box  (illustration). 
'CHOW  HOUNDS.'  In  the  absence  of  any 
clear  federal  policy,  the  states  are  begin- 
ning to  act.  A  group  of  10  attorneys 
general  known  as  the  "Chow  Hounds," 
mainly  from  big  states  such  as  New 
York  and  California,  are  banding  togeth- 
er to  pressure  foodmakers  they  believe 
are  making  overblown  health  claims. 
Stephen  H.  Gardner,  assistant  attorney 
general  for  Texas  and  a  member  of  the 
group,  says  he  has  looked  at  Benefit's 
marketing  program  and  has  sent  a  letter 
to  General  Mills  saying,  in  effect:  "Don't 
try  to  market  it  that  way  in  Texas." 

General  Mills  executives,  who  were 
more  than  happy  to  promote  their  new 
product  to  the  press  last  spring,  declined 
to  speak  to  BUSINESS  week  about  the 
Benefit  controversy.  A  spokesman  says 
the  company  stands  behind  its  advertis- 
ing: "We  have  a  very  rigid  internal  ap- 
proval system." 

The  FDA  is  now  considering  General 
Mills'  claim.  The  agency  could  come  un- 
der pressure  to  move  quickly,  since  Kel- 
logg is  about  to  begin  test-marketing 
Bran  Buds  with  psyllium.  Until  the  FDA 
takes  a  stand,  one  man's  breakfast  will 
remain  another  man's  medicine. 

By  Russell  Mitchell  in  Minneapolis.  Za- 
chanj  Schiller  in  Cleveland,  and  John 
Carey  in  Washington 


WANG'S  CASH  FLOW 
TAKES  A  DIVE 
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Times  have  rarely  been  rougher  for 
Fred  Wang.  Since  revealing  a  June 
fiscal-year  loss  that  could  run  as 
high  as  $115  million,  the  president  of 
Wang  Laboratories  Inc.  has  been  in 
heavy  negotiations  with  bankers  to 
shore  up  the  company's  financial  health. 
And  even  as  he  ministers  to  the  mini- 
computer maker's  needs,  he's  also  help- 
ing to  care  for  his  dad,  company  founder 
and  Chairman  An  Wang,  who  is  being 
treated  for  esophageal  cancer.  "We're 
all  amazed  at  how  positive  his  attitude 
has  been,"  he  says. 


Despite  his  optimism,  Fred  Wang 
looks  drawn  as  he  sits  in  his  penthouse 
office  at  Wang's  Lowell  (Mass.)  head- 
quarters. He  concedes  that  the  company 
needs  help — perhaps  even  a  partner. 
"Neither  of  us  is  looking  to  sell,"  Wang 
says  of  the  options  he  and  his  father 
have  mulled.  But  he  adds:  "We  are  real- 
ly very  open  to  what  we  would  consid- 
er." Going  it  alone  isn't  working:  Fiscal 
1989  sales  have  slipped,  to  about  $3  bil- 
lion, while  high  overhead  helped  deepen 
the  operating  cash  flow  deficit  to  some 
$200  million  (chart).  Standard  &  Poor's 
Corp.  in  July  cut  Wang's  credit  ratings. 

But  Fred  Wang's  toughest  challenge 
may  be  persuading  skittish  customers  to 
stay  loyal.  One  bad  sign:  Revenues  from 
its  profitable  service  and  maintenance 
operation,  one-third  of  the  company's  to- 
tal, last  year  sank  some  6%.  That's  after 
several  years  of  double-digit  growth. 
Why?  "Needless  to  say,  we  share  the 
widespread  concern  about  the  future  of 
Wang,"  says  Jerome  Ginsberg,  assistant 
vice-president  of  Equitable  Life  Assur- 
ance's headquarters  information  group. 
"Especially  now  that  it  looks  as  if  Dr. 
Wang  won't  be  in  charge  much  longer." 
SLOW  RESPONSE.  Ginsberg  is  considering 
a  switch  to  an  independent,  third-party 
servicer  to  trim  an  annual  bill  that  runs 
between  $.50,000  and  $100,000.  In  some 
regions,  including  Dallas  and  Seattle-Ta- 
coma,  rivals  claim  as  much  as  30%  of 
Wang  servicing  has  gone  to  indepen- 
dents. The  industry  average  is  12%. 

Certainly,  Wang  is  not  alone  among 
minicomputer  makers  in  its  troubles 
(page  76).  They've  all  seen  sales  hurt  by 
customers  who  are  switching  from  minis 
to  networks  of  personal  computers,  and 
competition  for  service  contracts  is  wide- 
spread. But  Wang's  problems  have  been 
amplified  by  a  high  cost  structure,  a 
poorly  regarded  sales  and  maintenance 
force,  and  a  slow  response  to  customer 
demand  for  computers  that  communi- 
cate with  those  of  other  makers.  These 
troubles  aren't  new:  Fred  Wang  has 
tried  unsuccessfully  to  fix  them  since 
taking  over  operations  three  years  ago. 

Despite  the  debut  of  lots  of  new  prod- 
ucts, Wang's  minicomputer  market 
share  has  been  stuck  around  4%-.  Now, 
customers  say,  the  slip  in  service  con- 
tracts could  erode  the  base.  Says  Dennis 
Barnes,  a  senior  systems  analyst  at  Met- 
ropolitan Life  Capital  Corp.,  a  unit  of  the 
big  insurer:  "There's  going  to  be  in- 
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creased  pressure  in  the  next  few  weeks 
for  companies  to  drop  Wang  because  of 
its  financial  problems." 

The  evidence  of  looming  trouble  is 
mounting:  Equitable's  real  estate  opera- 
tion, with  a  Wang  mini  in  each  of  its  15 
regional  offices  and  seven  systems  at  its 
Atlanta  headquarters,  is  moving  to  an 
IBM-compatible  system.  And,  says  con- 
sultant John  McCarthy  of  Forrester  Re- 
search Inc.  in  Cambridge,  Mass.,  other 
companies,  including  Warner  Communi- 
cations and  Northwestern  Mutual  Life 
Insurance,  also  are  contemplating  a 
switch.  Even  Bank  of  Boston,  Wang's 
leading  bank,  has  been  selectively  re- 
placing its  Wangs  as  its  needs  grow. 

Such  defections  are  forcing  Wang  to 


rethink  his  goals  for  the  company.  He 
says  he  would  still  like  to  focus  on  such 
vertical  markets  as  law  and  financial- 
services  firms.  But  he  knows  he  must 
lower  overhead.  Wang's  revenue-per-em- 
ployee  comes  to  nearly  $20,000  less  than 
the  industry  average  of  $120,000.  This, 
says  Dale  Kutnick,  president  of  West- 
port  (Conn.)  consultant  Meta  Group,  im- 
plies that  up  to  3,000  of  Wang's  28,000 
employees  could  be  cut.  Already,  Wang 
has  targeted  4,800  administrative  jobs 
for  attrition  of  about  10%. 

And  he's  considering  some  other, 
more  intriguing  options.  For  one,  a  mar- 
keting joint  venture.  For  another,  a  fi- 
nancial partnership.  And  he  admits  that 
his  opposition  to  selling  the  company — 


and  the  family's  38%  stake — "is  very  dil 
ficult  to  say,  given  the  magnitude  of  th 
third-  and  fourth-quarter  loss." 

But  it  may  be  even  more  troublesom 
to  lure  a  partner  when  Wang's  greates 
'asset,  its  base  of  installed  systems,  i 
coveted  by  interlopers.  In  May,  Dat 
General  Corp.  introduced  a  converti' 
that  can  move  some  Wang  programs 
Data  General  machines.  And  customer 
are  noticing  a  new,  harder  pitch  on  (if 
fice  automation,  a  Wang  forte,  fron 
Digital  Equipment  Corp.'s  sales  forci 
"Wang  won't  go  up  in  flames,"  predict 
Forrester's  McCarthy.  "They'll  slowl; 
bleed  to  death."  Not  if  Fred  Wang  cai 
tighten  the  tourniquet  fast  enough. 

By  Laura  Jereski  in  Lowell,  Mas> 


PEOPLE  I 


'A  LOT  OF  PEOPLE  DON'T  KNOW 
WHO  MEL  KLEIN  IS' 


But  he's  organizing  a  $3.3  billion  bid  for  American  Medical  International 


el  Klein  doesn't  hanker  after 
fame.  He  runs  his  merchant 
banking  shop  out  of  Corpus 
Christi,  Tex.,  a  sleepy  town  215  miles 
south  of  Houston  and  a  world  away 
from  the  clamor  of  Wall  Street.  The  re- 
ceptionist at  his  office  answers  the 
phone  by  repeating  the  last  four  digits 
of  its  number.  And  an  occasional  column 
he  writes  for  the  local  paper  rarely 
strays  from  careful,  measured  stances 
on  economic  issues.  "A  lot  of  people 
don't  know  who  Mel  Klein  is,"  says  Jer- 
ry Norman,  editorial  page  editor  of  the 
Corpus  Christi  Caller  Times.  And 


that's  0.  K.  with  Klein.  "We  like  to  lead 
quiet,  anonymous  lives,"  he  .says. 

In  the  closed  circle  of  big-time  U.  S. 
dealmakers,  however,  Melvyn  N.  Klein 
is  a  familiar  face.  For  years  he  has 
served  on  boards  of  directors  as  point 
man  for  the  powerful  Pritzker  family  of 
Chicago.  He  owns  a  stake  in  properties 
ranging  from  a  Dallas  lead  smelter  to 
the  movie  Sophie's  Choice.  Now,  the  47- 
year-old  has  teamed  with  the  Pritzkers, 
former  United  Technologies  Corp.  Chair- 
man Harry  J.  Gray,  and  Donaldson, 
Lufkin  &  Jenrette  Inc.  co-founder  Dan 
Lufkin  in  a  buyout  fund.  These  heavy- 


weights rounded  up  $550  million  fron ; 
institutional  investors  to  launch  Harr; 
Gray,  Mel  Klein  &  Partners  LP  (table). 

Their  latest  foray  is  the  $3.3  billini 
buyout  of  American  Medical  Internation  ; 
al  Inc.,  the  troubled  Beverly  Hills  healtlj 
care  company.  The  Klein  group  is  ex ' 
pected  to  begin  a  $28-a-share  cash-and 
paper  tender  offer  on  July  14  for  nearl; 
all  of  ami's  stock.  Klein  and  Gray's  part 
nership  put  up  $150  million.  First  Bostoi  i 
Corp.  took  a  $100  million  equity  stakfi 
and   will   underwrite   $713   million  ii 
junk    bonds.    Chemical    Bank  wil 
arrange  a  syndicate  to  complete  tlifi 
financing. 

'A  BULLDOG.'  Klein  earned  his  spurs  wd 
before  the  merger-happy  1980s.  Aftri: 
earning  a  law  degree  at  Columbia  rni 
versify,  he  raised  funds  for  Hubfr 
Humphrey's  Presidential  bid  in 
The  Humphrey  family  introduced  him  tc 
William  H.  Donaldson,  another  DL, 
founder,  who  gave  him  a  job.  At  DLJ 
Klein  quickly  became  known  for  his  fe, 


WHO'S  INVESTING  WITH 
MEL  KLEIN  AND  HARRY  GRAY 


Investors 

Millions 

of  dollars 

LA.  COUNTY  EMPLOYEES  RETIREMENT 

$150 

PRITZKER  FAMILY 

50 

GENERAL  MOTORS  PENSION  FUND 

50 

N  Y.  STATE  8.  LOCAL  RETIREMENT  FUND 

50 

BOEING  EMPLOYEE  RETIREMENT  PLAN 

35 

EQUITABLE  LIFE  ASSURANCE  SOCIETY 

25 

AMERICAN  HOME  ASSURANCE 

25 

WELLS  FARGO 

25 

FIRST  CHICAGO  INVESTMENT 

25 

MEL  KLEIN,  HARRY  GRAY,  DAN  LUFKIN 

10 

VARIOUS  INVESTORS 

105 

TOTAl 

$550 

DATA  MEL  KLEIN  &  PARTNERS 

KLEIN  IN  CORPUS  CHRISTI:  THE  LOW-KEY  DEALMAKER  IS  A  HOUSEHOLD  NAME— IN  BIG-TIME  INVESTORS'  HOUSEHOLDS 
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TAKEOVERS 


TESSLER,  LEICHTMAN,  AND  LEVINE  HOPE  TO  MOVE  PRODUCTS  OUT  OF  THE  KOSHER-FOOD  AISLE 


)cious  energy  and  sharp  eye  for  detail, 
ays  Lufkin:  "He  was  just  a  bulldog." 

Lufkin  introduced  Klein  to  the 
ritzkers  in  1969.  Klein  wasted  little 
me  capitalizing  on  the  meeting.  Within 

month,  he  called  on  behalf  of  Bush 
niversal  Inc.,  a  shoe  machinery  maker 
I  urgent  need  of  cash.  The  Pritzkers 
ime  up  with  the  money  and  put  Klein 
n  the  board  of  directors.  Jay  A. 
ritzker  recalls  that  he  was  impressed 
Y  Klein's  intelligence  and  unfazed  by 
is  tender  years — Klein  was  only  27  at 
le  time.  "Age  doesn't  matter  a  hell  of  a 
it  to  me,"  says  Pritzker. 

Bush  Univei-sal,  which  Katy  Indus- 
•ies  Inc.  acquired  in  1975,  was  the  first 
I  a  long  line  of  deals  with  the  Pritzkers. 
he  Chicago  family  parked  Klein  on 
sards  of  directors  of  smaller  companies 
ley  were  trying  to  turn  around.  In 
)77,  Klein  became  chief  executive  offi- 
;r  of  Altamil  Corp.,  a  sti-uggling  aero- 
3ace,  packaging,  and  truck  equipment 
)mpany  based  in  New  Orleans.  Altamil 
ent  private  in  1984,  so  current  financial 
isults  are  hard  to  come  by.  But  the 
ritzkers'  loyalty  to  Klein  indicates  that 
e  has  made  money  for  them. 

When  Harry  Gray  was  looking  for 
3meone  to  divest  Mostek  Corp.,  United 
echnologies'  money-losing  chipmaker, 
e  called  Klein.  In  November,  1985, 
.lein  managed  to  get  $71  million  for 
[ostek,  which  United  Technologies  had 
ought  six  years  earlier  for  $314  million. 
It  was  about  the  best  they  could  do," 
lys  Mostek  founder  L.  J.  Sevin. 
ICKING  TIRES.  Gray  agrees.  "He  did  a 
ood  job  for  UTC,"  he  says.  After  Gray 
5tired  from  United  Technologies  in 
386,  the  two  began  raising  capital  for 
leir  buyout  fund,  which  has  bid  on  Fed- 
rated  Department  Stores,  Ohio  Mat- 
'ess,  and  RJR  Nabisco.  Klein  and  Gray 
jcked  the  tires  on  plenty  of  other  deals, 
icluding  MCorp,  the  beleaguered  Dallas 
ank,  without  making  an  offer. 

Klein  and  Gray  finally  landed  one  with 
MI.  Now,  all  they  have  to  do  is  make  it 
'ork.  In  the  first  nine  months  of  fiscal 
989,  AMI  earned  after  taxes  only  $39.7 
lillion  before  extraordinary  items  on 
svenues  of  $2  billion.  In  the  year-earlier 
eriod,  it  earned  $80.2  million  on  $2.3 
illion  in  revenues.  Gray  and  Klein  are 
ague  about  their  turnaround  plans,  but 
eople  familiar  with  the  bidding  for  AMI 
ay  any  acquisitor  will  probably  have  to 
nload  at  least  $1  billion  in  assets.  The 
ompany's  European  operations,  valued 
t  about  $450  million,  are  a  prime  candi- 
ate  for  divestiture. 

Klein  will  have  his  hands  full  at  ami. 
n  the  meantime,  don't  look  for  him  in 
he  gossip  columns.  Mel  Klein  likes  the 
uiet  life.  He  plans  to  keep  it  that  way. 

By  Todd  Vogel  in  Stamford,  Conn.,  with 
'atrick  E.  Cole  in  Los  Angeles  and  Resa  W. 
(ing  in  Farmington,  Conn. 


MAN  OH 
iWANISCHEWITZ 

LBO  specialist  Levine  Tessler's 
big  plans  for  its  biggest  deal 

Henry  R.  Kravis,  the  driving  force 
behind  leveraged-buyout  behe- 
moth Kohlberg  Kravis  Roberts  & 
Co.,  can  have  his  megadeals.  For  Arthur 
E.  Levine,  a  37-year-old  radio  executive 
turned  LBO  specialist,  big  isn't  necessar- 
ily beautiful.  He's  making  no  apologies 
for  the  $44.6  million  deal  that  his  firm, 
Levine,  Tessler,  Leichtman  &  Co.,  made 
to  buy  matzoh  maker  B.  Manischewitz 
Co.  So  it's  not  exactly  RJR  Nabisco  Inc. 
"But,"  says  Levine,  "we're  not  paying 
$25  billion  for  it  either." 

Working  from  a  Beverly  Hills  office, 
Levine  and  two  partners  run  a  bargain- 
basement  LBO  operation.  Looking  for 
niche  companies  at  bite-size  prices,  they 
have  managed  to  buy  two  small  person- 
al-computer resellers.  They  have  tried  to 
get  some  big  names,  bidding  for  the  Ed- 
die Bauer  Inc.  sporting-goods  chain  and 
Chi-Chi's  Inc.  Mexican  restaurants.  But 
until  striking  its  deal  to  buy  Man- 
ischewitz, the  two-year-old  firm  hadn't 
bagged  a  nationally  known  outfit. 

Levine  Tessler  won  the  Jersey  City 
(N.  J.)  company  on  July  5,  outbidding 
some  bigger  boys:  the  Belzberg  family 
of  Canada  and  National  Foods  Inc.,  the 
maker  of  Hebrew  National  deli  meats 
and  pickles.  "We  think  the  brand  name 
has  been  underexploited,"  Levine  says. 
Moreover,  after  years  of  slow  growth, 
the  staid  $1  billion-plus  kosher-foods 
market  is  beginning  to  pick  up.  He  reck- 
ons Manischewitz  is  ripe  for  expansion. 

Levine  knows  something  about  build- 
ing a  promising  company.  He  helped 
Westwood  One  Inc.  founder  Norman  J. 


Pattiz  build  the  radio  programmer  into 
the  nation's  second  largest,  departing  in 
1986  after  disagreeing  with  Pattiz  on 
strategy.  He  launched  the  LBO  firm  with 
his  wife,  Lauren  B.  Leichtman,  a  former 
Securities  &  Exchange  Commission  law- 
yer, and  Lenard  B.  Tessler,  an  accoun- 
tant experienced  at  restructuring  ailing 
energy  companies. 

Levine  Tessler  specializes  in  friendly 
deals  with  management  help,  shunning 
liquidations.  "We  don't  have  a  slash-and- 
burn  mentality,"  Tessler  says.  Instead, 
they  look  for  a  core  company  to  build  on, 
such  as  Forsythe  Inc.,  the  St.  Louis  com- 
puter reseller  they  bought  in  December. 
Levine  Tessler  then  added  Omni  Micro 
Stores  for  $2  million  and  recently  agreed 
to  buy  Compumat  Inc.  for  $29  million. 

Levine  wants  to  build  up  Man- 
ischewitz, a  101-year-old  company  that 
has  rarely  ventured  beyond  its  long-es- 
tablished base  as  the  leading  baker  of 
matzoh.  It  also  makes  soups,  processed 
fish,  and  cakes,  while  licensing  its  name 
to  an  independent  winery  that  makes 
sweet  kosher  wines.  Last  year,  it  earned 
$2.9  million  on  revenues  of  $30  million. 
MORE  LICENSING.  The  firm  plans  to  ex- 
pand Manischewitz  by  adding  new  prod- 
ucts and  marketing  some  old  ones  bet- 
ter. They  also  aim  to  increase  licensing 
of  the  firm's  name  and  gain  a  broader 
consumer  base  through  acquisitions. 
Says  Tessler:  "Part  of  the  growth  in  the 
product  is  going  to  have  to  come  from 
getting  Manischewitz  out  of  the  kosher- 
food  aisle" — tough  to  achieve.  Many  spe- 
cialty-food makers  want  better  display. 
Tessler  envisions  selling  rye  bread  in  the 
bakery  department  and  kosher  pickles 
next  to  nonkosher  condiments. 

To  get  its  chance  to  run  the  company, 
Levine  Tessler  still  must  win  approval 
from  Manischewitz'  shareholders.  That 
shouldn't  be  a  problem.  Then,  it  will  be 
up  to  the  Beverly  Hills  bargain  hunters 
to  show  how  good  a  deal  they  really  got. 
By  Kathleen  Kerwin  in  Beverly  Hills 
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SPORTS  BUSINESS  I 


THE  NBA  SCORES  A  FIRST 
IN  THE  FRONT  OFFICE 


Two  black  businessmen  are  buying  the  Denver  Nuggets 


;  ) 

— 1 

1 

LEE  (LEFT)  AND  BTNOE:  A  MAKEOVER  ISN'T  NECESSARY— AND  A  QUICK  RETURN  ISN'T  LIKELY 


Jesse  Jackson  calls  him  "the  Godfa- 
ther." He  has  played  tennis  with 
Senator  Edward  M.  Kennedy.  Demo- 
cratic National  Committee  Chairman 
Ronald  H.  Brown  is  a  friend  and  busi- 
ness partner.  Yet  despite  the  company 
he  keeps,  Bertram  M.  Lee  has  remained 
relatively  obscure.  "I  have  no  interest  in 
promoting  Bert  Lee,"  he  says.  "I  don't 
need  that." 

Until  now.  On  July  10,  Lee,  with  Chi- 
cago developer  Peter  C.  B.  Bynoe,  an- 
nounced the  purchase  of  the  National 
Basketball  Assn.'s  Denver  Nuggets  for 
$65  million — becoming  the  first  black 
owners  of  a  big-time  professional  sports 
franchise. 

The  sale  is  a  giant  step  for  the  NBA, 
historically  more  progressive  than  other 
pro  sports  in  moving  minorities  into  the 
front  office.  League  sources  say  attract- 
ing a  black  owner  was  a  priority  for 
Commissioner  David  J.  Stern,  who  first 
hooked  Lee  and  Bynoe  up  with  Nuggets 
owner  Sidney  Shlenker  on  May  27. 
PAID  OFF.  The  deal  catapults  Lee  into 
national  view  after  a  behind-the-scenes 
career.  He  served  in  1984  and  1988  as  co- 
chairman  of  Jackson's  Presidential  fi- 
nance committee.  And  Lee  has  raised 
money  for  New  York  Democratic  mayor- 
al candidate  David  N.  Dinkins  and  Los 
Angeles  Mayor  Tom  Bradley,  another 
Democrat.  Closer  to  home,  Lee  is  a  driv- 
ing force  behind  a  major  real  estate  de- 
velopment in  Boston's  mostly  black  Rox- 
bury  neighborhood.  "If  I  want  to  get 


something  done  in  the  black  community, 
I  need  to  get  him  in  there,"  says  Joseph 
Warren,  an  advisor  to  Governor  Michael 
S.  Dukakis. 

That  type  of  clout  has  been  long  in  the 
making.  Just  out  of  college,  Lee  orga- 
nized community  programs  for  Chicago 
and  a  manpower  training  center  in  Bos- 
ton, then  managed  a  metal-fabrication 
plant  for  KG&G  Inc.  In  1973,  he  took  over 
a  small  printing  company,  which  went 
bankrupt  two  years  later. 
Today,  his  bml  Associates 
owns  two  radio  stations 
and  a  pay-telephone  opera- 
tion. The  contacts  haven't 
hurt:  Brown  chipped  in  to 
help  BML  buy  Washington 
radio  station  WKYS  for  $50 
million  in  1987. 

Lee's  biggest  coup, 
though,  was  his  invest- 
ment in  Boston  TV  station 
WNEV.  The  effort  started 
in  1970,  when  he  organized 
a  group  of  prominent 
blacks  and  local  academics 
to  challenge  RKO  General's 
fitness  to  hold  a  broadcast 
license  and  buy  the  station. 
The  group  finally  succeed- 
ed in  1982,  when  the  Feder- 
al Communications  Com- 
mission revoked  rko's 
license  and  awarded  it  to 
Lee's  outfit,  which  by  then 
had  merged  with  another 
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group  headed  by  grocery  heir  David  M 
gar.  The  combined  company  final, 
bought  the  station  in  1982  for  $22  m 
lion.  At  the  time,  estimates  of  its  won 
were  seven  times  higher. 

Lee  tried  to  implement  an  ideali.'^i 
vision  of  a  black-run  station  geared 
community  programming.  But  "the  fir: 
decision  we  made  was  to  spend  millioi 
on  reruns  of  The  Love  Boat  and  Fa// 1' 
sy  Island"  says  one  investor.  The  di' 
paid  off  for  Lee,  who  as  head  of  tl 
investment  group  received  stock  i 
WNEV.  When  he  sold  out  to  Mugar,  1a 
parlayed  an  original  investment  report i 
to  be  $10,000  into  more  than  $10  millioi 
TOP  DOLLAR.  Lee  won't  make  such  a  kh 
ing  on  the  Nuggets.  Says  new  club  pre 
ident  and  minority  owner  David  V 
Checketts:  "We  can  probably  double  il 
value  of  this  franchise  in  five  years. 
But  Lee  and  Bynoe  are  paying  top  doll; 
for  an  operation  that,  though  bard 
jjrofitable,  has  few  glaring  weakness( 
and  thus  can't  generate  a  quick  retur 
from  a  makeover. 

Shlenker,  who  paid  $20  million  for  lli 
club  four  years  ago,  has  doubled  TV  rt" 
enues  and  signed  40  corporate  sponsor: 
He  invested  $13.5  million  to  impro\ 
Denver's  McNichols  arena,  the  team' 
home  court,  and  raised  ticket  prices.  A 
tendance  rose  6.6%  last  year,  to  13,54 
per  home  game.  Shlenker  achieved  tha 
in  a  small  market,  with  players  amon 
the  league's  oldest.  "The  Nuggets  ar 
one  of  the  best-managed  teams  in  pr 
basketball,"  says  Mat  A.  Tinley,  execi 
tive  vice-president  of  Prime  Networl 
which  has  TV  rights  to  six  NBA  teams 
"To  make  a  decern  return  on  $65  millior 
you  have  to  bet  on  the  continued  growt 
of  the  NBA." 
The  new  owners  plan  a  similar  strat( 
gy:  Sell  more  season  tici 
ets,  attract  more  sponsors 
and  sell  more  souvenirs 
Checketts  says  the  fres 
l)layers  he  plans  to  brini 
in  will  deliver  a  champior 
ship  by  1994. 

Lee  isn't  so  brash.  Hi 
group  will  borrow  abou 
$30  million  to  finance  tb 
deal,  and  he  talks  of  "oper 
ating  efficiently  and  effec 
tively."  But  he  also  says 
"I  recognize  the  historica 
significance  of  this  event.' 
Friends  say  advancing  th 
role  of  blacks  in  sports  i! 
important  to  Lee,  provid 
ing  a  motivation  similar  t( 
that  behind  his  WNEV  deal 
This  time,  the  stage  is  a  lo 
more  visible. 

By  Keith  H.  Hammond 
in  Boston  and  William  C 
Symonds  in  Denver,  wit) 
Brian  Bremner  in  Chicago 


DITED  BY  HARRIS  COLLINGWOOD 


OYBEAN  lOVE, 
FALIAN  STYLE 


The  Chicago  Board  of 
cade's  soybean  pit  was  jolted 
le  week  of  July  10  by  a  sud- 
?n  runup  in  holdings  of  fu- 
ires  contracts  calling  for 
ily  delivery  of  soybeans.  By 
ily  11,  overnight  holdings  of 
ily  beans  had  skyrocketed  to 
),280  contracts,  or  more  than 
)  million  bushels,  up  from 
305  contracts  at  the  same 
me  last  year. 

In  an  unusual  emergency 
jclaration,  the  CBOT  late  on 
ily  11  ordered  traders  to  re- 
ice  their  holdings  of  July 
•ybean  contracts.  On  July 
!,  bean  prices  dropped  6%,  to 
).86  per  bushel.  The  CBOT's 
•der,  say  soybean  traders, 
as  directed  against  Gruppo 
erruzzi,  a  leading  Italian 
•ain  trader  that's  part  of 
aul  Gardini's  financial  em- 
re.  Ferruzzi  denied  any  at- 
mpt  to  corner  the  market, 
lying  it  had  been  accumulat- 
g  July  contracts  only  to 
lore  up  its  supplies  against 
•ought-related  shortages. 


HOPPING  NETWORKS: 
OW  IT'S  WAR 


Home  Shopping  Network, 
le  top  dog  in  cable  TV  home 
lopping,  has  long  dominated 
le  business — but  with  two 
lihuahuas  nipping  at  its 
3els.  Now,  the  competition 
IS  a  lot  more  teeth.  QVC  Net- 
ork,  the  No.  3  shopping  net- 
ork,  has  agreed  to  buy  No.  2 
m  for  $423  million.  They  will 
sach  37  million  households, 
I  HSN's  60  million. 


EC  ACTION  RESUMES 
H  THE  BW  CASE 


On  July  11,  the  Securities  & 
xchange  Commission  filed 
lit  against  five  people  who 
•om  1986  to  1988  allegedly 
ngaged  in  illegal  insider 
■ading  based  on  advance  in- 
)rmation  about  stocks  named 
1  BUSINESS  week's  "Inside 
Ja]\  Street"  column.  The 


prime  defendant  is  former 
Merrill  Lynch  broker  William 
Dillon,  who  bought  prepubli- 
cation  copies  of  BW  from  em- 
ployees at  R.  R.  Donnelly's 
printing  plant  in  Old  Say- 
brook,  Conn.,  where  some  BW 
copies  are  printed.  Dillon 
pleaded  guilty  to  two  felony 
counts  last  year  and  was  sen- 
tenced to  six  months.  The  SEC 
says  Dillon  tipped  his  mother, 
two  clients,  a  colleague,  and  a 
bank  officer,  who  together 
made  gross  profits  (excluding 
losses)  of  $301,963. 

Dillon's  friend  Benjamin  Li- 
bera was  named  as  an  accom- 
plice. Libera  and  others  alleg- 
edly tipped  by  him  produced 
$340,354  in  gross  profits,  says 
the  SEC.  Dillon's  lawyer  says 
his  client  will  settle  the  com- 
plaint with  the  agency.  The 
other  defendants  couldn't  be 
reached  for  comment. 


MARRIOTT  SELLS  ITS 
AIRLINE  CATERER 


►  Marriott  has  jettisoned  one 
of  its  oldest  divisions,  In-Flite 
Services,  the  leading  provider 
of  catering  services  to  air- 
lines. The  company  sold  the 
unit,  to  be  renamed  Caterair 
International,  to  its  manage- 
ment and  a  group  of  Wash- 
ington investors  for  an  esti- 
mated $600  million.  Merrill 
Lynch  will  help  finance  the 
deal  with  about  $250  million  in 
junk  bonds,  and  a  consortium 
of  banks  will  lend  an  addition- 
al $250  million.  Marriott  will 


ONLY  IN  CALIFORNIA:  A  LANDMARK  CAR  WASH? 


In  Los  Angeles,  where  the  automo- 
bile holds  a  special  place  in  the 
hearts  of  the  citizenry,  the  fight  is 
on  to  award  landmark  status  to  Pat 
Galati's  car  wash  and  all-night  gas 
station.  Done  up  in  the  parabolas 
and  trapezoids  that  epitomize  1950s 
architecture,  Galati's  operation  sits 
on  a  corner  where  a  filling  station 
has  operated  since  the  1920s. 

Residents  want  to  save  it  from 
being  bulldozed  to  make  way  for  a 
shopping  mall.  In  true  movieland  fashion,  the  fight  has 
brought  out  the  stars:  Among  the  7,000  signers  of  the  preser- 
vation petition  are  Telly  Savalas,  Erik  Estrada,  and  Ralph 
Bellamy.  A  local  folksinger  has  written  a  protest  song,  resi- 
dents have  raised  money  by  selling  T-shirts,  and  disk  jockeys 
are  rallying  support.  Developer  Ira  Smedra  argues  that  his 
mall  will  improve  the  neighborhood.  But  when  Los  Angeles' 
Cultural  Heritage  Commission  meets  on  July  19,  it  will  proba- 
bly vote  to  give  America  its  first  landmark  car  wash. 


hold  about  $40  million  in  debt. 

Founded  in  1937,  In-Flite 
serves  150  airlines  from  45 
U.  S.  and  38  overseas  loca- 
tions. It  contributed  $800  mil- 
lion to  Marriott's  $7.4  billion 
in  sales  last  year.  In  October, 
it  will  begin  managing  all 
Aeroflot  kitchens  in  Moscow. 


DISNEY  SETTLES 

A  SHAREHOLDERS'  SUIT 


►  The  last  vestige  of  the  noto- 
rious 1984  takeover  fight  for 
Walt  Disney  disappeared 
when  dissident  shareholders 
agreed  to  settle  a  pair  of  five- 
year-old  greenmail  suits 
against  the  company,  its  di- 
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rectors,  and  raider  Saul  Stein- 
berg. Disney  had  paid  Stein- 
berg $325.4  million  in  June, 
1984,  for  his  11.1?;  stake  in 
the  company.  The  sharehold- 
ers objected,  contending  that 
the  deal  was  made  to  en- 
trench management  and  that 
it  cut  Disney's  stock  price. 

Five  days  after  trial  began 
in  a  Los  Angeles  state  court- 
room, Disney  and  Steinberg's 
Reliance  Group  Holdings 
agreed  to  pay  the  sharehold- 
ers $45  million.  Reliance  will 
pay  $20.8  million  of  the  award 
and  will  charge  it  against  sec- 
ond-quarter earnings. 


THESE  CAMPAIGN  GIFTS 
AIN'T  CHICKEN  FEED 


►  Texas  chicken  processor 
Lonnie  Pilgrim  added  a  sur- 
prise to  the  information  pack- 
ages he  passed  out  in  the  Tex- 
as state  Senate  chambers  on 
July  5.  Pilgrim  handed  blank 
checks  for  $10,000  to  10  Sena- 
tors (of  31)  who  were  the 
swing  votes  on  workers'  com- 
pensation reform.  Pilgrim's 
beef:  His  compensation  rates 
are  four  times  higher  than  ri- 
vals' in  Arkansas.  The  gifts 
apparently  broke  no  law,  but 
only  2  of  the  10  Senators  said 
they  would  cash  the  checks. 
And  the  Senate  torpedoed  re- 
form anvwav. 
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Sometimes  what  it  takes  to  put  a  life  back 
together  is  a  hammer  and  nails.  i:,i::ho™rnrZ" 

drives  home  a  new  skill.  Another  tears  down  an  old  wall.  And  tears  down  old  defeatism. 

These  women  are  rehabilitating  a  neighborhood.  And  at  the  same  time,  they  are 
rehabilitating  themselves.  They  are  inmates  at  the  nearby  Marysville  prison  who  are 
contributing  to  a  neighborhood  revitalization  project  funded,  in  part,  by  General  Dynamics. 

They  learn  to  replace  drywall,  fixtures,  cabinetry,  stairways,  porches,  siding, 
roofing,  and  more. 

For  the  community,  the  result  is  very  high  quality,  affordable  family  housing. 
For  prisoners  turned  productive,  the  result  is  new  confidence, 

new  job  skills,  and  a  new  chance  at  life.        GENERAL  DYNAMICS 

A  Strong  Company  For  A  Strong  Country 


EDITED  BY  STEPHEN  H.  WILDSTROM 


AKEOVERS:  COHGRESS  COMES  OUT 
WINGING  A  WET  NOODLE 


fter  months  of  dire  warnings  about  how  it  would  take  a 
bite  out  of  the  hide  of  debt-driven  corporate  takeovers 
and  buyouts,  the  House  Ways  &  Means  Committee  is 
ming  away  with  little  more  than  a  mouthful  of  fur. 
Treasury  Secretary  Nicholas  F.  Brady  talked  tough  about 
crackdown  on  takeovers  earlier  this  year,  but  he  never 
fered  any  suggestions  as  to  how  to  do  it.  And  without  the 
[ministration  on  board.  Ways  &  Means  was  not  willing  to 
pose  major  restrictions  on  high-yield  debt  as  the  committee 
bbles  together  a  $5.3  billion  tax  bill.  Instead,  the  panel  did 
:le  more  than  curb  tax  breaks  for  a  handful  of  highly 
ecialized  junk  bonds.  Although  they  remain  a  relatively  tiny 
!ce  of  the  financing  packages  that  back  LBOs,  these  issues 
ve  been  multiplying  quickly,  leading  wags  to  dub  them 
unny"  bonds. 

On  July  12,  the  committee  followed  the  lead  of  Chairman 
in  Rostenkowski  (D-IIL),  and  took  some  tax  advantages 
^ay  from  this  paper.  In  his  draft  tax  bill,  he  suggested 
minating  the  interest  deduction  for  high-yield  zero  coupon 
nds  and  payment-in-kind  bonds,  which  pay  off  in  new  paper 
ther  than  cash. 

ICY  TARGET.  Curbing  tax  breaks  for  this  paper  won't  kill 
my  deals,  but  it  will  make  buyouts  more  expensive.  Robert 
illens,  senior  vice-president  at  Shearson  Lehman  Hutton  Inc. 
timates  the  bill  will  raise  the  cost  of  an  LBO  by  about  5%. 
Wall  Street  and  many  corporate  lobbyists,  who  feared  much 
)rse,  aren't  likely  to  make  too  big  a  fuss  over  that  provision, 
ley  are  much  more  concerned  about  another  Rostenkowski 
m  that  would  end  the  deductibility  of  dividends  paid  to 
iployee  stock  ov/nership  plans. 

Ways  &  Means'  caution  with  LBOs  doesn't  mean  the  panel 
)n't  return  to  the  issue  of  corporate  debt.  A  new  round  of 
I  acquisitions,  including  possible  megadeals  involving  Time 
c.  and  BAT  Industries  (page  18),  is  bound  to  attract  Congress' 
tention.  And  in  the  Hill's  insatiable  drive  for  new  revenue  to 
Ip  reduce  the  federal  budget  deficit,  the  corporate  interest 
duction  remains  a  juicy  target. 

But  not  for  now.  Ways  &  Means  has  satisfied  itself  by 


taking  a  few  tiny  steps  and  passing  the  buck  back  to  Brady. 
Rostenkowski  wants  him  to  pave  the  way  for  new  restrictions 
by  refining  the  distinctions  between  debt  and  equity — some- 
thing Treasury  has  been  trying  to  do  for  20  years. 

Some  junk-bond  issuers  worry  less  about  the  immediate 
impact  of  Ways  &  Means'  work  than  about  the  restrictions  on 
the  deductibility  of  interest  on  other  debt  that  it  portends  for 
the  future.  Greg  Scott,  lobbyist  for  the  Alliance  for  Capital 
Access,  says  the  real  danger  lurks  in  the  committee's  attempt 
to  distinguish  between  junk  bonds  and  investment-grade  debt. 
"We're  very  concerned  about  the  precedent,"  he  says.  Or,  you 
might  say,  the  bunny's  nose  sticking  under  the  tent. 

By  Howard  Gleckman  in  Washington 


QUAYLE'S  SPACE  PROGRAM 
SEEMS  BOUND  FOR  OBLIVION 


The  President  may  be  getting  more  than  he  bargained  for 
when  he  asked  Vice-President  Dan  Quayle  and  his  Space 
Council  to  draft  a  plan  for  the  future  of  the  U.  S.  space 
program.  Despite  the  budget  crunch,  the  council  hopes  Bush 
will  back  an  ambitious  return  to  manned  exploration  of  the 
solar  system.  Quayle's  ideal  scenario  has  the  President  an- 
nouncing his  support  for  the  manned-probes  scheme  on  July  20 
at  ceremonies  marking  the  20th  anniversary  of  the  first  land- 
ing on  the  moon. 

In  its  most  grandiose  form,  the  Space  Council's  plan  calls 
for  launching  a  manned  mission  to  Mars  from  a  U.  S.  base  on 
the  moon.  Just  establishing  the  lunar  colony  would  cost  an 
estimated  $100  billion. 

Reviving  the  glory  of  manned  trips  beyond  earth's  orbit  for 
the  first  time  since  1972  may  be  attractive  to  the  Bush  Admin- 
istration. But  the  money  just  isn't  there,  and  the  President  is 
likely  to  end  up  shooting  down,  or  drastically  scaling  back, 
Quayle's  recommendation. 

By  Dave  Griffiths  and  Seth  Payne 
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rhe  relationship  between  Housing  & 
Urban  Development  Secretary  Jack 
^  Kemp  and  Congress,  warm  until 
low,  may  be  heading  for  a  chill. 

The  breakup  could  come  over  the 
National  Affordable  Housing  Act,  a 
lopular  measure  sponsored  by  Sena- 
ors  Alan  Cranston  (D-Calif.)  and  Al- 
)honse  M.  D'Amato  (R-N.  Y.).  Kemp, 
v"ho  wants  to  rebuild  housing  policy 
rom  the  ground  up,  has  said  that 
here  is  much  in  the  bill  he  could  sup- 
)ort.  But  an  adviser  says  Kemp  thinks 
he  measure  is  "full  of  mine  fields" 
md  puts  too  much  stock  in  the  sort  of 
lousing  subsidies  implicated  in  the 


HUD  scandals.  Kemp  will  testify  before 
the  Senate  Committee  on  Banking, 
Housing  &  Urban  Affairs  on  July  18. 

CONGRESS  

Democrats,  already  feeling  a  bit  un- 
easy about  maintaining  their  55-45 
margin  in  the  Senate  in  the  1990  elec- 
tions, are  having  trouble  recruiting 
challengers.  Only  one  Democratic 
House  member,  Minnesota's  Gerry  Si- 
korski,  has  expressed  willingness  to 
take  on  a  GOP  incumbent.  He'll  run 
against  Senator  Rudy  Boschwitz.  But 
in  Colorado,  Democratic  Representa- 
tives Ben  Nighthorse  Campbell  and 
David  E.  Skaggs  won't  run  for  the  seat 
left  open  by  the  retirement  of  GOP  Sen- 


ator William  L.  Armstrong.  The  Demo- 
crats, who  regained  the  Senate  in  1986 
after  six  years  of  GOP  control,  have  16 
seats  at  stake  to  the  Republicans'  17. 

READ  MY  LIPS  

The  House  Ways  &  Means  Commit- 
tee is  giving  itself  a  birthday  bash 
on  July  24,  and  the  guest  of  honor  will 
be  a  onetime  member  of  the  panel  who 
has  gone  on  to  bigger  things — George 
Bush.  The  private  dinner  in  the  newly 
redecorated  Ways  &  Means  hearing 
room  may  provide  an  excellent  oppor- 
tunity for  Bush  and  Chairman  Dan 
Rostenkowski  (D-Ill.)  to  have  a  rare 
informal  chat  about  Rosty's  favorite 
subject — the  need  for  new  taxes. 


:HINGT0N  OUTLOOK 
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WHEN  U.S.  JOINT  VENTURES 
WITH  JAPAN  GO  SOUR 

Squabbling  over  quality  and  goals  undermines  many  U.S.-Japan  combinations  in  auto  parts 

^^^harles  Peters  wouldn't  give  up. 
^^^£]ven  though  Honda  Motor  Co.  in 
^BJjapan  was  a  major  customer  for 
his  brake  tubing,  the  senior  vice-presi- 
dent at  ITT  Automotive  couldn't  win  a 
contract  from  Honda  in  Marysville, 
Ohio,  for  the  same  part.  So  Peters  set  up 
a  50-50  joint  venture  in  1985  with  auto 
parts  maker  Sanoh  Industrial  Co.  to  sup- 
ply Honda  in  the  U.  S.  No  sooner  had 
[iroduclion  started  than  costs  skyrocket- 
ed for  some  of  the  parts  the  venture 
imported  from  Japan.  Worse,  partner 
Sanoh  insisted  on  continuing  the  Japa- 
nese practice  of  letting  the  biggest  cus- 

tomer — in  this  case  Honda — set  prices 
while  Sanoh  footed  the  bill  for  a  costly 
factory  retooling.  Recalls  Peters:  "It  got 
to  the  point  that  the  only  way  we  were 
going  to  make  money  was  to  strike  oil 
underneath  the  plant." 

With  the  business  going  downhill  fast 
and  nerves  beginning  to  fray,  the  Japa- 
nese agreed  to  hand  over  management 
control  to  ITT  Automotive.  Honda,  loath 
to  lose  a  proven  supplier,  let  ITT  Automo- 
tive set  the  prices  and  agreed  to  pay  for 
each  retooling.  But  even  now,  with  S20 
million   in  annual   sales,   the  Findlay 
(Ohio)  plant  still  doesn't  make  a  dime. 

ITT  Automotive's  tale  is  a  familiar  on 
in  auto-making  centers  across  the  n; 
tion.  Joint  ventures  were  supposed  to  b 
a  quick  and  cheaper  way  for  U.  S.  pari 
suppliers  to  get  in  on  the  Japanese  gn 
vy  train — the  $6.6  billion  investment  i 
auto  output.  But  it's  not  working  th£ 
way.  Of  the  126  U.  S.  auto  suppliers  thf 
entered  into  joint  ventures  to  suppl 
Honda,  Nissan,  and  Mazda — as  well  a 
General  Motors  and  Ford  Motor — almos 
all  are  losing  money.  The  number  of  nei 
joint  ventures  is  falling  (chart).  And  Ja| 
anese  suppliers  hold  about  20'''  of  th 
$40  billion  U.  S.  auto-parts  market. 
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Underlying  the  failures  are  problems 
■  divergent  management  styles,  inflat- 
1  expectations,  disputes  over  quality 
id  labor  practices,  and  in  some  cases, 
id  luck.  More  important,  the  two  sides 
;ten  entered  into  such  ventures  with 
jry  different  agendas.  American  suppli- 
•s  wanted  access  to  the  Japanese  auto 
akers.  But  Japanese  suppliers  were 
oking  further  ahead,  using  their  part- 
irs  to  gain  footholds  in  the  U.  S.  mar- 
3t.  Now,  as  many  of  the  ventures  prove 
nworkable,  the  Japanese 
irtners  are  beginning  to 
rike  out  on  their  own. 
It  is  the  well-known  story 
;  the  Japanese  slowly  and 
jliberately  gaining  ground 
the  U.  S. — in  consumer 
ectronics,  autos,  and  now 
ato  parts.  "Many  Ameri- 
ms  have  been  naive,"  says 
arl  S.  Landesman,  a  part- 
2T  at  Chicago  manage- 
ent  consultants  A.  T. 
earney.  "In  their  efforts 
;St  to  win  new  business 
pportunities,  they  have 
own  a  good  opportunity 
)  learn  Japanese  tech- 
ques  and  practices." 
What's  more,  U.  S.  sup- 
iers  are  facing  declining 
ato-production  levels  in 
le  U.  S.  For  those  that  had 
gh  hopes  of  increasing  their  business, 
le  souring  ventures  are  likely  to  accel- 
•ate  a  shakeout  already  in  progress  in 
le  auto-parts  industry.  According  to  the 
utomotive  Parts  &  Accessories  Assn., 
lere  are  2,225  parts  suppliers,  about 
)0  fewer  than  a  decade  ago.  The  odds 
•e  that  more  and  more  of  the  survivors 
ill  be  Japanese. 

LUGGISH  PERFORMANCE.  It  wasn't  SUp- 

)sed  to  happen  this  way.  Difficult  as 
int  ventures  can  be,  those  in  auto  parts 
ere  supposed  to  help  smooth  over 
rowing  trade  friction  as  American  and 
jpanese  managers  shared  experiences 
5  well  as  lucrative  markets.  Instead, 
Dmestic  companies,  from  brake-tube 
roducers  to  steelmakers,  are  finding 
lemselves  disillusioned  with  their  ven- 
ires' sluggish  performance  and  low 
rofits. 

James  Carroll,  chief  executive  of 
artsmaker  Wynn's  International  Inc., 
ink  $3  million  in  a  joint  venture  with 
iesel  Kiki  Co.  to  supply  air  conditioners 
>  Mazda  Motor  Corp.  When  the  dollar 
i\\  against  the  yen  and  costs  rose  steep- 
the  Japanese  insisted  the  company 
;ay  with  overseas  suppliers,  saying 
.  S.  aluminum  was  not  good  enough, 
hen  the  Japanese  suggested  that  the 
lint  venture  cut  prices  to  gain  even 
lore  of  Mazda's  business.  In  February, 
/ynn's  sold  back  its  stake  to  Diesel 
^iki,  and  Carroll  found  himself  buying 


parts  from  his  former  partner.  Even 
more  painful,  Diesel  Kiki's  newly  mod- 
ernized plant  in  Decatur,  111.,  is  winning 
over  one  of  Wynn's  major  customers, 
Isuzu  Motors  Ltd. 

Another  supplier,  HoUey  Automotive 
Div.  of  Colt  Industries,  a  fuel  .systems 
maker,  sells  to  General  Motors,  Ford, 
and  Chrysler.  Vice-President  Edward  P. 
Rowady  would  like  to  break  in  with  Jap- 
anese auto  makers  too,  but  says  their 
insistence  on  "long-term  iiartnerships" 


makes  it  difficult  without  a  Japanese  in- 
termediary. Joint  ventures,  he  says,  boil 
down  to  "How  can  you  help  us  take  over 
your  market?" 

Mixing  Japanese  production  methods 
and  American  work  styles  has  been  diffi- 
cult at  many  ventures.  Workers  grumble 
about  daily  calisthenics  and  the  boring 
dedication  ceremonies  Japanese  seem  to 
love.  And  managers  can't  understand 
Japanese  frugality:  At  one  plant,  the 
size  of  memo  paper  caused  a  40-minute 
debate. 

For  the  Japanese, 
working  with  Ameri- 
cans has  been  no  picnic, 
either.  Japanese  execu- 
tives complain  that 
they  must  hire  up  to 
one  fifth  more  employ- 
ees at  a  U.  S.  plant 
than  a  similar  one  in 
Japan.  "In  Japan,  we 
talk  about  just-in-time 
delivery  in  terms  of 
minutes,"  says  Norio 
Kikuchi,  general  man- 
ager of  Nova  Steel  Processing,  a  joint 
venture  between  Armco  Inc.  and  C.  Itoh 
&  Co.  to  process  steel  for  Armco.  "Here 
in  the  U.  S.,  the  time  reference  is  in 
days." 

Quality  is  another  trouble  spot.  Asahi 
Glass  Co.  has  a  partnership  with  PPG 
Industries  Inc.  to  supply  windshields  to 


NEW  U.S.-JAPAN 
VENTURES  ARE  SLOWING 


Honda  and  other  carmakers.  But  Asahi 
officials  complain  privately  that- the  re- 
jection rate  of  PPG  glass  is  so  high  that 
they  are  now  considering  building  their 
own  glass  plant  in  the  U.  S.  PPG  declined 
comment. 

Some  Americans  have  come  to  Japa- 
nese joint  ventures  with  their  eyes  open. 
TRW  Inc.,  for  example,  has  three  joint 
ventures  with  big  Japanese  auto  suppli- 
ers to  produce  seat  belts,  engine  valves, 
and  steering  gears  for  sale  to  the  trans- 
plants. TRW  has  clauses  in 
its  contracts  barring  the 
Japanese  from  poaching  on 
its  domestic  auto  business- 
es. Chardon  Rubber  Co.,  a 
smaller  supplier  of  weather 
stripping  for  doors  and 
trunks,  and  its  partner, 
Kinugawa  Rubber  Industri- 
al Co.,  don't  compete  in  the 
same  products. 

In  one  case,  the  vast  dif- 
ference between  Japanese 
and  American  styles  was 
turned  into  an  advantage. 
NASCO,  a  joint  venture  in 
Bowling  Green,  Ky.,  to 
manufacture  coiled  suspen- 
sion springs,  began  making 
bilingual  sales  pitches,  ap- 
pealing to  American  buyers 
as  well  as  top  Japanese 
management.  The  strategy 
a  badly  needed  new  custom- 
the  Toyota-General  Motors 
venture — after  a  setback  in  1988,  when 
orders  from  its  sole  customer,  Nissan 
Motor  Co.,  fell  off.  "The  joint  venture  is 
more  than  just  money.  It's  an  exchange 
of  ideas,"  says  Tsuneharu  Matsuoka, 
XASCo's  president. 

Whatever  the  ups  and  downs  of  joint 
ventures,  the  Japanese  are  in  the  U.  S. 
for  the  long  haul.  The  auto-parts  market 
is  becoming  more  and  more  cutthroat, 
especially  now  that  American  suppliers 
have  awakened  to  the 
quality  issue,  and  De- 
troit is  giving  long- 
term  contracts  to  fewer 
suppliers.  But  the  Japa- 
nese are  not  known  for 
quitting  when  things 
get  bad,  even  if  it 
means 
losses  for 
will  have 


brought  in 
er— NUMMl, 


DATA:  EASTON  CONSUUANTS  INC. 


sustaming 
years.  "We 
to  readjust 
our  forecasts,"  says  an 
executive  of  a  Japanese 
auto-parts  supplier  af- 
ter losing  a  bid  for  GM's  business.  "But 
it  does  not  affect  our  intentions  to  win 
market  share." 

If  Americans  had  understood  Japa- 
nese strategy  better  from  the  beginning, 
there  might  have  been  something  in 
joint  ventures  for  both  sides. 

By  Stephen  Phillips  in  Clcreland 


ERNATIONAL  BUSINESS 


BUSINESS  WEEK/JULY  L'4.  1989  31 


I 


nternational  Business 


JAPAN  I 


JAPAN  INC.  HANGS  OUT 
A  HELP-WANTED  SIGN 


It  faces  a  growing  labor  shortage  in  services  and  manufacturing 


y  custom,  Japanese  companies 
.arc  supposed  to  wait  until  August 
before  they  start  wooing  next 
spring's  crop  of  college  graduates.  But 
Keio  University  senior  Hideaki  Shira- 
shoj'i  knows  the  recruiting  season  really 
begins  way  before  that.  He  was  receiv- 
ing letters  from  banks  and  securities 
firms  at  the  rate  of  20  a  day  by  April, 
and  the  22-year-old  business  administra- 
tion major  figured  that  getting  the  job 
he  wanted  would  be  a  cinch.  It  was.  In 
early  July,  he  got  a  lucrative  offer  from 
a  blue-chip  company. 

With  business  booming,  Japanese 
companies  are  on  a  hiring  binge.  For 
Shirashoji  and  thousands  of  other  Japa- 
nese college  seniors,  it's  a  seller's  mar- 
ket. Skilled  workers  are  also  much  in 
demand.  The  Labor  Ministry  estimates 
that  the  economy  is  short  2  million  work- 
ers in  fields  ranging  from  construction 
to  sales. 

GO-GO  IMAGE.  Behind  the  good  news  for 
job  seekers  is  a  serious  labor  shortage 
for  Japanese  business.  In  May,  the  ratio 
of  job  offers  to  job  hunters  climbed  to 
1.3,  the  highest  since  1975.  As  companies 
scramble  to  fill  openings,  labor  costs  are 
jumping,  and  manufacturers  are  pump- 
ing up  spending  on  automation.  Pres- 
sure is  also  building  to  use  more  foreign 
labor.  Perhaps  more  serious,  changing 
job  preferences  could  eventually  endan- 
ger the  competitive  position  of  Japanese 
manufacturers.  They  are  already  having 
to  compete  fiercely  with  financial  institu- 
tions to  hire  top  engineers. 

Engineering  graduates,  who  excel  in 
math,  are  making  a  beeline  for  the  fat- 
ter salaries  and  go-go  image  of  banking 
and  finance.  Last  year,  only  one-third  of 
Tokyo  science  and  technology  graduates 
signed  up  with  manufacturing  compa- 
nies, compared  with  half  in  1986.  "We're 
finding  it  extremely  difficult  to  hire  elec- 
trical and  computer-software  engineers," 
says  an  official  at  Victor  Company  of 
Japan  Ltd.,  a  major  consumer  electron- 
ics concern. 

If  wages  continue  to  rise,  they  could 
start  to  fan  inflation  fears.  The  spring 
shun  to,  the  national  wage  negotiations 
for  employees  of  big  companies,  resulted 
in  a  modest  increase  of  5.27f.  But  fat 
summer  bonuses  and  steep  rises  in  part- 
time  pay  in  many  sectors  are  sending  up 
the  overall  cost  of  labor.  With  productiv- 


ity gains  from  capital  investment  slow- 
ing, unit-labor  costs  will  climb  1.5%  this 
year,  after  declining  4.7%  in  1988  and 
3.4%  in  1987,  according  to  UBS  Phillips  & 
Drew  International  Ltd.  "The  rise  in 
wages  could  cause  firms  to  raise  prices 
considerably,"  says  Eric  Rasmussen,  an 
economist  at  Jardine  Fleming  (Securi- 
ties) Ltd. 

The  labor  crunch  probably  won't  ease 
up  much,  even  if  Japan's  heated  econo- 
my starts  to  cool.  The  growth  of  ser- 
vices, which  use  more  labor  than  manu- 


into  the  country  on  tourist  and  studei 
visas  to  take  the  menial  jobs  that  Jaii: 
nese  no  longer  want.  Experts  estimat 
the  foreign  work  force  at  150,000  i 
300,000  people,  with  the  largest  concr; 
tration  in  the  construction  industr; 
which  young  Japanese  shun. 

To  cope  in  the  short  term,  Japanc- 
companies  will  keep  pouring  money  ini 
ecjuipment  and  technology  that  enhaiu 
productivity.  Manufacturers  are  a  Is 
spending  heavily  on  employee  benel'it 
and  splashy  advertising  to  woo  youn 
people  away  from  service  companif 
Nippon  Steel  Corp.,  for  example,  is  u: 
ing  ads  featuring  American  movie  stai 
such  as  Sigourney  Weaver,  of  Work/i/ 
Girl  fame,  in  an  effort  to  add  glanini 
to  its  smokestack  image.  Toyota  Moii 
Corp.  plans  to  lavish  more  than  $7(1 
million  over  10  years  on  modernizing  i( 
spartan  employee  housing.  In  the  futun 
its  bachelor  dormitories  will  offer  sna. 


TOKYO  WORKERS:  RECRUITING  WOMEN  FOR  HIGHER-PAID  JOBS  WOULD  HELP 


facturing,  will  continue  to  raise  the 
demand  for  workers.  Yet  the  number  of 
Japanese  aged  15  to  64  will  start  to  de- 
cline after  1995.  That  will  make  it  tough 
for  Tokyo  to  follow  through  on  its  stated 
policy  of  trimming  work  hours  to  boost 
leisure  time  and  consumption. 
ALIEN  UNDERCLASS?  The  lal)or  shortage 
has  led  some  industrialists  and  intellec- 
tuals to  urge  Japan  to  admit  more  for- 
eign workers.  But  the  Labor  Ministry 
and  union  officials  fear  that  allowing  in 
more  unskilled  workers  could  drive 
wages  down  and  leave  Japan  with  a  per- 
manent alien  underclass.  Foreigners 
would  also  threaten  Japan's  cherished 
racial  homogeneity. 

But  unskilled  foreigners,  mainly  from 
Pakistan,  the  Philippines,  and  other 
Asian  countries,  are  already  streaming 


rooms,  better  food,  and  fitness  clu^ 
Other  companies  are  running  ads  on 
and  in  comic  books,  a  popular  medim 
for  young  adults,  portraying  themsei\i' 
as  exciting  places  to  work. 

Japanese  companies  could  alleviai 
some  of  the  labor  shortage  by  recruit  m 
more  women  for  higher-status  joli> 
While  women  are  moving  into  the  etii^ 
neering  ranks  at  a  brisk  pace,  compann' 
still  overwhelmingly  favor  men  for  ma'i 
stream  management.  Sanwa  Bank  LIj 
has  earmarked  just  30  of  500  gradual 
slots  for  women.  That  doesn't  surpi'i- 
Keio  University  grad  Shirashoji.  Wlnl 
companies  pursue  him  for  interviews,  in 
female  peers,  he  says,  are  waiting  !> 
the  telephone. 

Bi/  Amif  Boi  rus,  irilli  Siii/akrt  Slunuii'  j 
III  Tokifo  \ 
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WILL  CALIFORNIA'S 
ANTI-CHINA  SYNDROME  SPREAD? 


its  lawmakers  force  pension  funds  to  divest,  others  may  follow 


HAYDEN:  SENDING  A  MESSAGE 


Fhe  backlash  over- 
seas against  Chi- 
na's hardUners  is 
roing  grass  roots.  Cali- 
brnia  legislators  are 
Irawing  up  sanctions 
igainsi  Beijing  for  its 
rackdown  on  prodemo- 
:racy  forces.  Mirroring 
I  1986  act  barring  state 
lension  funds  from  in- 
'esting  in  companies 
Icing  business  in  South 
Africa,  the  legislators 
ire  pressing  the  funds 
0  divest  their  shares  in 
•ompanies  involved  in 
]hina. 

If  the  initiatives  suc- 
:eed,  California's  pension-fund  manag- 
Ts  could  be  forced  to  sell  their  stock  in 
5ankAmerica,  Du  Pont,  General  Elec- 
ric,  General  Motors,  Hewlett-Packard, 
md  some  200  other  companies.  The 
'unds  might  have  to  divest  even  more 
;tock  after  1997,  when  Hong  Kong  re- 
'erts  to  Chinese  rule.  No  other  states 
ippear  to  be  following  suit — yet.  But  be- 
:ause  California  is  a  leader  in  sharehold- 
!r  activism,  its  China  campaign  could 
;park  similar  measures  nationwide. 
NVESTMENT  WRENCH.  Targeted  in  Sacra- 
nento  are  the  state's  two  largest  pen- 
don  funds:  the  Public  Employees'  Re- 
irement  System  and  the  State  Teachers' 
Retirement  System,  which  together 
nanage  $81  billion.  PERS,  with  $53  billion 
n  assets,  is  the  country's  largest  pen- 
;ion  fund. 

One  China  bill,  introduced  by  Republi- 
;an  Assemblywoman  Carol  Bentley  with 
sight  co-authors,  would  require  outright 
iivestment  by  1994.  Another,  to  be  intro- 
luced  soon  by  Democratic  Assemblyman 
Pom  Hayden,  wouldn't  require  divest- 
nent  unless  China's  human-rights  pic- 
;ure  worsens.  But  it  would  bar  the  pen- 
sion funds  from  making  new  invest- 
ments in  companies  or  banks  doing 
jusiness  with  China  and  also  would  pro- 
libit  new  deposits  of  state  money  in 
janks  that  lend  to  the  Chinese.  "The 
lays  of  a  blank  check  are  over,"  says 
Hayden,  a  social  activist  since  the  '60s. 
'The  issue  of  responsible  investment  has 
Deen  around  a  long  time.  Now,  the  pres- 
sure will  come  to  China." 

At  the  very  least,  the  legislature  may 
3ass  a  nonbinding  resolution,  proposed 
ay  Democratic  Assemblyman  Dave  El- 


der, calling  for  the 
funds  to  "seriously  con- 
sider" divestment.  But 
state  pension  managers 
regard  any  new  interna- 
tional investment  re- 
strictions as  a  threat. 
PERS  is  unloading  its 
shares  in  about  140 
companies  with  South 
African  links,  and  a  si- 
multaneous China  di- 
vestment order  "could 
cause  serious  losses  of 
opportunity,"  observes 
DeWitt  Bowman,  the 
fund's  chief  investment 
officer.  "It's  playing 
hob  with  our  invest- 
ment program." 

Not  all  the  backers  of  South  Africa 
divestment  think  the  China  effort  will 
prevail.  "It's  not  embedded  in  people's 
consciousness  the  way  the  anti-apartheid 
movement  was,"  says  Larry  Agran, 
mayor  of  Irvine  and  head  of  a  group 
that  seeks  to  involve  municipal  officials 
in  international  affairs.  But  others  see 
California's  China  proposals  as  a  harbin- 
ger. Unlike  South  Africa  divestment, 
which  most  Republicans  opposed,  the 
suggested  China  sanctions  have  received 
bipartisan  support.  Even  if  it  only  sends 
a  tough  message  to  the  California  pen- 
sion funds,  the  legislature  is  already  giv- 
ing money  managers  across  the  U.  S. 
something  new  to  worry  about. 

By  Maria  Shao  hi  San  Francisco 


MEXICO  I 


A  SMALL  SIGH 
OF  RELIEF 


The  Brady  deal  on  Mexico's  debt 
will  help  a  little — but  not  enough 


A 


s  the  Group  of  Seven  industrial- 
ized nations  prepared  to  take  up 
Third  World  debt  and  other  mat- 
ters at  their  July  14-16  economic  summit 
in  Paris,  bankers  and  diplomats  in  New 
York  were  working  feverishly  to  wrap 
up  a  deal  to  relieve  Mexico  of  up  to  18'X 
of  its  $107  billion  in  foreign  loans.  The 
likely  agreement  will  be  the  first  test  of 
Treasury  Secretary  Nicholas  F.  Brady's 


A  REBOUND  FOR 
MEXICAN  DEBT 


new  strategy  for  easing  the  developing 
world's  debt. 

But  if  Mexico  proves  to  be  the  trend- 
setter, the  Brady  Plan  is  off  to  a  slow 
start.  The  proposed  Mexico  deal  appears 
to  set  forth  one  clear  principle;  Debtors 
will  be  unable  to  claim  relief  until  they 
put  economic  reform  plans  into  action. 
Thus,  Venezuela  and  the  Philippines  will 
probably  be  able  to  follow  closely  behind 
Mexico  in  renegotiating  their  combined 
$65  billion  foreign  debt. 
SHALLOW  POCKETS.  But  relief  will  con- 
tinue to  elude  two  of  the  developing 
world's  biggest  debtors,  Argentina  and 
Brazil,  which  together  owe  some  $180 
billion,  until  their  political  troubles  ease. 
And  unless  the  G-7,  World  Bank,  Inter- 
national Monetary  Fund,  and  others  add 
to  the  $24  billion  they  have  set  aside  to 
help  the  Brady  Plan,  bankers  and  ana- 
lysts warn,  any  new  debt  deals  will  pro- 
vide only  modest  relief  at  best.  "Right 
now,  there  isn't  too  much  money  avail- 
able to  finance  these  [debt]  schemes," 
says  Javier  Murcio,  a  Latin  America  ex- 
pert at  DRi /McGraw-Hill.  "There's  a 
need  for  more." 

Some  new  assistance  does  appear  to 
be  on  the  way  from  Japan.  Prime  Minis- 
ter Sosuke  Uno  says  the  Japanese  will 
offer  as  much 
as  $43  billion  in 
foreign  aid  bv 
1992.  How  much 
of  that  is  an 
increase  over 
previously  an- 
nounced plans  is 
not  clear,  but 
Uno  pledges  to 
add  $5.5  billion 
to  the  $4.5  bil- 
lion in  cut-rate 
loans  Japan  ear- 
lier agreed  to  make  to  facilitate  Brady's 
relief  efforts.  Uno  also  promises  $2.3  bil- 
lion in  loans  for  environmental  cleanups. 
But  even  efforts  such  as  these  won't  put 
more  than  a  small  dent  in  Latin  Ameri- 
ca's $420  billion  foreign  debt,  more  than 
half  of  which  is  owed  to  commercial 
banks  and  other  private  lenders. 

The  proposed  package  for  Mexico  fo- 
cuses on  easing  the  country's  $54  billion 
bank-loan  burden  through  write-offs, 
cuts  in  interest  rates,  and  swaps  of  loans 
for  government  bonds.  The  deal  could 
reduce  Mexico's  cash  outflow  by  some 
$3  billion  a  year.  This  prospect  has 
pushed  up  the  value  of  the  country's 
debt  (chart).  But  analysts  believe  that 
the  proposed  reduction,  some  257f'  below 
what  President  Carlos  Salinas  de  Gortari 
had  sought,  isn't  enough  to  give  Mexi- 
co's sputtering  economy  a  much-needed 
lift.  It  may  take  a  few  more  G-7  summits 
to  get  the  Brady  Plan  out  of  first  gear. 

Bt/  William  Glasgall  in  New  York,  with 
Stephen  Baker  in  Mexico  City 
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He  also  doesn't  realize 
Hewlett-Packard  makes  PCs. 


:)K(i  is  ;i  Iradciiiark  of  Intel  ( 'nni'Talinn 
I  liWii  lli'wicit  Pai  kardCciiiipany 


That's  unfort  unate.  Because 
Hewlett-Pat  kard  has  a  line  of 
eiglit  higli-peiformance  per- 
sonal computers.  PCs  which 
range  from  desktop  and  floor- 
mount  Intel386™hased  power- 
houses to  entry-level  8086- 
compatibles.  PCs  which  offer 
you  a  better  way  of  doing 
business. 

Hewlett-Packard  personal 
computers  give  you  plenty  of 
opportunity  for  expansion.  As 


The  HP  Vectra  yS/2(l  I'C.  ( >ne  in 
a  line  of  eiglit  PCs  from  Hewlett-Packard 


pje  pus 


well  as  plenty  of  options.  At  the 
high  end,  you  can  get  up  to  8 
accessory  slots,  620  Mbytes  of 
hard  disk  storage,  and  16  Mbytes 
of  RAM.  And  on  all  models,  you 
get  a  choice  of  video  solutions 
and  the  flexibility  of  using 
either  5.25"  or  3.5"  disks. 

Beyond  this,  an  investment  in 
Hewlett-Packard  PCs  allows 
you  to  choose  confidently  from 
thousands  of  software  applica- 
tions and  peripherals.  HP's  strict 


adherence  to  industry  stan- 
dards insures  compatibility. 
Now,  and  into  the  future. 

But  the  most  import  ant  feature, 
the  one  you  won't  get  with  any 
other  personal  computer,  is 
Hewlett-Packard  reliability  For 
50  years,  HP  has  promised,  and 
delivered,  exceptional  quality 
in  everything  from  calculators 
to  HP  LaserJet  printers. 

Finally,  every  PC  made  by 


Hewlett-Packard  is  backed  by 
an  extensive  network  of  trained, 
authorized  dealers.  For  more 
information  and  the  name  of 
your  nearest  dealer,  call  1-800- 
752-0900.  You'll  soon  realize 
what  an  HP  personal  computer 
can  do  for  you. 

There  is  a  better  way. 


EWLETT 
PACKARD 


nternational  Outloo 
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mATCHER:  CAN  AN  OLD  TORY 
LEARN  NEW  TRICKS? 


Prime  Minister  Margaret  Thatcher  is  facing  a  midsum- 
mer of  discontent.  Although  Parliament  is  recessing 
soon,  Thatcher's  reenergized  opponents  in  the  Labor 
'arty  are  going  after  her  for  her  management  of  the  economy 
nd  her  controversial  plans  to  revamp  the  national  health 
ystem  and  sell  off  the  water  and  electricity  industries.  To 
hore  up  support,  Thatcher  is  expected  to  shuffle  her  Cabinet. 
Vo  beleaguered  ministers  in  high-profile  departments — Paul 
Shannon  at  Transport  and  Nicholas  Ridley  at  Environment— 
ogether  with  Party  Chairman  Peter  Brooke,  may 
e  replaced. 

The  thrashing  Thatcher's  Conservatives  suf- 
ered  in  June's  European  Parliament  elections 
lighlighted  her  problems.  That  loss,  according  to 
:ey  Labor  Member  of  Parliament  Bryan  Gould, 
shattered  the  myth  that  the  Tories  cannot  be 
leaten."  At  the  same  time,  the  Labor  Party  "has 
lecome  credible  again,"  says  Gordon  Heald,  man- 
,ging  director  of  the  Gallup  Poll.  Indeed,  Labor 
low  leads  the  Tories  by  10  points,  according  to 
he  latest  Gallup  poll.  Much  credit  should  go  to 
jabor  leader  Neil  Kinnock,  who  is  steering  the 
larty  away  from  such  radical  policies  as  sweep- 
ng  renationalizations,  punitive  income  taxes,  and 
inilateral  nuclear  disarmament. 
DLE  SUNDAYS.  Restoring  Tory  health,  when  Labor  is  showing 
rue  signs  of  unity  and  is  on  the  attack,  presents  a  challenge 
ff  the  sort  the  Prime  Minister  hasn't  faced  for  years.  Members 
if  her  own  party,  chastened  by  the  European  election  set- 
tacks,  are  urging  her  to  change  her  style — no  easy  feat  for  a 
)olitician  whose  dogmatic,  confrontational  approach  has  been 
he  very  secret  of  her  success  during  10  years  in  office.  "The 
ittitudes  and  language  of  politics  appropriate  to  1979  are  not 
ippropriate  to  1989,"  complains  John  Biffen,  a  veteran  Tory 
IP  and  former  leader  of  the  House  of  Commons. 

The  Cabinet  reshuffle  will  be  part  of  Thatcher's  strategy  to 
leal  with  the  disarray  in  her  party.  Her  counselors  are  also 
ikely  to  urge  her  to  steer  clear  of  major  new  initiatives  when 


Parliament  resumes  after  the  summer  recess.  The  Tories  may 
even  delay  their  widely  criticized  plans  to  overhaul  the  popular 
National  Health  Service  in  order  to  give  health  care  profes- 
sionals and  the  government  time  to  hash  out  a  reasonable 
compromise  that  might  include  hefty  new  spending.  A  chas- 
tened Thatcher  is  also  moving  away  from  her  crusade  against 
some  vested  interests.  She  agreed  on  July  10  to  back  down  on 
an  effort  to  bring  more  competition  to  the  brewing  industry  by 
forcing  the  brewers  to  sell  off  most  of  their  pubs.  She  is  also 
likely  to  tone  down  her  sweeping  reforms  of  the 
legal  industry  in  response  to  the  opposition  of 
powerful  barristers.  And  she  is  likely  to  scrap  her 
plans  to  legalize  Sunday  shopping  in  the  face  of 
opposition  from  religious  groups  and  labor. 
TORY  NIGHTMARES.  Some  problems  can't  be  so  eas- 
ily brushed  aside.  For  instance,  her  remedies  for 
inflation,  which  has  risen  to  8.3%,  are  showing 
only  modest  signs  of  paying  off.  The  unions'  bid 
to  keep  wage  hikes,  now  averaging  9%',  ahead  of 
inflation  has  led  to  a  rash  of  strikes  among  bus, 
rail,  and  municipal  workers.  The  Tories  have  so 
far  been  unable  to  pull  off  their  usual  tactic  of 
turning  the  strikes  into  a  weapon  against  Labor. 

The  upcoming  privatizations  of  the  water  and 
electricity  industries  present  additional  problems. 
Both  efforts  face  consumer  and  investor  resistance.  And  more 
troubling  for  the  government,  both  are  likely  to  need  huge 
infusions  of  funds.  The  water  system  will  have  to  be  upgraded 
in  order  to  meet  European  Community  quality  standards.  Brit- 
ish nuclear  plants  will  require  extensive  spending  to  support 
higher  capital  and  operating  costs.  One  nightmare  that  some 
bureaucrats  foresee  is  water  and  electric  bills  soaring  just  as 
the  next  election  approaches. 

Of  course,  Thatcher's  ace  is  not  having  to  call  that  election 
until  June  of  1992.  Her  hope  is  that  time,  along  with  her 
acknowledged  political  acumen  and,  possibly,  a  softer  image, 
will  allow  her  to  regain  the  upper  hand. 

By  Richard  A.  Melcher  in  London 
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are  widely  credited  with  turning  their 
companies  around,  they  have  made  en- 
emies by  not  being  responsive  to  politi- 
cal pressure. 

SOUTH  KOREA  

South  Korea  suddenly  is  poised  to 
establish  diplomatic  links  with  the 
Soviet  Union  in  a  move  that  may  lead 
to  a  novel  form  of  triangular  trade  in- 
volving India.  After  a  recent  visit  to 
Moscow  by  opposition  leader  Kim 
Young-Sam,  the  South  Korean  govern- 
ment predicted  that  the  two  countries 
would  establish  official  ties  in  the 
"near  future." 

The  Koreans  are  dangling  the  pros- 
pect of  increased  trade  and  even  in- 


ITALY 


The  appointment  of  veteran  Chris- 
tian Democrat  Giulio  Andreotti  as 
acting  Prime  Minister  is  likely  to  bring 
only  temporary  calm  to  Italy,  which 
has  been  without  a  government  since 
May  19.  Andreotti  must  form  a  deli- 
cately balanced  coalition.  Among  the 
thorny  decisions  awaiting  it:  nomina- 
tions for  the  top  jobs  at  two  of 
Italy's  biggest  state  businesses,  the  in- 
dustrial conglomerate  IRI  and  the  ener- 
gy group  ENI,  as  well  as  a  host  of 
other  public-sector  companies.  Both  IRI 
Chairman  Romano  Prodi  and  ENI  boss 
Franco  Reviglio  are  expected  to  lose 
their  posts.  Although  these  managers 


vestment  in  front  of  the  Soviets  in 
hopes  that  Moscow  will  agree  to  the 
opening  of  official  relations.  Unlike  the 
Japanese,  who  want  to  be  paid  in  hard 
currency,  the  Koreans  may  be  willing 
to  accept  a  combination  of  raw  materi- 
als and  Soviet  rubles  in  exchange  for 
Korean  manufactured  products.  Ac- 
cording to  one  plan,  Korean  businesses 
would  then  tender  the  rubles  for  goods 
from  India,  which  needs  Soviet  curren- 
cy for  weapons  purchases. 

Seoul  believes  that  Moscow  will  now 
lean  on  North  Korea  to  engage  in  seri- 
ous talks  with  the  South.  With  Seoul's 
relations  with  Pyongyang's  other  back- 
er, China,  also  improving,  the  threat 
from  the  North  appears  much  reduced. 
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LORD  NELSON  AND  MILSTAR 

Trafalgar,  1805,  the  battle  that  was  to  lead  tc 
the  eventual  undoing  of  Napoleon,  was  won  be 
cause  Admiral  Horatio  Nelson  had  a  secret  weapor 
signal  flags. 

The  technique  of  comnnunicating  over  long  di; 
tances  by  coded  flags  had  only  recently  been  inventec 
by  the  Royal  Navy  It  revolutionized  naval  warfare. 

The  system  enabled  the  British  ships  to  cove 
vast  expanses  of  ocean,  looking  for  the  enemy  whik 
remaining  in  close  contact  with  the  fleet  commande 
It  also  allowed  tactical  flexibility  once  battle  had  beer 
joined.  Other  navies  were  bound  by  rigid  battle  planj 


The  Battle  of  Trafalgar,  by  Clarl<son  Stanfield,  1836,  The  Institute  of  Directors,  London 


9ed  upon  in  face-to-face  councils  long  before  the 
broadside.  They  were  confounded  by  the  British 
their  talking  flags. 

The  result  of  Trafalgar,  and  in  large  part  this 
nmunications  system,  was  that  Britain  enjoyed 
lisputed  rule  of  the  seas  and  over  a  century  of 
five  peace;  a  Pax  Britannica. 
In  modern  warfare,  command,  control,  and  com- 
lication  are  as  decisive  factors  as  they  were  two 
furies  ago  and  even  more  complex.  History  is  pep- 
i6  with  anecdotes  of  communication  breakdowns 
iing  to  fiasco.  It  has  been  called  the  fog  of  war. 
This  is  why  Milstar,  the  most  comprehensive, 
/ivable,  and  secure  communications  system  ever 


conceived,  is  so  needed.  Once  in  place,  the  satellites 
that  make  up  the  Milstar  constellation  will  be  able  to 
keep  all  commands  of  our  forces  around  the  globe 
in  constant  touch,  from  the  President  down  to  pla- 
toon leaders,  regardless  of  the  situation.  And  it  will 
allow  the  Commander  in  Chief  to  make  timely  well- 
informed  decisions. 

What  Nelson's  signal  flags  did  for  Britain  two 
centuries  ago,  helping  to  insure  a  century  of  peace, 
Milstar  can  do  for  the  West.  And  that  is,  after  all,  the 
object  of  defense. 

'^^Lockheed 

Giving  shape  to  imagination. 
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ENTREPRENEURS! 


II  I 


WHAT  B-SCHOOL  DOESH'T  TEACH  YOU 
ABOUT  STARTUPS  

New  MBAs  are  finding  that  a  diploma  does  not  an  entrepreneur  make 


In  the  halls  of  business  school  academia,  the  hot  word  is 
"startup."  This  year,  7.y'r  of  Harvard's  second-year  MBA 
class  signed  up  for  courses  on  entrepreneurship.  So  did 
their  counterparts  on  the  other  coast — Stanford.  Yet  after 
the  final  exam,  after  the  diplomas,  most  mba  grads  make 
tracks  for  jobs  as  consultants,  investment  bankers,  strategic 
planners,  and  product  managers. 

There  are  good  reasons  for  the  incongruity.  The  first  is 
ynoney:  Two  years  of  graduate  school  cost  as  much  as 
$60,000.  A  stint  in  Wall  Street  pinstripes  may  not  satisfy 


the  entrepreneurial  urge,  but  it's  a  way  to  pay  off  debt. 

Most  MBAs  also  lack  much  of  the  raw  material  it  takes  t 
run  a  small  business:  "Being  bright-eyed  and  bushy-tailc 
isn't  necessarily  a  barometer  of  success,"  says  William  - 
Sahlman,  who  teaches  entrepreneurial  finance  at  Harvarc 
"If  people  succeed,  it's  because  they  know  an  industry  col 
and  perceive  some  need  or  service  that  no  one  else  ha 
seen. "  That  assessment  rings  true,  judging  by  the  exper, 
ences  of  a  few  young  mbas  who  were  bitten  by  the  entrepn 
neurial  bug. 


BUILDING  A  BREWERY 
IS  NO  SMALL  BEER 

At  the  start,  it  was  an  appealing 
new  business  idea.  And  it  was 
the  best  way  to  get  out  of  spring 
classes.  In  his  second  year  at  Harvard 
business  school,  Richard  A.  Doyle  pro- 
posed a  field  study  project  that  exam- 
ined the  prospects  for  a  new  beer  com- 
pany. He  executed  his  research  dutifully 
in  local  taverns  and  dance  clubs.  With  a 
classmate,  George  B.  Ligeti,  he  ventured 
to  the  Pacific  Northwest  to  explore  the 
mysteries  of  that  region's  successful 
small  breweries.  The  study  got  a  top 
grade,  and  Doyle  and  Ligeti  left  school 
in  1986  with  the  germ  of  a  business: 
Mass.  Bay  Brewing  Co. 

Three  years  later,  the  brewery  is  sell- 
ing $12.5,000  worth  of  Harpoon  Ale  a 
month  in  five  northeastern  states — 
scrapping  for  local  bragging  rights  with 
Boston  Beer  Co.,  a  larger  outfit  started 
four  years  ago  by  .lames  Koch  (Harvard 
MBA,  78).  The  brewery,  a  cramped,  bus- 
tling affair  on  South  Boston's  water- 
front, has  hit  capacity. 

This  startup  has  had  its  trials.  True, 
money  came  relatively  easily:  $300,000 
from  banks  and  $600,000  from  friends, 
family,  and  classmates.  Then  a  deal  to 
lease  manufacturing  space  stiiUed  in  the 
state's  red  tape,  forcing  the  company  to 
postpone  its  first  brew  for  several 
months.  While  their  friends  worked  12- 
hour  days,  these  MB.^s  sat  and  waited. 
"We  kept  ourselves  stocked  with  maca- 
roni and  cheese,  watched  a  lot  of  Star 
Trek,  and  worked  out  a  lot,"  Doyle  says. 
Then,  suddenlv,  there  was  no  time  at 


MASS.  BAY  BREWING  FOUNDERS  LIGETI,  KENARY,  AND  DOYLE  HOIST  THEIR  HARPOON  ALE 


all.  Almost  as  soon  as  the  brewery 
found  a  home,  the  manufacturing  prob- 
lems began.  Doyle,  Ligeti,  and  Daniel 
Kenary,  a  college  friend  of  Doyle's  and 
a  University  of  Chicago  MBA,  found 
themselves  working  16  hours  a  day  al- 
most every  day.  It  took  a  year  to  work 
out  the  glitches  but  longer  to  resolve 
problems  with  indifferent  distributors. 

Even  now,  the  trio  works  60  hours  or 
more  a  week — often  toiling  on  the  bot- 
tling line  alongside  their  employees. 
Doyle  spends  25  hours  a  week  on  the 
road,  shaking  hands  and  taking  orders. 


Yet  Mass.  Bay  Brewing  is  barely  turn- 
ing a  profit,  and  the  founders  make  just 
$18,000  in  salary  each.  It's  a  far  cry 
from  the  quality  of  life  enjoyed  by  their 
peers.  "It  takes  a  special  person  to  say 
no  to  very  attractive  job  offers  and  go  to 
a  small  business,"  says  Thomas  Murphy, 
who  co-wrote  the  original  business  plan 
with  Doyle  and  now  finances  mergers  at 
Goldman,  Sachs  &  Co. 

Indeed,  it's  not  clear  that  a  modest, 
low-tech  business  can  support  the  wal- 
lets and  ambitions  of  three  MBAs. 
They've  hired  competent  workers,  and 
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he  company  doesn't  demand  as  much 
ttention  as  it  used  to.  "It  doesn't  take 
hree  of  us  to  run  this  business,"  says 
.igeti,  who  is  anxious  for  a  new  chal- 
?nge.  With  his  partners,  he  is  looking  to 
nove  the  company  into  new  businesses. 
Joth  Ligeti  and  Doyle  will  marry  soon — 
Cenary  is  already  wed — and  are  rethink- 
ag  the  costs  and  rewards  of  their  start- 
ip.  "We  all  have  different  parameters 
dthin  which  we're  going  to  live  or  not 
ive,"  Doyle  says.  After  three  years  of 
weat,  the  business  is  on  solid  footing. 
Jut  the  most  difficult  personal  deci- 
ions — how  long  to  stay  and  when  to 
'fi — are  still  brewing. 


PULLING  THE  PLUG  ON  A 
REAL  ESTATE  DATA  BASE 


WHARTON  GRAD  STEVEN  FREEMAN  SAYS  HE  WAS  CRIPPLED  BY  HIS  "IVY  LEAGUE  ARROGANCE" 


Everything  looked  so  good.  It  was 
December,  1986,  and  classes  were 
finished.  The  wedding  was  coming 
ip.  And  Steven  Freeman,  then  29,  was 
»n  the  verge  of  a  great  business  oppor- 
,unity.  His  Co-op  &  Condo  Connection 
vas  going  to  revolutionize  the  Manhat- 
an  residential  real  estate  market. 

It  never  happened.  People  liked  the 
dea  of  a  computer  data  base  that 
p.atched  buyers  and  sellers — but  not 
Tiany  would  actually  pay  for  it.  Last 
September,  after  investing  about  SoO,000 
)f  his  family's  money.  Freeman  threw  in 
;he  towel.  By  then,  "I  was  just  falling 
ipart,"  Freeman  recalls.  "It  .seemed  so 
jood  on  paper,  and  yet  I  couldn't  do  it." 

What  went  wrong?  A  lot.  While  orga- 
lizing  his  company,  Freeman  also  was 
finishing  his  master's  thesis  for  the  Uni- 
versity of  Pennsylvania's  Wharton 
School  and  doing  part-time  consulting. 
His  partner  and  younger  brother, 
Daniel,  worked  full-time  in 
FaineWebber  Inc.'s  trading  de- 
partment. Neither  anticipated  the 
tim.e  commitment  that  a  startup 
demands.  And  they  limited  their 
investor  pool  to  relatives  with 
scant  resources. 

Freeman,  too,  says  he  was  crip- 
pled by  an  "Ivy  League  arro- 
gance." He  gave  himself  just 
three  months  to  make  the  business 
work.  And  he  underestimated  the 
im.portance  of  marketing:  "I  val- 
ued my  subjective  assessment 
more  than  all  the  established  wis- 
dom." He  didn't  advertise,  rehnng 
instead  on  word  of  mouth.  A  retail 
storefront,  he  realized  later,  would 
have  been  a  lot  more  effective 
than  phone  sales. 

Freeman  moved  in  April,  1988, 
from  Philadelphia  to  Albuquerque, 
where  his  wife  teaches  at  the  Uni- 
versity of  New  Mexico.  Relations 
with  his  brother  Daniel,  bumpy  for 
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a  time  after  the  business  failure,  are 
good  again.  Freeman  is  now  operations 
manager  for  Applied  Research  Asso- 
ciates, a  small  research-and-development 
company.  He  still  thinks  Co-op  &  Condo 
Connection  is  a  good  idea.  "The  system 
would  work  well  anywhere,"  he  says. 
But  he  doesn't  think  about  it  a  whole  lot. 


TAKING  A  FLYER 
ON  DIRECT  MAIL 


f; 


lor  an  entire  year,  Dan  Carmel  has 
[consumed  burritos  and  coffee  and 
little  else.  He  hasn't  had  much 
sleep,  and  his  social  life  has  been,  well, 
mostly  theoretical.  Now  he  has  two 
things  to  show  for  all  that:  a  brand-new 
Stanford  .mb.a.  and  a  business  plan. 
Carmel  wants  to  start  a  mail-order 


business  targeted  at  people  over  55.  He 
drafted  a  rough  plan  for  a  class  last  fall, 
then  wrote  another.  Since  then,  Carmel 
has  been  "tn.'ing  to  shoot  it  down" — 
consulting  with  direct-mail  operators, 
doctors,  and  researchers.  Last  Decem- 
ber, he  canceled  a  vacation  to  Australia, 
opting  instead  to  spend  his  winter  break 
talking  with  Florida  retirees.  "This  has 
been  an  obsession,"  says  Mark  Rollins,  a 
Stanford  classmate  and  housemate. 

The  business  is  ready  to  fly.  Deep  in 
debt  from  school  loans,  Carmel  is  look- 
ing for  private  investors  to  ante  up  the 
§500,000  he  needs  to  test  the  concept.  He 
doesn't  want  money  from  friends  or 
classmates,  and  he  won't  approach  ven- 
ture capital  firms.  And,  he  says,  "if  I 
find  myself  selling  §5,000  shares  to  doc- 
tors and  denti.sts  at  a  Holiday  Inn,  I'll 
know  the  plan  hasn't  hit  its  mark." 
Carmel,  28,  was  a  mechanical  engineer 
before  arriving  at  Stanford.  "No, 
I've  never  run  a  direct-mail  compa- 
ny, and  I've  never  been  old,"  he 
concedes.  But  he  has  helped  start 
two  engineering  businesses  be- 
fore. Carmel  has  talked  to  more 
than  KX)  people  about  his  plan  and 
signed  three  experts  on  as  advis- 
ers in  return  for  equity. 

Is  he  nervous?  "I  ask  myself  at 
least  once  a  week:  'What  the  hell 
am  I  doing?' "  Carmel  says.  He 
won't  say  much  about  his  plan,  be- 
cause others  with  deeper  pockets 
could  easily  duplicate  it.  He 
knows,  too,  that  investors  won't 
have  much  to  bet  on  but  his  enthu- 
siasm and  dedication  and  the  quali- 
ty of  the  idea  itself.  But  he  be- 
lieves in  it  strongly  and  is  not 
expecting  a  big  payoff  right  away. 
For  now,  he's  looking  for  ju.st 
enough  money  to  stay  even  with 
his  school  debts  and  eat  better 
than  burritos  every  night. 

By  Keith  H.  Hammonds  in  Boston 
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Local*  intrastate,  interstate,  international  calls 
on  same  line 

No  special  lines  or  installation 
Discounts  24  hours  a  day 
Free  call  detail 
Discounted  rates 

Credit  card  discounts  on  every  out-of-state 
direct-dialed  call 

Fastest  call  set  up  time 

Highest  call  completion  rates 

Highest  error-free  data  connections 

Largest  reach  of  international  countries 

Most  reliable  network 


(c  1989  AT&T 

MCI  and  PRISM  PLUS  are  trademarks  of  MCI  Communications  Corporation, 
US  SPRINT  IS  a  registered  trademark  of  US  Sprint  Communications  Company  Limited  Partnerstiip. 
"Service  provided  by  local  exchange  carrier 
29,000  customers  returned  from  all  other  common  carriers 
Data  connection  results  based  on  9.600  bps  modems,  full  duplex,  non-trellis. 

As  compared  to  other  common  carriers.  AT&T  has  the  largest  number  of  volume  discount  customers. 
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US  SPRINT 
DIAL  1  WATS 


More  businesses  use  KTikVPROWAIS  than 
any  other  discount  calling  plan.That's 
because  we  simply  have  more  to  offer.  In 
fact,  over  29,000  businesses  returned  to 
ATikT  PRO  WATS  in  90  days  alone. 
They  probably  know  better  than  anyone 
why  it  pays  to  be  with  number  1. 

Take  advantage  of  our  AT&T  PRO  WATS  sat- 
isfactiofi- guaranteed  offer  Well  pay  the  Uiitial 
fee  and  the  sii  itchover  charge.  If  after  90  days 
you're  fiot  completely  satisfied  with  our  quality 
and  price,  well  pay  to  switch  you  back  to  your 
old  carrier  You've  got  nothing  to  lose. 

BS.  If  your  bushwss  spends  $5,000  a  month 
or  more  oji  long  distcuice,  you  should  also  call 
us.  And  take  advantage  of  our  special  AT&T 
MEGACOAF  WATS  Promotion  and  Service 
Guarajitee.  Which  can  save  you  even  more. 

Time  runs  out  on  August 10, 1989. 
Call  us  now:  1 800222-0400,  Ext  42 

For  mtorniaiioii  about  residence  services  anci  pricing  plans, call  I  .si)()  22S^40ti.  Hxi  Kl40 
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The  right  choice. 
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STRATEGIES  I 


WINDMERE  TRIES  TO  COMB 
OUT  THE  KINKS 


A  slowdown  in  'fad  appliance'  sales  is  crimping  earnings 


FOREWARNED  IS  FOREARMED:  FRIEDSON  MAY  HAVE  TO  FIND  A  MANUFACTURING  SITE  TO  REPLACE  CHINA 


On  a  flight  from  Japan  to  the 
U.  S.  three  years  ago,  David  M. 
Frieclson  was  playing  with  a  new 
device  that  removed  fuzz  and  "pills" 
from  clothing.  A  woman  seated  behind 
him  looked  at  it  curiously  and  asked  if 
she  could  buy  one.  That  was  all  Fried- 
son,  the  president  of  Windmere  Corp., 
needed  to  hear.  He  added  the  Clothes 
Shaver  to  Windmere's  lineup  of  blow 
dryers,  curling  irons,  and  other  personal- 
care  appliances — and  it  helped  boost  the 
company's  revenues  by  547'  that  year. 

A  knack  for  spotting  hits  made  Wind- 
mere  a  highflier.  In  1987,  Friedson 
launched  the  Crimper  and  then  the 
Waver,  curling  irons  that  make  hair 
very  wavy.  Young  women  everywhere 
snapped  them  up.  Suddenly,  Windmere 
had  brand  recognition — Friedson's  pay- 
off for  12  years  of  patiently  transform- 
ing the  company  from  a  beauty-supply 
retailer  to  a  serious  player  in  personal- 
care  appliances.  Growth  has  been  good. 
Last  year's  revenues  jumped  387'  from 
the  year  before,  to  $193  million,  and 
earnings  were  up  1747,  to  $82.6  million. 
Its  stock  zoomed  from  $11  a  share  to  a 
high  of  $27  in  the  past  year. 


But  in  late  May,  Windmere  hit  a  wall: 
A  slowdown  in  sales  of  its  hit  products 
had  put  a  crimp  in  first-quarter  perfor- 
mance. Not  only  had  there  been  an  117 
decline  in  earnings  and  a  buildup  in  in- 
ventories but  also  management  con- 
fessed that  it  had  stumbled  upon  the  bad 
news  just  two  business  days  before  re- 
leasing the  quarterly  numbers.  The  ad- 
mission hasn't  exactly  inspired  confi- 
dence, and  some  analysts  now  fret  that 
Windmere  might  have  to  take  a  write-off 
before  the  year  is  out — although  Fried- 
son  says  that's  unlikely. 
STAYING  IN  CHINA.  To  make  matters 
worse,  the  turmoil  in  China  has  cast  a 
shadow  over  Windmere.  Some  807  of  its 
products  are  made  there,  and  in  the  ear- 
ly days  of  the  crisis,  production  slacked 
off.  It  has  recovered,  and  the  company 
will  continue  to  manufacture  in  China 
through  its  Hong  Kong-based  subsid- 
iary. But  if  Windmere  has  to  exit  at 
some  point,  it  could  cost  plenty.  Wind- 
mere's stock  has  been  hit  hard:  It  now 
trades  at  around  14. 

Friedson  is  scrambling  to  solve  Wind- 
mere's problems.  He's  tightening  finan- 
cial controls  and  reporting  systems.  He's 


looking  for  alternative  manufacturin: 
sites.  And  he's  making  a  big  promotions 
push  for  new  health-care  appliances. 

The  38-year-old  president  has  grow 
up  with  Windmere's  business.  He  qui 
college  in  1977  to  join  his  father  Belvin' 
Save-Way  Industries  beauty  and  barbe 
supply  retail  chain.  He  began  expandin; 
a  new  division  that  supplied  hairdryer 
to  Eckerd  Drug  Co.  stores.  Rename 
Windmere  in  1983,  the  company  survive 
an  industry  shakeout  by  stal 
ing  out  the  low-end  and  pr 
vate-label  niches. 

Windmere's  competitiv 
edge,  of  course,  might  erod 
if  it  has  to  move  much  mam 
facturing  from  China,  wher 
it  employs  10,000  workers  i; 
Guandong  Province.  China' 
rock-bottom,  30(t-an-hour  labo 
rates  position  Windmere  ; 
the  low-cost  producer.  "If 
moves  elsewhere,  it's  just  ar 
other  company,"  says  Bert  I 
Boksen,  an  analyst  with  Ray 
mond  James  &  Associates.  A 
least  one  competitor  dis 
agrees:  "We're  all  in  the  sam 
situation,"  says  Aaron  ShenV 
man,  president  of  Helen 
Troy  Corp.  "They  know  hov 
to  manufacture,  whether  it' 
in  China  or  elsewhere — they': 
be  0.  K." 

PLAQUE  ATTACK.  The  setback 
have  cast  doubt  on  earlie 
projections  of  reaching  $ 
million  in  sales  for  1989.  "Wi 
just  went  through  a  storm,"  says  Fried 
son,  "and  now  we're  trying  to  assess  th( 
damage."  He  does  say,  however,  tha 
slackened  sales  of  Crimpers  and  Clothe; 
Shavers  will  be  more  than  offset  b' 
sales  of  new  products. 

Take  Windmere's  new  line  of  electron 
ic  air  cleaners.  Three  years  ago,  a  buye 
from  Sears  Roebuck  &  Co.  invited  Wind 
mere  and  Trion  Inc.  in  Sanford,  N.  C,  tf 
form  a  joint  venture  to  manufacture  ai 
cleaners  under  the  Sears  label.  Sales  an 
up  tenfold  from  the  35,000  units  sold  ii 
the  first  year.  Windmere  will  sooi 
launch  its  own  version  of  the  air  clean 
er — in  three  sizes — with  a  $3  million  ad 
vertising  campaign.  Then  there's  the  re 
cently  introduced  electric  rotary  tooth 
brush  called  Plak-Trak,  which  wil 
compete  with  Bausch  &  Lomb  Inc.'s  hot 
seller,  Interplak. 

Analysts  figure  the  health-relatec 
products  will  add  some  stability  to  sales 
"These  aren't  hula-hoops,"  says  Edwan 
Tavlin  of  Josephthal  &  Co.  Maybe  not 
But  as  Friedson  is  finding  out,  getting 
to  the  top  of  an  industry  is  not  nearly  ai 
hard  as  staying  there. 

By  Gail  DeGcorgc  in  Hialeah,  Fla 
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THE  CORPORATK 


WE  JUST  HAD  ANOTHER 
GREAT  IDEA.  SANYO. 


Forming  a  partnership  has 
proven  to  be  a  great  idea. 
Business  couldn't  be  better. 

A  little  while  ago  we  were 
ready  to  grow  with  the  use  of 
personal  computers,  so  we  put 
our  heads  together  to  figure  out 
what  we  needed.  Sure,  the 
machines  had  to  be  technologi- 
cally sophisticated  and  affordable. 
But  they  also  had  to  be  easy  to 
use.  (Our  staff  is  good,  but 


SANYO  OFFICE 


computer  wizards  we're  not.) 

After  reviewing  many  options, 
we  decided  to  go  with  Sanyo. 

Their  hardware  is  reliable 
and  easy  to  use.  And  it  handles 
MS-DOS  applications  not  only 
intelligently  but  efficiently  as  well. 
We  chose  from  a  wide  range  of 
models  offering  everything  up  to 
32-bit  processing,  ideal  for  either 
CAD  or  desk-top  publishing. 

They  really  worked  out  well. 


AUTOMATION. 


We'll  put  our  Sanyo  personal 
computers  up  against  any 
others.  They  make  great 

partners. 


SA0O 


THE       SMART  SOLUTION. 

SANYO  BUSINESS  SYSTEMS  CORP  ,  51  JOSEPH  ST  ,  MOONACHIE,  NJ  07074,  1  -800-524-0047, 
EXT  276/IN  NEW  JERSEY,  201-440-9300,  EXT  276 


It's  called  Preferred  Care-USA.  You'll  find  it  has  no  shortage 
3f  good  hospitals.  Many  are  recognized  as  being  among  the 
^X^^^best  in  the  country  Some  are  household  words. 
^  \     In  fact,  no  other  PPO  system  begins  to  give  you  the 
I  selection  of  hospitals  it  does.  Or  of  physicians  for 
that  matter  Perhaps  because  every  one  of  them  was 
•^selected  by  an  organization  that's  in  a  unique  position  to 
negotiate  for  their  services.  One  that  knows  them  better 
uhan  anyone— a  local  Blue  Cross  and  Blue  Shield  Plan. 

Something  else  you  may  find  reassuring.  Preferred  Care- 
USA  isn't  just  good  in  theory  The  system  already  takes  care 
3f  10  million  people  in  over  200  cities  coast  to  coast. 

So  even  if  you  have  employees  in  more  than  one  state, 
y^oucangive...-----^^        a  freedom  of  choice  approach- 
ing that  traditional  coverage.  At  a  cost  of 
up  to  15  \^  Cttn^..x^ercent  less.  With  every  expectation 
Df  them  receiving  good  medical  care. 

In  other  words,  Preferred  Care-USA  lets  you  offer 
employees  the  kind  of  PPO  they'U  actually  use.  Which  is 
i^eoArthe  only  kind  that  can  really  reduce  costs. 
^flUni^r^    If  your  company  has  a  thousand  or  more 
/ /  7  r  111  ^^ploy^^^'      a  desire  to  make  health  care  a 
^  L/  Lt3[L//company  benefit  instead  of  a  detriment,  call 
1-800-426-2583.  You'll  fmd  there  are  .S-fii)  g^^gp^S' 

,         P   ,  1       n    1     ■rAflVmS/  Blue  Shield. 

a  number  ot  places  we  can  be  ot  help. 


iegisiered  marks  Blue  Cross  &i  Blue  Shield  Association 


^entertainment 


HOLLYWOOD  I 


FAT  TIMES  FOR  STUDIOS, 
FATTER  TIMES  FOR  STARS 


Getting  a  bigger  cut,  actors  cash  in  on  a  boffo  summer 


With  audiences  packing  tiieaters 
to  see  blockbusters  such  as 
Batman,  Ghost  busters  II, 
and  Indiana  Jones  and  the  Last  Cru- 
sade, Hollywood  executives  are  chuck- 
ling all  the  way  to  the  bank.  But  they'll 
have  to  wait  at  the  deposit  window  be- 
hind Jack  Nicholson,  Bill  Murray,  and 
other  names  from  the  marquee.  The  stu- 
dios that  made  the  three  films  had  to 
give  top  stars  and  directors  a  cut  of 
what  the  industry  calls  its  gross  pool — 
the  407'  or  so  of  the  domestic  box  office 
receipts  that  the  studios  receive  from 
theater  owners.  The  result:  A  lot  of 
wealthy  actors  will  get  even  wealthier. 

The  stars  clearly  have  even  more  le- 
verage than  usual.  After  five  lean  years, 
Columbia  Pictures,  for  one,  was  desper- 
ate for  a  hit  when  it  negotiated  the 
terms  for  Ghostbusters  II  a  year 
ago.  So  it  had  little  choice  but  to 
sign  the  deal  that  superagent  Mi- 
chael Ovitz  had  cooked  up  for  his 
clients — Murray,  Dan  Aykroyd, 
Harold  Ramis,  and  director  Ivan 
Reitman — when  they  met  in  a  back- 
room of  Jimmy's,  a  Hollywood  wa- 
tering hole.  Columbia  gave  the  four, 
all  of  whom  had  worked  on  the  orig- 
inal Ghostbusters,  nearly  half  the 
studio's  take  from  the  sequel  (table). 
The  deal  provided  the  stars  with 
small  up-front  fees.  Murray,  for  ex- 
ample, gets  only  $25,000  up  front 
compared  with  the  $8  million  he  got 
for  Scrooged.  But  if  Ghostbusters  II 
does  $100  million  at  the  box  office, 
Murray  will  get  $6.H  million  plus 
millions  more  from  overseas  and 
video  sales.  The  studio 
may  only  break  even 
on  U.  S.  box  office 
sales,  say  Holly 
wood  insiders. 

Columbia  is 
not  alone. 
get  Nicholso 
to    play  the 
Joker  in  Bat- 


man, Warner  Brothers  Inc. 
agreed  to  pay  him  a  mini- 
mum of  $7  million,  or  157'  of 
the  studio's 
share   of  the 
box  office  re- 
ceipts if  that 
amount  is  high- 
er.  And  Para- 
mount Pictures  Cor 
persuaded  George  Lu- 
cas and  Steven  Spiel- 
berg to   make  the 
third  Indiana  Jones 
by  giving  them  a  com- 
bined 25%  of  its  take. 
Lucas  also  picked  up 
a  large  chunk  of  the 
proceeds  from  video 


STAR  POWER:  WHO'S  CASHING  IN 
ON  THE  SUMMER  HITS 


Up-front  salary 

Dollars 

Percent  of 
studio  take 

BATMAN  (WARNER  BROTHERS) 

JACK  NICHOLSON 

$7  million 

15% 

MICHAEL  KEATON 

5  million 

8* 

CHOSTBUsregs  II  (Columbia) 

BILL  MURRAY 

25,000 

15 

DAN  AYKROYD 

50,000 

10 

HAROLD  RAMIS 

50,000 

10 

IVAN  REITMAN,  Director 

125,000 

10 

INDIANA  JONES  AND  THE  LAST  CRUSADt  (PARAMOUNT) 

HARRISON  FORD 

2.5  million 

5 

GEORGE  LUCAS,  Producer 

5  million 

15 

STEVEN  SPIELBERG,  Director 

2.5  million 

10 

'Percentage  paid  only  if  i1  exceeds  up-front  salary 
DATA  BW 


WHO  YOU 
GONNA 
CALL?  BILL 
MURRAY . . 
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sales  along  with  merchandising  rights  t( 
Indie's  hat,  whip,  and  other  trinkets. 

Studios  say  the  new  deals  don't  ruk 
out  a  handsome  profit.  A  box  offic( 
smash  in  the  U.  S.  can  lead  to  a  huge 
business  in  videocassettes  and  sizabk 
revenues  from  cable  and  sales  overseas 
"No  one  should  worry  about  us,"  says 
Sidney  Ganis,  president  of  Paramount'; 
motion  picture  group.  "When  we  make  j 
profit,  we  don't  mind  sharing  with  peo 
pie  who  are  instrumental  in  our  sue 
cess."  Indeed,  the  studios  started  offer 
ing  actors  a  percentage  of  the  take  ir 
part  to  put  a  lid  on  escalating  costs 
Expenses  doubled  in  five  years  as  stu 
dios  shot  for  blockbusters  by  paying 
up  for  the  hottest  stars. 

By  cutting  up-front  fees  and  giv 
ing  away  profits  instead,  studio  exec 
utives  protect  themselves  from  hug( 
losses  should  a  film  bomb.  The  pro 
to  type  was  MCA  Inc.'s  Universa 
Pictures  Div.  and  its  1988  deal  t( 
make  Tivins.  To  keep  spending 
at  $18  million,  Universal  chie 
Thomas  P.  Pollock  got  Arnok 
Schwarzenegger  to  take  17.5^ 
of  the  studio's  gross  and  a  mini 
mal  up-front  salary  instead  o 
his  usual  $9  million.  Co-star  Dannj 
DeVito  and  director  Reitman  als( 
took  large  cuts  of  the  film  instea( 
of  fat  salaries.  The  arrangement  lef 
everyone  happy:  Universal  needed 
$75  million  box  office  to  make 
profit,  and  the  film  took  in  mon 
than  $110  million  at  U.  S.  theaters. 
FIRST  CUT.  "When  that  one  worked 
everyone  started  looking  at  theii 
own  deals,"  says  producer  Dor 
Simpson,  who  teamed  up  with  Jerrj 
Bruckheimer  to  make  such  hits  as 
Top  Gun  and  Beverly  Hills  Cop 
Simpson  and  Bruckheimer  recentlj 
signed  a  new  five-year  contract  witi 
Paramount  giving  them  a  cut  o) 
"the  first  dollar"  the  studio  sees  foi 
anything  they  produce.  That's  im 
portant,  notes  Simpson,  because  th( 
studios  often  insist  on  taking  out  £ 
laundry  list  of  overhead  and  charges 
before  sharing  the  proceeds. 

Does  the  spate  of  new 
profit-sharing  arrangements 
mean  Hollywood  no  longei 
can   control   its  high-pricec 
talent?  Probably  not 
...r-       But  by  being  forcec 
to   give  away 
piece  of  the  ac 
tion,  the  studios 
find  even  theii 
biggest  hits  art 
only  a  bit  smaller. 

By  Ronald  Grovei 
n  Los  Angeles 

ENTERTAINME 


It  turns  out  something  like 
this.  And  something  that  was 
supposed  to  be  %"  long  ends  up 
to  be  P/4"  long.  Or  a  careless  cof- 
fee stain  obliterates  weeks  of 
careful  budgeting. 

It's  not  an  uncommon  prob- 
lem in  manufacturing  firms,  or 
businesses  of  any  type.  Papers 
and  drawings  are  mishandled, 
misplaced,  and  misfiled,  all  to 
your  misfortune. 

The  solution  is  a  com- 
puterized filing  and  distribution 
system  for  drawings  and  docu- 
ments from  3M  Information 

C'1989,3M 


Systems  Group. 

3M  provides  systems  that 
use  computer  technology— very 
likely  the  computers  you  already 
have  in  place— to  speed  and  se- 
cure the  storage,  retrieval,  and 
distribution  of  drawings  and  doc- 
uments with  evidentiary  value. 

For  many  firms,  the  storage 
media  may  be  aperture  cards  or 
microfilm.  With  certain  appli- 
cations, a  digital  document 
management  system  integrated 
with  a  mainframe  database  may 
be  most  appropriate. 

Either  way,  the  system  you 


choose  will  work  with  the 
technology  3M  is  developing  for 
the  future.  We've  already  as- 
sembled packages  to  help  those 
in  the  areas  of  Accounts  Payable, 
Engineering,  Manufacturing, 
Financial  Records,  Hospital 
Records  and  more. 

For  more  information  on 
how  to  protect  your  company 
and  your  important  files,  call 
3M  Information  Systems  at 
1-800-328-1684. 

Before  a  tear  in  some  draw- 
ing sends  a  terror  through  your 
business. 


arketin 


CONSUMER  PRODUCTS  I 


A  NEW  SALES  PITCH: 
THE  ENVIRONMENT 


How  companies  are  cashing  in  on  public  concern  over  trash 


You're  socially  aware.  You  know 
America  is  up  to  its  eyeballs  in 
trash,  and  you  fret  about  all 
those  nasty  disposable  diapers  Junior 
goes  through.  Now,  RMed  International 
Inc.  offers  a  way  to  throw  away  the 
guilt  along  with  the  diaper.  The  compa- 
ny sells  a  "biodegradable"  baby  wrap 
called  Tender  Care.  Its  pitch:  "Change 
the  world  one  diaper  at  a  time." 

Call  it  environmental  marketing. 
Never  mind  that  there's  debate 
about  how  much  "biodegradable" 
diapers  buried  deep  in  a  landfill 
really  degrade.  Playing  to  environ- 
mental concern  sells.  Consumers 
are  willing  to  pay  an  extra  57'  to 
107"  for  the  Tender  Care  diaper. 
KMed's  sales  in  the  first  six 
months  more  than  doubled,  to 
$700,000,  even  though  it  has  dis- 
continued its  regular  diapers. 

With  polls  showing  Americans 
growing  increasingly  anxious 
about  the  future  of  the  planet, 
more  companies  are  striking  simi- 
lar environmentally  friendly  poses. 
"The  whole  Green  movement  is 
moving  beyond  just  politics,"  says 
Stephen  G.  Bowen,  president  of  J. 
Walter  Thompson  USA  Inc.  "It's 
becoming  a  day-to-day  issue  for 
many  consumers." 
FEATHERED  FRIENDS.  Of  COUrse, 
pitching  woo  to  Mother  Earth  is 
nothing  new  to  the  chemical,  oil, 
and  auto  industries,  businesses 
long  linked  to  pollution.  Chevron 
Corp.,  for  example,  launched  its 
"People  Do"  ads  three  years  ago. 
One  spot  relates  how  Chevron  de- 
layed a  gas  pipeline  project  in  Wy- 
oming so  as  not  to  upset  the  mat- 
ing season  of  local  grouse. 

What's  different  now  is  garbage.  By 
1995,  according  to  the  Environmental 
Protection  Agency,  half  of  the  nation's 
5,400  landfills  will  be  closed.  That  means 
companies  not  often  thought  of  as  envi- 
ronmenial  bad  guys — food  and  consum- 
er-|)roducts  makers — are  now  under  in- 
tense firc^  for  the  tons  of  paper  and 
plastic  packaging  they  put  out.  "Every- 
body is  walking  around  on  eggshells," 
says  Larry  Sawyer,  government  affairs 


director  at  General  Mills  Inc.  To  help 
postpone  the  day  that  becomes  a  literal 
statement,  General  Mills  uses  recycled 
paper  in  Cheerio  boxes. 

For  Procter  &  Gamble  Co.,  the  gar- 
bage glut  is  a  particularly  noisome  issue. 
With  47%'  of  the  $3.7  billion  disposable- 
diaper  market,  P&G  is  clearly  concerned 
about  biodegradable  diapers.  Last 
month,  the  company  launched  a  study  to 


ON 


THE  BEACH:  ENVIRONMENTALLY  FRIENDLY  GOODS 


back  its  claim  that  such  diapers  don't 
necessarily  dissolve  harmlessly  into  the 
ground.  It  also  unveiled  a  pilot  project  to 
recycle  regular  disposable  diapers  into 
reusable  pulp  and  plastic. 

P&G  alone  accounts  for  an  estimated 
17"  of  the  nation's  solid  waste,  and  that's 
one  market-share  number  the  consumer 
giant  would  dearly  like  to  reduce.  Last 
year,  it  unveiled  a  Spic  &  Span  bottle 
that  uses  recycled  plastic.  It's  also  test- 


ing the  idea  of  offering  pouches  of  con- 
centrated liquid  detergent  so  consumers 
could  refill  rather  than  discard  the  bulky 
plastic  bottles.  The  idea  is  already  a  hit 
in  West  Germany  with  P&o's  Lenor  fab- 
ric softener  brand. 

A  growing  number  of  companies  are 
feeling  pressure  to  clean  up  their  envi- 
ronmental acts  before  the  government 
does  it  for  them.  McDonald's  Corp.  has 
long  been  under  attack  for  the  millions 
of  plastic  hamburger  boxes  it  tosses  out 
each  year.  In  April,  the  Minneapolis  City 
Council  banned  such  plastic  at  food 
stores  and  restaurants.  Similar  mea- 
sures have  been  passed  in  Berkeley, 
Calif.,  and  Portland,  Ore. 

McDonald's  calls  such  bans  a  bunch  of 
rubbish.  After  all,  EPA  figures  show  that 
paper  accounts  for  some  417'  of  typical 
landfill  space  and  plastic  only  about  67o. 
Still,  the  chain  is  quietly  using  recycled 
paper  for  its  kids'  Happy  Meal 
packages  and  recycled  plastic  for 
some  of  its  trays.  But  for  now, 
McDonald's  isn't  planning  any  me- 
dia blitz  to  trumpet  its  do-gooding. 
"The  more  we  advertise  it,  the 
more  we  identify  it  as  a  McDon- 
ald's problem,"  says  Shelby  Yas- 
trow,  the  chain's  general  counsel. 
PULLED  PLUG.  Others  are  anything 
but  reticent.  Last  month,  Loblaw 
Cos.,  the  $10  billion  Canadian  food 
distributor  and  grocery-store 
chain,  launched  a  "Green"  line  of 
"environment  friendly  products' 
backed  by  a  $3  million  TV  and  print 
ad  campaign.  The  100-item  line  in- 
cludes so-called  biodegradable  dia- 
pers, bathroom  tissue  made  from 
recycled  paper,  and  foam  plates 
made  without  ozone-destroying 
gases.  Early  signs  are  that  Lob- 
law will  do  well  from  doing  good. 
In  its  Ontario  stores,  the  chain 
sold  $5  million  worth  of  its  Green 
products  in  June,  double  projected 
^ales.  The  chain  is  thinking  of  in- 
iimlucing  the  line  in  its  100  U.S. 
stores,  too. 

Still,  Loblaw  has  taken  a  few 
public-relations  lumps.  A  Canadian 
group.  Pollution  Probe,  endorsed 
about  10  of  the  Green  items  but 
later  withdrew  its  backing  of  one, 
the  diaper,  after  other  groups  raised 
questions  about  it.  "There  has  been  a  lot 
of  sniping,"  admits  David  A.  Nichol,  ex- 
ecutive vice-president  of  Loblaw.  The 
episode  may  have  been  an  embarrass- 
ment for  Loblaw,  but  the  chain  has  no 
plans  to  retreat.  For  it  and  other  compa- 
nies, the  public's  growing  yearning  for  a 
healthier  environment  offers  plenty  of 
opportunities  to  clean  up. 

By  Brian  Bremner  in  Chicago 
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MARKETIN 


"My  plane  leaves  in 
twelve  minutes!' 


We've  all  been  there.  Stuck  between  downtown 
Chicago  and  O'Hare.  Helpless  as  the  boarding 
call  begins.  There  is  an  alternative.  Midway 

Airlines?  With  Midway,  you  fly  out  of 
close-in  Midway  Airport.  It's  30  minutes 
closer  from  downtown.  You  spend  a  lot 
less  time  on  the  road.  So  when  the  final 
boarding  call  begins,  you're  sitting  comfortably  on  the 
plane.  Not  uncomfortably  in  a  car  Next  time,  save  time. 
Fly  Midway. 

400  flights  a  day.  Service  to  over  50  cities. 


Midway 


CaU  your  travel  agent  or  Midway  Airlines  at  1-800-621-5700. 


c  •,a-'^Viidwa>' Airline'..,  In 


''Find  us  computers  that  will  let  us 
do  many  jobs  at  once,  SinkfieUL  and 
it'll  be  another  feather  in  your  cap/ 


Howre  you  going  to  do  it? 

INo  one  ever  made  tlicir  mark  in  husincss  In  doinji  just  one  thing 
at  a  titiir.  So  to  sta\  competitive,  vou  need  vour  <'otiij)ut(Ts  to  do  a 
ol  Imsincss  tasks  at  once. 

The  Genius  Of  Micro  Channel.  That's  why  IBM 

(l('velo[)(Ml  th<'  IVrsonal  Svst(MTi/2 '  roin|)ut('rs  with  Micro  Channel 
Micro  (ihantK'l  is  hke  a  niultihnie  highway,  so  inloriiiation  can 
(lavel  in  lots  ol  directions  at  once.  U  ith  o[)tional  hns  mastercards 
like  having  manv  computers  in  one,  some  managing  printers 
and  lax  machines,  another  husy  calculating  a  spreadsheet  and  oil 
working  on  graphics  or  transferring  data.  And  Micro  ( Jiannel 


IBW  Pt^rsotirfl  Sy-lom/2  and  PS/^  are  regislefed  irademarks  and  M'C^o  Channel  and  OS/2  are  trademarks  ol  inlernationai  Business  Machines  Corporation      1989  IBM  Corp 


PS/2 


es  all  of  this  with  remarkable  speed  and  reliability, 
tiirally,  a  PS/2 "  with  Micro  Channel  runs  DOS  applications, 
d  add  OS/2  to  this  equation,  and  the  benefits  of  multitask- 

I  can  make  you  and  your  people  even  more  productive. 

The  Solution  Is  IBM.  Fhe  PS/2  with  Micro  Channel 

II  provide  you  with  solutions  not  only  today  but  far  into 
'  luture.  See  your  IBM  Authorized  Dealer  or 
M  marketing  representative.  For  a  dealer  near  you, 
II  I  800  IBM-2468,  ext.  139.  And  see  how  much 
)re  you  can  do  when  you  PS/2  it ! 
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THE  ADMINISTRATION  1 


ENERGY  CZAR— AND 
ENVIRONMENTAL  ACTIVIST? 


James  Watkins  is  making  tough  calls  on  nuclear-plant  safety 


W (it'll  Prt'sidenl  Bush  picked  re- 
tired Admiral  James  1).  Wat- 
kins  as  Energy  Secretary, 
prospects  seemed  dim  tiiat  he  would 
move  quickly  to  clean  up  environmental 
and  safety  problems  at  the  nation's  nu- 
clear-bomb factories.  The  $100  billion 
task  would  mean  shuttering  most  of  the 
plants  that  produce  the  nation's 
nuclear  arsenal — an  unlikely 
move  for  a  career  military  man 
who  helped  j)ersuade  President 
Reagan  to  embrace  the  Strate- 
gic Defense  Initiative. 

Hut  in  recent  weeks,  Watkins 
has  confounded  the  stereo- 
types. On  June  27,  he  declared 
health  and  the  environment  as 
im|)ortant  as  weapons  output 
and  announced  a  ])laii  to  re- 
ward contractors  for  running 
safe  plants.  A  week  later,  he 
invited  the  Federal  Bureau  of 
Investigation  and  the  Knviron- 
mental  Protection  Agency  to 
join  a  new  P^nergy  Dept.  envi- 
ronmental s(iuad  as  it  swoo])ed 
down  to  iiisjiect  a  facility  near 
Bui'falo.  Plus,  he  has  been 
blasting  his  own  agency  for 
"management  ine|)tness."  In  an 
interview  with  HIISINKSS  WKKK, 
Watkins  expressed  surprise  at 
the  sco|)e  of  the  problems:  "I 
did  not  expect  the  cancer  to  be 
this  fully  distributed  through- 
out the  Miiergy  Dept.'s  body." 
OUTRAGE.  His  willingness  to 
take  this  aggressive  stance  re- 
flects, in  part,  his  long  experi- 
ence with  nuclear  technology.  Watkins, 
a  mechanical  tMigineer,  received  a  degree 
from  the  II.  S.  Naval  Academy  and  train- 
ing in  reactors  at  Oak  Ridge  National 
Laboratory.  His  stint  in  the  Navy's  nu- 
clear [irogram  under  Hyman  (].  Ricko- 
ver  persuaded  him  that  environmental 
concerns  and  atomic  energy  are  compati- 
ble. "We  can  manage  the  technology  and 
protect  the  environment  and  the  health 
and  safety  of  our  operations,"  he  says. 

Intensifying  Watkins'  determination 
to  clean  things  up,  friends  say,  is  his 
moral  outrage  that  the  department's 
mismanagement  both  threatens  the  na- 


tion's defenses  and  may  have  harmed 
the  plants'  workers  and  neighbors  as 
well.  His  compassion  comes  as  no  sur- 
prise to  people  who  know  Watkins  well. 
He  bucked  the  Reagan  Administration 
as  head  of  its  AIDS  commission  after  see- 
ing the  devastation  the  disease  had 
wrought  and  recommended  such  things 


as  a  ban  on  discrimination  against  peo- 
ple with  AIDS.  And  on  a  business  trip  in 
May,  Watkins  made  an  unpublicized  de- 
tour to  spend  several  hours  at  the  na- 
tion's leprosy  sanitorium  in  Carville,  La., 
hugging  and  talking  with  the  patients. 

Watkins,  ()2,  is  a  skipper  with  a  com- 
manding presence,  and  he  will  need  all 
his  leadership  skills  to  restore  the  Ener- 
gy Dept.'s  credibility.  With  evidence 
mounting  that  the  Rocky  Flats  (Colo.) 
plant  mishandled  wastes  and  the  Fer- 
nald  (Ohio)  operation  fouled  the  air  with 
radioactive  and  other  pollutants,  the  FfU 
is  probing  allegations  that  some  Energy 


Dept.  employees  and  contractors  co 
ered  up  health-and-safety  violations. 

To  restore  public  confidence,  Watkir 
is  opening  up  the  agency  to  unpreceder 
ed  oversight.  An  agreement  with  Dem 
cratic  Colorado  Governor  Roy  Rome 
will  allow  state  officials  far  greater  a 
cess  to  the  Rocky  Flats  plant.  He  h; 
also  brought  in  10  governors  and  repr 
sentatives  from  two  Indian  tribes  to  g 
their  ideas  for  cleaning  up  the  sites, 
response  to  a  lawsuit  by  homeownei 
near  the  Fernald  uranium-processing  f 
cility,  the  department  agreed  on  June 
to  a  $73  million  settlement  to  cover  mec 
cal  monitoring  of  the  residents. 
OVERSIGHT  BOARD.  So  far,  Watkins 
getting  mostly  high  marks.  Even  ske 
tics,  including  Governor  Romer,  are  ii 
pressed.  "He  wants  to  do  the  job  righ 
and  he  wants  to  clean  up  pa; 
mistakes  quickly,"  says  Rome 
who  is  under  pressure  to  clo; 
Rocky  Flats. 

Nonetheless,  Romer  has  S( 
up  his  own  panel  to  monitor  tl 
area.  Congress  has  establisht 
a  board  to  make  sure  that  tl 
closed  plants  aren't  reopene 
too  soon.  And  lawmakers  ai 
giving  Watkins  a  hard  tin 
about  his  choices  for  two  to 
jobs.  Victor  Stello  Jr.,  now  hea 
of  operations  for  the  Nuclea 
Regulatory  Commission, 
viewed  by  some  as  too  symp; 
thetic  to  the  nuclear  industn 
They  worry  that,  as  chief 
nuclear  weapons  production,  h 
won't  be  strong  enough 
safety.  And  they  say  ths 
Diane  K.  Morales,  a  consultar 
without  technical  training, 
unqualified  for  the  agency' 
top  environmental  post. 

Some  critics  of  the  depar 
ment  doubt  that  the  Energ 
Secretary  can  really  chang 
things.  Watkins  has  institute 
what  he  calls  a  "line  manag( 
ment"  approach  at  weapon 
plants  to  make  the  top  mana^ 
er  responsible  for  safety  and  enviror 
mental  compliance  as  well  as  productior 
But  getting  the  retired  Admiral's  order 
carried  out  in  a  civilian  agency  is  like! 
to  be  more  difficult  than  it  was  in  th 
Navy.  "You  can  set  off  an  atomic  bom 
at  the  top  of  the  organization,  but  by  th 
time  it  gets  to  the  bottom,  it's  an  unrci 
ognizable  ripple,"  says  Richard  1 
Shank,  director  of  Ohio's  Environment; 
Protection  Agency.  Watkins,  of  couisi 
wants  to  make  waves. 

/)'//  Vicky  Cnhan  n/  Waslii t/gton.  in! 
William  ('.  Si/tnond.s  in  Denirr  uud  Mini 
Mallorij  in  Cleveland 
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JNCE  THE  PITTSBURGH  PIRATES  TEAMED  UP 
WITH  THE  POSTAL  SERVICE,  EVERY  PITCH  HIT  ITS  MARK. 


Jmi  Leyland.  Pillshuigh  Pirates  i 


,i)>ri  .iml  Jlili  M,ii  kiinet.  Pillst)ijt(>li  li-lln  i_din.;r 


THE  PIRATES'  SALES  PITCH  REACHED  MORE  FANS  THAN  EVER  WHEN 

THE  POSTAL  SERVICE  HELPED  IMPROVE  THE  ACCURAa  OF  THEIR  MAILING  LISTS. 

The  Pirates'  mailing  list  consisted  of  over  250,000  names  and  addresses  gathered  from  fans  entering 
Three  Rivers  Stadium.  But  thousands  of  catalogs  and  other  mailings  based  on  this  list  never  made  it  h(jme. 

THE  GAME  PLAN:  ZIP  +  4  DISKEHE  SERVICE. 

Dan  O'Shea,  Manager  of  Commercial  Accounts  at  the  Postal  Service,  made  the  call  U)  use  the  ZIP  +  4* 
diskette  service.  Scott  Proefrock,  the  Pirates'  pinch  hitter  in  data  processing,  put  the  game  intcj  play 
by  handing  over  the  Pirates'  mailing  list  diskettes.  The  Postal  Service  updated  the  list,  coirected  errors  and 
eliminated  duplicate  addresses  all  by  encoding  the  diskettes  with  ZIP  +  4  codes.  Wliat  teamwork! 

9  ZIP  WAS  THE  BEGINNING  OF  A  WINNING  SEASON. 

Once  the  Pirates  converted  to  nine-digit  ZIP  Codes^  their  mailings  hit  all  250,000  homes  — saving  over 
$100,000  in  lost  opportunities,  lost  profits,  wasted  postage  and  materials.  Not  to  mention  the  money 

saved  through  ZIP  +  4  postage  discounts,  i  

Plus,  last  year's  attendance  reached  a 
record  high  of  over  one  million  fans. 
Needless  to  say,  this  made  the  Pirates' 
Jim  Leyland  one  very  happy  manager. 

If  you're  looking  for  ways  to  save  money 
and  improve  the  efficiency  of  your  major 
league  mailings,  our  creative  solutions  can 
help.  Send  in  this  coupon  to  learn  all 
about  them. 


UNITED  STATES 
POSTAL  SERVICE 

We  Deliver. 


SEND  MY  FREE  BROCHURE  AND  CASSEHE. 

Call  l-»0()-842-9U()(),  p:xt.  22^  ov  mail  this  coupon  to: 
United  States  Postal  Service,  PO  Box  7897,  Mt  Prospect  IL  60056-9903 


Mv  line  of  business  is:  (Please  check  one) 


□  Insurance 
n  Banking 

□  Retail 

Name  


□  Government 

□  Publishing 

□  Education 


□  Securities 

□  Utilities 
n  Wholesale 


□  Services 

n  Manufacturing 

□  Direct  Marketing 


Firm  

Street  Address. 

City  

Phonei  


-State- 


 ZIP  Code* 

-Today's  Date  


EARNINGS,  SCHMERNINGS 
—LOOK  AT  THE  CASH 


These  days,  more  investors  are  saying  it's  casli  flow  that  counts 


In  coming  weeks,  Wall  Streeters  will 
be  glued  to  their  video  terminals  as 
companies  start  to  report  second- 
quarter  earnings.  It's  a  tense  time,  espe- 
cially for  securities  analysts  who  pride 
themselves  on  the  ability  to  forecast 
profits.  But  some  savvy  investors  say 
the  singular  focus  on  net  income  is  fool- 
hardy. The  bottom  line  isn't  an  end  in 
itself  but  just  the  beginning  of  the  more 
difficult,  and  more  rewarding,  process  of 
tracking  a  company's  cash  flow. 

Looking  past  earnings  to  invest  in 
companies  for  their  cash  flow  isn't  new, 
but  it's  finding  new  popularity.  It  repre- 
sents u  return  to  one  of  the  most  basic 
rules  in  economics:  The  value  of  an  in- 
vestment is  derived  from  cash  flow. 
More  than  anything  else,  it's  the  boom  in 
takeovers  and  leveraged  buyouts  that 
has  turned  investor  attention  toward 
cash  flow.  And  scrutinizing  it  is  more 
feasible  now  that  the  accountants  re- 
quire public  companies  to  publish  more 


of  the  statistical  building  blocks.  Some 
big  companies  are  going  further,  talking 
up  cash  flow  in  their  annual  reports  or 
asking  Wall  Street  to  look  beyond  their 
meager  earnings  and  marvel  at  their 
bounteous  streams  of  green. 

The  problem  with  cash  flow  is  that  not 
all  investors  see  it  quite  the  same  way. 
Cash  flow,  in  its  simplest  form,  is  net 
income  plus  items  such  as  depreciation — 
bookkeeping  charges  that  have  cut  into 
net  income  even  though  they  don't  take 
any  cash  out  of  the  corporate  coffers. 
Simple  cash  flow  isn't  a  particularly  use- 
ful figure  by  itself — it's  just  an  accoun- 
tant's way  station  (box). 
FREE  RIDE.  Takeover  artists  and  LBO  op- 
erators hunt  for  "operating  cash  flow." 
That's  the  money  generated  by  the  com- 
pany before  the  cost  of  financing  and 
taxes  come  into  play.  LBO  specialists  will 
take  on  as  much  debt  as  their  operating 
cash  flow  (OCF)  can  support — ^.just  as 
home  buyers  may  borrow  as  much  as  a 


lender  will  approve  for  their  level  of  n 
come.  When  the  OCF  is  dedicated  to  d<.  i. 
payments,  there  isn't  anything  left  o\r 
for  taxes.  But  that's  all  right.  Sine 
there's  no  profit  to  declare,  there  won 
be  taxes  to  pay. 

You  don't  have  to  be  a  raider  to  lik 
OCF.  In  recent  years,  investing  in  com]); 
nies  based  on  their  price-to-OCF  multiijlc 
has  been  one  of  the  best  strategii' 
around,  says  Robert  C.  Jones,  an  analy> 
at  Goldman,  Sachs  &  Co.  In  1988,  a  poi'! 
folio  comprised  of  the  stocks  that  wer 
cheapest  in  OCF  terms  would  hav 
gained  about  30.57' — nearly  double  th 
return  of  the  Standard  &  Poor's  51)' 
stock  index.  For  the  first  half  of  19M 
OCF  stocks  again  beat  the  market 
though  only  by  one  percentage  point. 

While  OCF  is  the  broadest  measure  o 
a  company's  funds,  some  prefer  to  zer 
in  on  the  narrower  "free  cash  flow. 
That  measures  truly  discretional- 
funds — company  money  that  an  owm- 
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CASH  flow?  WHAT  DO  YOU  MEAN  BY  THAT? 


CASH  _  NET 
FLOW""  INCOME 


+  DEPRECIATION  +  DEPLETION  +  AMORTIZATION 


luld  pocket  without  harming  the  busi- 
;ss.  Companies  with  free  cash  flow, 
id  not  all  public  companies  have  any, 
e  golden.  They  can  use  it  to  boost 
vidends,  buy  back  shares,  or  pay  down 
ibt.  And  businesses  that  look  pricey 
tsed  on  earnings  may  be  bargains 
hen  measured  by  the  yardstick  of  free 
sh  flow  (table). 

"I  will  not  invest  in  a  company  that 
IS  no  free  cash  flow,"  says  Kenneth  S. 
ackel,  whose  Systematic  Financial 
anagement  Inc.  picks  stocks  for  their 
sh-flow  characteristics.  That  choice  im- 
ediately  cuts  out  many  hot-growth 
mpanies  that  consume  more  cash  than 
ey  generate  and  thus  depend  on  exter- 
il  financing.  The  constraint  hasn't  cost 
ackel  much  in  performance:  Since  1980, 
s  portfolio  has  recorded  annual  aver- 
se returns  of  more  than  20%.  It  was  up 
%  in  1988  and  17%  in  the  first  half  of 
89. 

>NSUMER  LOYALTY.  A  few  industries, 
eluding  real  estate  and  energy,  have 
Qg  been  viewed  through  a  cash-flow 
ism.  In  real  estate,  depreciation  usual- 
wipes  out  "profits" — even  though  the 
operty  is  actually  appreciating.  For  oil 
id  gas,  depletion  knocks  the  wind  out 

earnings.  But  increasingly,  the  cash- 
)w  standard  is  applied  to  companies 
ith  valuable  "franchises"  in  their  mar- 
its.  Tobacco,  food,  and  media  compa- 
es  are  among  those  where  tangible  as- 
ts  matter  a  lot  less  than  the  consumer 
yalty  they  command. 
That's  what  Time  Inc.  Chairman  J. 
ichard  Munro  told  shareholders  at  the 
cent  annual  meeting:  "When  it  comes 
valuing  media  and  entertainment  com- 
mies like  ours,  what  matters  is  not 
ofits  but  cash  flow."  Munro  had  good 
ason  for  his  conversion  to  the  cult  of 
,sh  flow.  If  Time  succeeds  in  its  bid  to 
;quire  Warner  Communications  Inc.  for 
0  a  share,  earnings  will  disappear  for 
veral  years  to  come.  Likewise,  execu- 
,^es  at  Paramount  Communications  Inc. 
ive  asked  Wall  Street  to  look  at  it  as  a 
impany  driven  by  cash  flow,  rather 
an  by  earnings.  If  Paramount  prevails 

its  quest  to  buy  Time  for  $200  a 
lare,  its  profits  will  vanish. 
Are  the  media  moguls  trying  to  de- 
3Ct  investor  concern  that  earnings  are 
)ing  to  the  dogs?  Not  really.  "Reported 
irnings  are  a  complete  fiction,"  says 
obert  L.  Wiley  III,  who  follows  media 
•mpanies  for  brokers  Furman  Selz 
ager  Dietz  &  Birney  Inc.  "Earnings 
ive  nothing  to  do  with  what  cash  flows 
le  company  has  available  to  it."  In  fact, 
^iley  argues  that  either  deal  involving 
ime  would  allow  ample  cash  to  service 
ibt  immediately  and  would  generate 
lough  free  cash  flow  to  start  paying 
)wn  the  principal  by  1991. 
The  best  reason  for  judging  a  "fran- 
lise"  company  by  its  cash  flow  is  that 


NET  INCOME  It's  the  bottom  line  but  just  the 
starting  point  when  figuring  out  a  compa- 
ny's cash  flow 

DEPRECIATION  An  accounting  charge  that 
writes  down  the  cost  of  an  asset,  such  as  a 
factory  or  a  machine  tool,  over  its  useful 
life.  This  charge  is  made  for  shareholder 
and  tax  reporting,  but  it  does  not  require 
cash  outlays 

DEPLETION  When  the  asset  being  used  is 


INTEREST  EXPENSE  Add  back  the  interest  ex- 
pense to  get  the  broadest  measure  of  cash 
flow.  If  you're  a  raider,  you'll  reorder  the 
whole  debt  scene  anyway 


CAPITAL  EXPENDITURES  Subtract  only  the 
capital  expenditures  necessary  to  maintain 
plant  and  equipment  and  keep  the  compa- 
ny competitive  but  not  optional  ones  such 
as  a  costly  new  headquarters 


it  usually  has  a  lot  of  goodwill  on  the 
balance  sheet.  That's  the  difference  be- 
tween what  the  business  paid  for  an  ac- 
quisition and  the  target's  lower  book  val- 
ue. Accounting  rules  make  companies 
amortize  the  goodwill,  which  reduces  re- 
ported profit.  And  since  the  write-off  is 
not  tax  deductible,  there's  no  tax  sav- 
ings. Even  though  the  write-off  may  be 
spread  over  as  many  as  40  years,  the 
impact  on  reported  profits  can  be  sub- 
stantial. Wiley  estimates  that  annual 
goodwill  write-offs  for  Paramount  could 
be  as  much  as  $257  million,  or  $2.20  per 


BELO  (A.H.)  607  16.3 

BOWNE  &  CO.  24^5  17.3 

CAMPBELL  SOUP  23J  18.6 

CORDIS  33^9  87 

GENERAL  SIGNAL  44^5  11.1 

HALLIBURTON  47^5  9^ 

HUFFY  26J  18^ 

38.1  16.6 

KNIGHT-RIDDER  20^9  18.6 

LOTUS  DEVELOPMENT  23.4  13.9 


a  natural  resource,  such  as  oil,  gas,  coal,  or 
minerals,  the  write-off  is  called  depletion 

AMORTIZATION  A  write-down  of  limited- 
term  or  intangible  assets  is  called  amorti- 
zation. Acquisitive  companies  often  have 
an  entry  on  the  books  called  goodwill,  the 
difference  between  what  they  paid  for  a 
company  and  the  lower  book  value.  Good- 
will is  amortized  over  a  long  period,  usual- 
ly 40  years,  and  requires  no  cash  outlay 


INCOME  TAX  EXPENSE  Add  back  the  taxes 
because  they  won't  have  to  be  paid  after  a 
new  owner  adds  so  much  debt  that  there  is 
no  book  profit  and  hence  no  tax  due 


DIVIDENDS  If  the  company  deems  the  divi- 
dend sacrosanct,  deduct  it  here.  But  if  a 
major  recapitalization  is  under  way,  the 
dividend  will  probably  be  scratched  any- 
way and  need  not  be  deducted 


share,  and  $313  million,  or  $5.53  per 
share,  for  Time. 

The  case  for  cash  flow  doesn't  mean 
that  profits  are  passe.  For  most  inves- 
tors, net  income  will  remain  the  handiest 
snapshot  of  a  company.  Even  so,  follow- 
ing the  cash  as  it  flows  through  a  com- 
pany, says  Stuart  Crane,  an  analyst  with 
Gruntal  &  Co.,  "gives  you  insight  into 
the  quality  of  earnings."  Indeed,  if  prof- 
its are  soaring,  but  the  cash  flow  isn't,  a 
company's  good  fortunes  may  prove  to 
be  short-lived. 

By  Jeffrey  M.  Ladermnn  in  New  York 
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WHERE  CASH  flOW  TELLS  A  PIFFEREHT  STORY 

Based  on  the  widely  used  yardstick  of  price-earnings  ratios,  all  of  these  stocks  appear 

pricey.  Each  has  a  p-e  of  at  least  19,  vs.  13.7  for  the  Standard  &  Poor's  industrials.  For 

free  cash  flow,  the  average  multiple  is  25.5;  on  that  basis,  all  these  companies  look  cheap 

Company  Price-earnings  Price-free  cash      Company  Price-earnings  Price-free  cash 

ratio         flow  ratio  ratio         flow  ratio 
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PERRIN  LONG:  THE lONER 
EVERYBODY  LISTENS  TO 


While  the  Street  watclies  the  Dow,  he  watches  the  Street 


PERRIN  LONG'S 
PREDICTIONS  FOR  '89 


A few  years  ago,  Stephen  J. 
Schwartz  was  starting  out  in  the 
most  sensitive  specialty  any  Wail 
Street  analyst  can  have — analyzing  Wall 
Street  firms  themselves.  He  soon  had  a 
pleasant  surprise:  Perrin  H.  Long  Jr., 
the  doyen  of  the  craft,  invited  Schwartz 
to  lunch  to  help  him  get  his  feet  on  the 
ground.  "I  figured  he  wouldn't  talk  to 
me  because  he  was  so  well  known,"  re- 
calls Schwartz.  "But  he's  always  willing 
to  help  someone."  (And  they  stay  in 
touch  even  though  Schwartz  has  left  the 
Street  for  another  financial  job.) 

To  be  sure,  Long  doesn't  fit  the  mold 
of  a  sharp-elbowed  Wall  Street  yuppie. 
At  60,  he  is  patient,  pipe-smoking,  and 
plainspoken,  with  a  Baltimore  twang. 
Unlike  most  of  today's  ambitious  num- 
ber-crunchers, he  doesn't  have  an  MBA. 
Nor  does  he  have  the  resources  of  his 
counterparts  in  big  firms,  who  can  glean 
information  from  their  colleagues  in  in- 
vestment banking  and  arbitrage.  Long  is 
a  loner.  His  firm  is  Perrin  Long  Inc., 
consisting  of  himself,  a  secretary  and,  at 
times,  a  clerk.  Their  office,  near  historic 
Trinity  Church,  always  looks  as  if  the 
filing  cabinets  had  all  sprung  open  and 
spilled  papers  everywhere. 

Nonetheless,  he  is  the  most  widely 
quoted  and  one  of  the  most  influential 


Rankings  by 


Earnings  per  share 


amount  of  capital 

Projected 
1989 

Actual 
1988 

SHEARSON  LEHMAN  HUTTON 

$1.40 

$0.81 

SALOMON  BROTHERS 

2.15 

1.65 

MERRILL  LYNCH 

2.35 

1.88 

PAINEWEBBER 

.90 

.58 

BEAR  STEARNS 

1.85 

1.48 

MORGAN  STANLEY 

8.25 

10.26 

A.G.  EDWARDS 

2.40 

1.70 

CHARLES  SCHWAB 

.67 

.27 

INTERREGIONAL  SECURITIES 

.30 

-1.05 

QUICK  &  REILLY 

1.08 

1.05 

ADVEST 

.57 

.32 

DATA:  UPPER  ANALYTICAt  SECURITIES  CORP 


analysts  on  the  Street.  Long  says  he 
receives — and  returns — as  many  as  200 
calls  a  week  from  reporters.  Right  now, 
with  the  Street's  spirits  lifting  for  the 
first  time  since  the  1987  crash,  the  focus 
is  on  profit  prospects.  Thanks  to  the 
modest  return  of  individual  investors. 
Long  expects  the  Dow  Jones  industrial 
average  to  exceed  2700  this  summer, 
from  about  2500  now.  Long,  who  has  a 
good  record  in  this  area,  looks  for  higher 
1989  earnings  for  nearly  all  large  firms 
(table). 

In  addition   to  predicting  earnings. 


Long  is  not  bashful  about  advisin 
Street  firms — for  free  and  in  public- 
about  how  to  do  better.  Noting  that  Sa 
oinon  Brothers  Inc.  hj^s  said  that  it  wi 
report  record  earnings  for  the  Jiin 
■  quarter.  Long  says  that  to  keep  impro^ 
ing  Salomon  must  get  "its  managemei 
team  working  together  again"  afti 
many  months  of  dissension  and  dei)a 
tures.  What  Morgan  Stanley  &  d 
ought  to  do,  he  recommends,  is  cut  it 
costs  "by  $50  million  overall  this  year 
as  a  hedge  against  a  possible  slowdow 
in  mergers.  Discount  broker  Charl< 
Schwab  &  Co.  should  go  for  more  cu.^ 
tomers  by  opening  15  new  offices  i 
1989.  And,  by  the  way,  15  more  in  199( 
PEN  PALS.  One  of  Long's  assets  is 
breezy  relationship  with  many  reporter> 
over  the  years  addressing  one  as  "Bu 
tonhead"  and  another  as  "Bikini  Bab\ 
i'lxplains  Long:  "Older  people  have  i 
make  time  for  younger  people.  Beside ■^ 
no  phone  call  lasts  more  than  5  or  1 
minutes."  His  main  client,  Lipper  An; 
lytical  Securities  Corp.,  doesn't  mind,  1m 
cause  when  he  is  quoted,  Lipper's  nam 
usually  gets  some  free  ink,  too. 

The  media  aren't  the  only  ones  payin, 
close  attention  to  Long's  observation 
and  forecasts.  Says  Benjamin  F.  Fa 
wards  III,  chairman  of  St.  Louis-basr 
A.G.  Edwards  &  Sons:  "I  didn't  agr^ 
when  he  said  a  while  back  that  we  wei- 
underusing  our  capital."  Edwards  note 
that  "Perrin's  strength  is  that  he  w  i 
say  what  he  thinks,  even  if  he  knows  w 
won't  agree  with  him.  It's  good  becaus 
it  makes  us  think  through  our  position 

At  times.  Long  has  criticized  Chan 
man  William  A.  Schreyer  for  not  cuttin 
Merrill  Lynch  &  Co.'s  costs  to  the  b<in 
(BW— July  17).  The  relationship  is,  In 
Long,  an  unusually  frosty  one:  Merril 
he  says,  "is  less  cooperative  and  mor 
sensitive  than  other  firms.  Sometimes  i 
takes  two  years  to  see  Schreyer.  I  don 
think  the  guy  likes  me."  In  response, 
Merrill  spokesman  says,  "That's  nc 
true"  and  calls  Long  "a  good  analyst 
with  ample  access  to  other  Merrill  bras^ 

Long,  who  worked  for  E.  F.  Hutton 
Co.  before  starting  his  own  firm  in  197'i 
believes  that  for  the  long  haul,  Wa 
Street  is  on  the  wrong  track:  The  miici 
vaunted  global  trading  is  only  a  cost  I 
fad,  and  many  firms  are  too  big  and  ti) 
diversified.  "It's  just  hard  to  please 
many  different  customers  at  the  sai^i 
time,"  he  maintains.  This  view  strik.' 
some  go-go  executives  as  hopelessly  ol' 
fashioned.  But  even  when  Long  draw 
some  barbs  in  return,  the  Street's  rt 
spect  is  obvious.  "He's  a  dinosaur,"  say 
one  Wall  Street  chieftain.  "But  don''' 
quote  me.  I  don't  want  to  get  him  mai 
at  me." 

By  Jon  Friedman  in  New  Yor 
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>NEY  &  BANKING 


[HERE'S  NO  KEEPING  THIS 
mm  DOWN  ON  THE  FARM 


gricultural  lender  Norinchukin  barrels  into  global  investing 


Iapanese  banker  Kenichi  Hara  had 
never  worked  overseas  when  he  ar- 
rived in  New  York  in  1982.  Before 
ng,  he  developed  a  keen  taste  for  jazz 
the  Blue  Note  and  Puccini  at  the  Met- 
politan  Opera.  Now  back  in  Japan, 
ara  makes  do  with  American  movies 
ich  as  Wall  Street.  He  keeps  in  touch 
ith  the  real  Wall  Street,  too,  as  he 
idges  Norinchukin  Bank  into  the 
arid-class  role  it  can  well  afford  to 
ay.  Although  better  known  to  Ja- 
in's farmers  th^n  to  the  West's 
inkers,  Norinchukin's  $244  billion 
assets  make  it  the  seventh-larg- 
t  bank  in  the  world. 
Norinchukin  long  stood  apart 
om  Japan's  foreign-investment 
ive,  restricting  its  loans  to  farm 
id  fishing  cooperatives.  But  as  Ja- 
in's farm  sector  has  faded  in  im- 
irtance,  agricultural  loan  demand 
LS  declined,  now  sopping  up  only 
4  billion  of  Norinchukin's  $191  bil- 
in  in  deposits.  By  contrast.  New 
Drk's  Citicorp,  with  $208  billion  in 
sets  and  $157  billion  in  deposits, 
IS  nearly  $145  billion  in  loans  out- 
anding  worldwide. 
:NTRAL  BANK  GUIDE.  More  proper- 
known  as  the  Central  Co-opera- 
re  Bank  for  Agriculture  &  Forest- 
■,  Norinchukin  now  has  $55.5 
llion  in  international  investments, 
tenfold  increase  in  fewer  than  five 
iars.  With  a  quarter  of  the  bank's 
iSets  in  U.  S.  'Treasuries  and  Euro- 
mds,  a  new  foreign  equity  unit  is 
lying  U.  S.  food  issues.  (The  bank 
on't  disclose  which  ones.)  And  a 
ashy  new  Tokyo  headquarters 
ading  room,  with  space  for  twice 
e  current  staff  of  100,  is  helping 
orinchukin  shed  its  down-on-the- 
rm  image.  "To  be  a  minor  player 
n't  enough,"  says  Hara,  general 
anager  of  Norinchukin's  interna- 
mal  planning  division.  "We  must 
?ve  the  strength  to  move  the  market." 
As  its  cash  has  piled  up,  Norinchukin 
aditionally  has  purchased  wagonloads 
■  long-term  Japanese  government 
)nds,  becoming  the  government's  larg- 
!t  bond  buyer.  As  such,  Norinchukin 
iS  assumed  a  key  behind-the-scenes 
>le  in  helping  the  central  bank  guide 
ipanese  monetary  policy.  Says  one  To- 
fo  banker:  "When  the  Bank  of  Japan 


\NCE 


needs  to  speak  with  someone,  Norinchu- 
kin is  the  first  to  get  a  call." 

But  even  Japan's  government  bond 
market,  with  more  than  $1  trillion  in 
debt  outstanding,  hasn't  satisfied  Norin- 
chukin's appetite.  With  its  assets  grow- 
ing at  a  rapid  23%  annual  rate  in  recent 
years  (chart),  the  bank  has  started  mov- 
ing in  a  big  way  into  the  blue  chips  of 


the  international  bond  trade.  It  has  been 
buying  yen-denominated  bonds  issued  in 
Europe  by  such  familiar  names  as 
Toyota  Motor  Corp.,  the  World  Bank, 
and  the  governments  of  Finland  and  Bel- 
gium. And  U.  S.  Treasuries,  of  course. 
In  some  recent  months,  Tokyo  bankers 
estimate,  Norinchukin  has  bought  as 
much  as  5%  to  8%  of  all  new  Treasury 
bills  and  bonds. 


Right  now,  though,  Norinchukin  is 
staying  in  the  barn,  at  least  as.,  far  as 
Treasuries  go.  With  the  dollar  up  about 
8%  since  early  1989,  "we're  not  buying," 
says  Yoshiyuki  Hata,  an  international 
planning  manager.  Still,  Hata  hasn't 
soured  on  the  U.  S.  He  thinks  the  dollar 
will  pull  back  soon.  And  when  it  does,  he 
says,  "we'll  start  buying  again." 
HEARTLAND  PUSH.  Indeed,  even  as  its 
bond-buying  spree  has  paused,  Norin- 
chukin is  pressing  ahead  on  other  fronts. 
The  steady  march  by  Japanese  food 
companies  into  the  American  heartland, 
for  instance,  is  bringing  Norinchukin 
plenty  of  business.  The  bank  provided 
more  than  half  the  financing  when  Zen- 
noh,  the  commercial  arm  of  Japan's  Na- 
tional Federation  of  Agricultural  Co-op- 
erative Assns.,  bought  St.  Louis-based 
Consolidated  Grain  &  Barge  for  $70  mil- 
lion last  year. 

This  fall,  the  bank  plans  to  issue 
dollar-denominated  bonds,  aimed 
mainly  at  providing  funds  for  Japa- 
nese who  need  greenbacks  instead 
of  yen  to  build  factories  and  buy 
companies  in  America.  Norinchu- 
kin's overseas  presence  also  has 
grown  to  include  securities  subsid- 
iaries in  London  and  Zurich. 

Recently,  Norinchukin  managed  a 
$100  million  Eurobond  issue  for  a 
Norwegian  government  agency,  and 
it  also  has  helped  underwrite  an  is- 
sue for  Austria.  "They  are  doing 
very  sophisticated  deals,  and  they 
have  a  powerful  sales  network," 
says  a  Japanese  banker.  But  there 
may  be  a  limit  to  how  far  Norinchu- 
kin can  branch  out.  Japanese  gov- 
ernment regulations  still  restrict  the 
bank's  foreign  lending  to  govern- 
ments, multilateral  agencies,  or 
businesses  that  have  some  connec- 
tion to  the  bank's  farm  co-op  mem- 
bers. As  a  result,  Norinchukin  still 
has  only  3%  of  its  loans  outside  Ja- 
[)an.  Hara  hopes  to  raise  that  to  107' 
in  the  near  future. 

So  far,  even  though  other  Japa- 
nese banks  have  pumped  some  $15 
billion  into  leveraged  buyouts,  Nor- 
inchukin has  steered  clear  of  LBOs. 
This  reflects  the  bank's  lack  of  fa- 
miliarity with  such  deals  as  well  as 
its  dislike  for  the  risk  involved.  "It's 
not  part  of  our  nature,"  says  Hara. 
But  over  time,  Norinchukin  execu- 
tives could  change  their  minds. 
Just  10  years  ago,  the  bank  had  no 
international  division  and  virtually  no 
money  overseas.  "Things  can  change 
quickly — that's  what  I  learned  in  the 
U.  S.,"  says  Hara.  Whatever  the  pace  of 
change,  Norinchukin's  need  to  put  its 
cornucopia  of  cash  to  work  will  make  it 
more  of  a  force  to  be  reckoned  with — far 
from  the  rice  paddies  back  home. 

By  Ted  Holden  hi  Tokyo 
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Benchmark  performance 


Ifxas  Instruments 
1500  Computer 


New  1500  models - 
twice  the  perfornmicei 


Tl  1520-2 
NCR  850 

T11520-1 
UNISYS  5000/95 


HP9000-S40 
DEC  6310 


Nurobei  01  Users  i  n-h-i..  •  •»««" 

TWO  mOCESSOR  CONHGUIWnOIIS   

OME  PHOCtSSOB  CONHGURWIONS  


Sh„u.  here  are  results  from  test  #1  o/Neal  Neisons  Bi^n^ 
Benchmark,  useapnmanl,  to  simulate  a  normal  busmess 

ent'ironment. 


Lifetime  warranty* 


Texas  Instruments  introduces  its  newest 
1500  Computers  for  the  UNIX  Vorld 
Multi-user  computers  with  increased 
3erformance  and  the  industry's  first 
ifetime  parts  warranty 


It's  a  fact.  Again. 

Texas  Instruments  newest  model 
of  its  1500  multi-user  computers  out- 
performs the  competition,  this  time 
comparable  multi-user  systems  from 
DEC®,  Hewlett-Packard,  NCR  and 
Unisys.  That's  according  to  a  recent  Neal 
Nelson's  Business  Benchmark® 

Equipped  with  the  powerful  68030 
microprocessor,  these  new  1500  models 
run  software  applications  the  way  they 


System  Periormance  Relative  to  Tl 


Tl 
1520-2 


NCR 
850 


UNISYS 
5000/95 


Tl 
1520-1 


H-P 
9000-840 


TWO-PROCESSOR  CONRGUR/TIONS 


ONE-PROCESSOR  CONnOURAnONS 


The  newest  1500  Computer  outperformed  comparable  systems 
from  DEC!  Hewlett-Packard,  NCR  and  Umsys  in  test  #i  of 
Neal  Nelson's  Business  Berichvmrk.  The  comparable  IBM® 
model  —  the  AS/400  —  does  not  run  UNIX®  software  and 
therefore  could  not  be  compared.  Measured  were  disk  input/ 
output  and  calculations  typical  of  "normal  "  business 
environments. 


changes.  All  with  the  confidence  of 
knowing  that  your  investment  is  pro- 
tected by  Tl. 

Our  lifetime  warranty  means 
business. 

What  could  make  more  business  sense  to 
a  computer  purchaser  than  Tl's  lifetime 
parts  warranty?  This  warranty  is  ex- 
tended directly  to  the  original  end-user 
and  covers  the  1500  Computer  chassis, 
CPU  board,  memory 
and  power  supply  for 
as  long  as  you  own 
the  system.  If  Texas 
Instruments  is  ever 
unable  to  repair  these 
components,  we  will 
repurchase  your  1500 
Computer  in  its  original 
Tl  configuration  at  the 
Tl  list  price  in  effect  at 
the  time  of  purchase. 
All  that  you  pay  is  a  $25 
registration  fee  to  cover 
handling  costs. 

Tl's  advanced 
multiprocessor  and 
chassis  technologies 
make  this  warranty  pos- 
sible. For  years,  we've 
offered  you  some  of  the 
most  trouble-free  com- 
puters you  can  buy 
Now,  we're  offering  you 
that  same  assurance  in 
writing. 


DEC 
8310 


were  meant  to  run  —  fast.  They  support 
even  more  users  while  eliminating  infor- 
mation bottlenecks.  What's  more,  you 
can  continue  to  run  your  current  1500 
programs  with  no  application  software 


Open  architecture. 
Open-ended  growth. 

In  designing  our  1500  Computers  with 
open  architecture,  we've  also  included 
flexible  connectivity  and  add-on 


K  Texas'^ 


options.  In  fact,  we'll  even  help  you 
configure  your  1500  Computer. 

At  the  computer's  heart  is  the  Tl 
System  V  operating  system.  Derived 
from  UNIX®  System  V,  Tl  System  V 
gives  you  full  hardware  performance  and 
UNIX  system  compatibility  Thanks  to 
Tl  engineering,  your  1500  Computer  can 
operate  with  a  combination  of  68020  and 
68030  processors,  each  running  its  own 
copy  of  Tl  System  V.  The  choice  is  yours. 

The  1500  Computer's  flexible  archi- 
tecture provides  you  with  cost-effective, 
incremental  system  growth.  You  can  add 
processors,  terminals  and  peripherals  to 
support  more  than  256  users. 

Texas  Instruments  will  even  give 
you  cash  trade-in  allowances  for  your 
1500  Computer  upgrades.  With  Tl,  your 
initial  investment  remains  protected 
from  day  one. 

Call  Tl  today. 

New  benchmark  performance  backed  up 
by  investment  protection.  For  details, 
call  Tl  and  we'll  send  you  a  copy  of  the 
1500  Computer  Lifetime  Parts  Warranty 
and  literature  on  our  Texas  Instruments 
1500  Computers.  Call  1-800-527-3500. 


Texas 
Instruments 


44302 
©1989T1 

'Ejquipped  with  the  68030  microprocessor,  the  newest  Texas  Instruments  1500  Computer  (the  1590  model)  features  more  than  twice  the  CPU  performance  (as  measured  by  the  Neal  Nelson's  Business 
Benchmark)  of  the  original  1500  Qmputer  (the  1580  model)  equipped  with  the  68020  microprocessor. 
Tl  warrants  the  covered  components  to  be  free  from  defects  in  manufacture  and  workmanship.  Labtir  and  transportation  costs  are  not  included.  Certain  conditions  apply.  See  your  Tl  Value  Added  Reseller 
for  details.  DEC  is  a  registered  trademark  of  Digital  Equipment  Corporation.  IBM  is  a  registered  trademark  of  International  Business  Machines  Corporation.  UNIX  is  a  registered  trademark  of  AT&iT  Neal 
Nelsons  Business  Benchmark  is  a  registered  trademark  of  Neal  Nelson  &.  Associates,  Chicago.  Illinois. 


BY  GENE  G,  MARCiAL 

IS  PRIVACY  THE 
GOAL  OF  MAPCO'S 
MANEUVERS? 


In  a  market  environment  where 
takeover  is  the  magic  word  that 
sends  stocks  soaring,  Mapco  should 
be  flying  high.  Several  takeover  pros 
say  the  company,  an  operator  of  oil 
pipelines  and  coal  mines,  is  definitely 
buyout  bait,  with  grossly  undervalued 
assets,  hefty  cash  surplus,  and  modest 
debt  burden.  The  stock  hit  a  high  of  42 
last  month,  stirring  up  investor  hopes 
for  a  takeover  battle.  But  now  it's  trad- 
ing at  39.  Why? 

Chairman  and  CEO  James  Barnes, 
who  is  aware  of  takeover  rumors, 
hasn't  sat  idly  by.  After  doubling  the 
dividend  to  50(t  a  share  and  splitting 
the  stock  in  May,  Barnes  set  off  an 
offensive-defensive  strategy  that 
makes  it  hard  for  raiders  to  accumu- 
late large  numbers  of  shares. 

Mapco  is  using  Goldman  Sachs  to 
snap  up  any  sizable  block  being  of- 
fered in  the  market.  That  has  kept  the 
stock  up,  but  it  has  also  foiled  big  take- 
over players  from  loading  up  on  shares 
of  Mapco. 

The  company's  plan  is  to  repurchase 
up  to  10  million  shares,  or  25%'  of  the 
39.8  shares  outstanding.  Buying  back 
such  a  huge  number  of  shares  is  un- 
usual, particularly  since  Mapco  has  al- 
ready shrunk  its  outstanding  shares  by 
35'X — some  22  million — since  1985. 

"What  you're  seeing  is  a  creeping 
takeover  by  management,  which  appar- 
ently wants  to  take  the  company  pri- 
vate rather  than  be  taken  over,"  says 
Stuart  Shikiar,  managing  director  of 
Prudential-Bache  Investment  Manage- 
ment. He  notes  that  Mapco  is  a  raider's 
type  of  company  because  it  could  be 
broken  up  easily  and  its  pieces  sold. 
Shikiar  has  a  big  position  in  Mapco  and 
has  found  it  difficult  to  buy  large 
chunks  of  the  stock. 
HOLDING  FAST.  Shikiar  notes  that  insti- 
tutions with  hefty  positions  in  Mapco 
have  been  reluctant  to  sell  because 
they  recognize  that  the  company  is  an 
atti'active  buyout  candidate.  Two 
wealthy  Texas  oil  groups,  including  a 
partnership  that  has  close  links  with 
investor  T.  Boone  Pickens  Jr.,  are  ru- 
mored to  have  a  combined  3.57'^  stake 
in  Mapco  and  to  be  trying  to  buy  more. 

Mapco  used  to  be  Mid- America  Pipe- 
line Co. — the  company's  original  busi- 
ness, which  accounted  for  nearly  407' 


MAPCO: 
STILL  IN  AN  UPTREND 


STOCK  PRICE 


MAR,  6 
▲  DOLLARS 


JUIYI 


DATA:  BRIDGE  INFORMATION  SYSTEMS,  INC 


of  last  year's  operating  profits.  Mapco 
also  operates  two  crude-oil  refineries  in 
Alaska  and  Tennessee,  six  under- 
ground coal  mines  in  Illinois,  Ken- 
tucky, and  Maryland,  and  about  270 
gasoline  stations  that  are  also  conve- 
nience stores. 

Earnings  hit  $2.95  a  share  last  year, 
and  Pru-Bache's  Shikiar  expects  profits 
to  jump  to  $3.50  this  year.  Based  on  a 
multiple  of  this  year's  estimated  earn- 
ings and  cash  flow,  he  figures  Mapco's 
breakup  value  to  be  $55  a  share. 


BARGAIN  DAYS 

AT  A  DISCOUNT  CLUB 


Last  month,  when  retailer  Zayre 
(now  called  T.IX  Cos.)  spun  off  Wa- 
ban,  its  warehouse-club  outlet  di- 
vision, the  expected  happened:  Most 
Zayre  holders,  who  received  one  Wa- 
ban  share  for  every  two  Zayre  shares 
they  owned,  quickly  sold  their  Waban 
stakes. 

That  sent  the  stock  down  from  18  to 
14  in  just  a  month.  But  then  the  smart- 
money  crowd  started  moving  in,  scoop- 
ing up  many  of  the  fallen  shares, 
which  have  now  recovered  to  17. 

"In  a  slowing  economy,  investors 
will  be  looking  for  companies  that  have 
shown  strong  growth  over  the  years, 
whose  stocks  have  yet  to  catch  up," 
says  Jim  Awad,  president  of  BMI  Capi- 
tal. He  believes  that  Waban  is  one  of 
those  companies. 

Its  stock  is  a  bargain  in  the  booming 
warehouse-club  retailing  business,  he 
says.  Waban  operates  HomeClub  and 
lU's  Wholesale  Club,  which  sell  general 
merchandise  and  food.  For  an  annual 
fee,  warehouse-club  members  can  buy 


name-brand  items  at  deep  discounts 
and  there  is  no  limit  on  quantitx 

The  biggies  in  the  warehouse-clui 
business  trade  at  much  higher  pric( 
earnings  ratios  than  Waban's  1*. 
Costco  Wholesale  has  a  p-e  of  2l; 
Home  Depot's  is  21,  and  Pace  Membei- 
ship  Warehouse  is  20. 

Awad  projects  sales  of  $2.1  billiui 
for  Waban  next  year,  putting  the  com 
pany  in  third  place  behind  industi-\ 
leader  Home  Depot.  He  thinks  tin 
stock  deserves  a  multiple  of  20,  similai 
to  its  industry  peers.  Awad  expects 
earnings  of  $1.10  a  share  for  1989  am 
$1.55  for  1990.  Based  on  Awad's  19'.  h 
estimate,  Waban  is  worth  $31  a  shari 


THIS  PENMAKER'S 
INK  IS  ALL  BLACK 


e: 


Iver  use  an  inkless  pen  that  wrili'^ 
I  on  colored  paper  or  a  marker  thai 
I  sends  out  pleasant  fruit  scents 
Those  kinds  of  writing  instrument:- 
have  triggered  spectacular  growth  ini 
Pentech  International.  Sales  in  1986  t<i 
taled  only  $4  million,  but  last  year  tht  \ 
hit  $17  million,  and  analysts  projc<  i 
that  they'll  spurt  to  $26  million  thi.- 
year  and  to  $35  m.illion  in  1990. 

"The  nation's  largest  retail  chain:- 
can't  fill  their  shelves  fast  enough  wiii 
Pentech  pens  and  writing  stuff,"  sa> 
Andrew  Lanyi,  a  managing  partner  ai 
Ladenburg  Thalmann.  He  has  bet  t 
buying  shares,  convinced  that  Pentecl 
currently  selling  at  4%,  could  doubi' 
despite  its  rise  since  January,  when  ii 
traded  at  3.  Lanyi  expects  earnings  \i 
climb  to  25(t-  a  share  this  year  and  u 
36<t:  in  1990,  up  from  17$  last  year. 

Another  Pentech  fan  is  Dick  Edel- 
man,  senior  vice-president  at  Dallas' 
Southwest  Securities.  He  believes  that 
Pentech's  fast  growth  will  produce  rev- 
enues of  $50  million  by  1991  and  net 
earnings  of  about  50$  to  55$  a  share. 

Pentech,  which  sells  its  low-priced, 
colorfully  packaged  products  in  the 
outlets  of  retailing  giants  such  as  Wal- 
Mart,  Woolworth,  and  Walgreen,  com- 
petes with  industry  leaders  Bic,  Paper 
Mate,  and  Pilot  Pen.  But  there's  one 
big  difference  that  gives  Pentech  an 
edge:  It  has  been  introducing  about  20 
new  products  a  year. 

The  company  has  already  started  ex- 
porting to  Japan,  Mexico,  and  several 
European  nations.  And  with  Pentech 
products  being  made  by  subcontractors 
in  Italy,  Korea,  Taiwan,  and  Indonesia, 
the  company  had  a  cash  flow  of  $2.9 
million  for  the  first  quarter  of  1989, 
with  no  long-term  debt. 
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The  new  Kodak  Ektaprint  90  copier  can  do 
many  big  copier  jobs.  Which  makes  it  a  perfect 
mid-volume  complement  to  high-volume 
Kodak  copier-duplicators. 

The  Kodak  Ektaprint  90  copier  can  deliver  a  great 
first  copy  in  under  4  seconds,  It  has  an  auto 
duplexing  stack  feeder,  image  editing,  cover  sheet 
insertion,  automatic  reduction  and  enlargement, 
paper  sizes  to  II  x  17  with  automatic  selection... 
and  options  like  AccentColor  and  an  in-line 
sorter-stapler  An  impressive  package  of  features 
that  adds  up  to  enhanced  productivity  in 
decentralized  applications.  It  maintains  its  full 
machine  speed  of  50  copies  per  minute,  even  when 
feeding  and  collating.  This  powerful  package 
comes  in  a  compact  size  at  an  affordable  cost. 

The  Ektaprint  90  copier  also  comes  with  another 
important  high-volume  feature:  award-winning 
Kodak  support  and  service.  Now  there  are  Kodak 
copiers  for  every  location,  centralized  or 
satellite.  Eor  details,  call  1  800  255-3434,  Ext.  190. 
New  Kodak  Ektaprint  90  copier 

SMAUCOnER 
WITH 
BIG  IDEAS 
FROM 
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■            The  new  vision  of  Kodak 

m 

\  
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UNIONS  I 


•It 


THE  UAW  VS.  JAPAN: 

irS  SHOWDOWN  TIME  IN  TENNESSEE 

The  first  union  election  at  a  Japanese  plant  represents  a  crucial  test  for  the  auto  workers 


jichard  D.  Davidson  counted  him- 
self one  of  tlie  lucky  ones  in  1984 
kwhen  he  landed  a  highly  paid  job 
at  Nissan  Motor  Manufacturing  Corp.'s 
newly  opened  plant  in  rural  Smyrna, 
Tenn.  But  then  he  wrenched  his  back 
while  installing  30-pound  drive  shafts  in 
pickup  trucks  and  Sentras.  Now,  the  28- 
year-old  Davidson  faces  dismissal  under 
a  Nissan  policy  that  requires  "adminis- 
trative termination"  after  30  months  of 
disability  leave.  Embittered,  he  believes 
his  only  chance  to  get  his  job  back  is  to 
vote  for  the  United  Auto  Workers  in  a 
July  26-27  election. 

As  the  first  election  conducted  by  the 
National  Labor  Relations  Board  at  a 
Japanese  auto  plant,  the  Nissan  vote  in- 
volves far  more  than  2,400  potential  new 
members  for  the  UAW.  The  union  is 
struggling  to  maintain  its  bargaining  le- 
verage as  Japanese  cars  grab  an  increas- 
ing share  of  the  U.  S.  market.  The  Japa- 
nese-American plants,  or  "transplants," 
already  account  for  nearly  IS'X  of  the 
cars  produced  domestically,  and  that 
percentage  is  likely  to  rise  sharjjly  in  the 
next  few  years. 

ANTIUNION  LINE.  The  l  AW  represents 
workers  at  only  three  of  the  seven  Japa- 
nese transplants — the  three  with  ties  to 
Detroit's  Big  Three  carmakers  (table). 
The  situation  is  very  different  at  Nissan 
and  the  three  other  nonunion  plants, 
which  built  8.3''^  of  U.  S.-made  cars  in 
the  first  half  of  1989. 

In  Smyrna,  the  UAW's  core  support 
comes  from  workers  such  as  Davidson 
who  protest  Nissan's  personnel  policies 
and  work  practices.  Davidson  contends 
that  he  is  able  to  handle  light  jobs  off 
the  assembly  line,  the  kind  that  are 
available  for  partially  disabled  workers 
in  many  UAW-represented  plants.  But 
Nissan  and  other  Japanese  companies 
tend  to  hire  outside  contractors  to  per- 
form off-line  work.  Charges  James  R. 
Weav<n\  the  UAW's  chief  organizer  in 
Smyrna:  "Management  tells  workers,  'If 
you  can't  hack  it,  get  your  jacket.'  " 

Nissan  isn't  responding  publicly  to 
such  union  charges.  But  its  American 
managers  have  ix!en  talking  an  anti- 
union line  since  j  )83,  when  the  plant 
was  hailed  as  a  savio  of  a  farming  com- 


munity grappling  with  double-digit  un- 
employment. More  than  120,000  locals 
applied  for  the  plant's  initial  3,200 
hourly  and  salaried  jobs.  The  company 
told  hirees  they  were  the  "cream  of  the 
crop,"  Davidson  remembers,  and  prom- 
ised them  they  would  be  part  of  a  close- 
knit  "family"  work  group.  But  Nissan's 
top  management,  including  three  execu- 
tives recruited  from  Ford  Motor  Co.,  has 
installed  a  flawed  version  of  that  Japa- 
nese concept,  some  workers  say. 

To  beat  the  UAW,  the  company  is  car- 
rying on  a  fierce  antiunion  battle 
through  in-plant  TV  presentations  that 


focus  on  scenes  of  strike  violence.  SucI 
propaganda  works  in  a  region  with  ar 
antiunion  culture.  This,  combined  witl 
the  $14.80  hourly  wage  paid  to  the  aver 
age  worker  with  three  years'  service 
more  than  60%  above  the  regional  rat( 
for  manufacturing  jobs — is  forcing  th( 
UAW  to  wage  an  uphill  battle. 

Nissan's  paternalistic  policies  gain  ii 
the  loyalty  of  some  employees.  The  com 
pany  sponsors  an  International  Follf 
Festival,  funds  such  civic  causes  as  th( 
Murfreesboro  Symphony,  and  provides 
robotics  and  electronics  equipment  foi 
high  school  classes.  Thanks  to  more  thar 


WHERE  THE  UNION  STANDS  AT  JAPANESE  AUTO  PLANTS 


Company 

Location 

Hourly  employees 

Now  1992 

ORGANIZED  BY  UAW 

DIAMOND-STAR  MOTORS  Chrysler-Mitsubishi  joint  venture 

Normal,  III. 

2,300 

2,300 

MAZDA  MOTOR  Ford  owns  25%  of  Mazda,  which  makes  Ford 
Probe  here,  as  well  as  Mazdas 

Flat  Rock,  Mich. 

2,800 

2,800 

NEW  UNITED  MOTOR  Toyota-General  Motors  joint  venture 

Fremont,  Calif. 

2,350 

2,900 

NONUNION 

HONDA  or  AMERICA 

Marysville,  East 
Liberty,  Anna,  Ohio 

7,000 

8,000 

NISSAN  MOTOR 

Smyrna,  Tenn. 

2,400 

4,150 

SUBARU-ISUZU  AUTOMOTIVE  Fuji  Heavy-lsuzu  joint  venture 

Lafayette,  Ind. 

500 

1,400 

TOYOTA  MOTOR 

Georgetown,  Ky. 

2,500 

3,500 
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million  in  annual  tax  payments  from 
.san,  Smyrna  has  lowered  property 
es  25/''.  The  company  also  provides 
rkers  with  a  fitness  center  and  a 
,nce  to  lease  a  new  Nissan  every 
,r.  "I've  had  some  good  jobs  in  my 
time,  but  this  is  the  best  there  ever 
i,"  says  six-year-employee  George  T. 
:terson,  who  is  bitter  about  a  three- 
nth  strike  at  a  previous  unionized  job. 
>  BREAKS.  But  if  the  pay  and  perks 
good,  many  of  Nissan's  mostly 
mg  employees  complain  about  a  gru- 
ig  work  pace.  Like  most  Japanese  as- 
ibly  systems,  Nissan's  is  aimed  at 
ducing  ever  more  cars  with  ever  few- 
people,  which  means  eliminating 
5ted  time.  Some  employees  claim  su- 
visors  tell  assemblers  to  restrict  their 
ike  of  liquids  to  reduce  the  need  for 
aks.  "You  feel  just  like  a  robot,"  says 
/ear-old  employee  Buddy  Shonting, 
nting  to  the  scars  on  his  hand  from 
ee  operations  for  carpal  tunnel  syn- 
■me.  "If  we  don't  get  a  union,  I  figure 
r  more  years  will  be  all  I  can  last." 
'he  number  of  injuries  causing  work- 
to  miss  more  than  a  week  jumped 
0,  to  151,  last  year,  according  to  the 
messee  Dept.  of  Labor.  Dr.  Michael 
Silverstein,  a  UAW  health  and  safety 
icial,  estimates  that  one  in  five  Nissan 
rkers  suffered  an  injury  in  1988.  This 
1  higher  rate  than  recorded  at  most 
,0  plants,  Silverstein  says,  though  he 
icedes  that  different  reporting  meth- 
;  make  comparisons  difficult.  Nissan 
inters  that  its  safety  record  is  better 
,n  the  industry  average, 
iut  when  four  workers  recently  asked 
inspect  the  plant's  injury  logs — legal- 
open  to  all  employees — Nissan  re- 
.ed,  calling  the  foursome  "agents"  of 
UAW.  Management  also  argued  that 
:h  logs  contain  confidential  medical 
tories.  That  didn't  appease  Tennes- 
■'s  Occupational  Safety  &  Health  Ad- 
listration,  which  slapped  the  auto 
ker  with  a  $5,000  fine  for  noncompli- 
;e.  Nissan  says  it  will  appeal  the  rul- 
■,  a  move  the  union  contends  will  keep 
•  logs  sealed  until  after  the  election. 
Che  election  will  probably  turn  on 
ssic  issues  involving  working  condi- 
ns  and  a  perception  by  employees 
;h  as  Davidson  that  the  company  isn't 
erested  in  his  future.  "A  job  isn't  any 
3d  if  you  can't  be  there  to  retire,"  he 
,^s.  But  the  company's  trump  hand 
.y  be  its  planned  $490  million  expan- 
n.  By  1992,  Nissan  hopes  to  increase 
)duction  by  80'/  and  employ  an  addi- 
nal  1,750  hourly  workers  while  trans- 
•ming  the  Smyrna  plant  into  the  na- 
n's largest  auto  facility  under  a  single 
)f.  Whichever  side  wins,  the  margin 
ild  be  very  close. 

By  Dean  Foust  in  Smyrna.  Tenn..  with 
'ndy  Zellner  and  James  B.  Treece  in 
troit  and  Amy  Borrus  in  Tokyo 
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There',s  one  news  analysis  program  considered  "can't  miss"  by  Washington  officials. 
The  McLaughlin  Group. 

Among  its  chief  assets  are  the  wit  and  intellect  of  John  McLaughlin,  Eleanor  Clift, 
Fred  Barnes,  Morton  Kondracke,  Pat  Buchanan  andjack  Germond. 

They  provide  insightful,  often  prescient,  political  commentary  on  the  most  up-to- 
the-minute  developments.  Often  with  heated  exchanges. 

So  tune  in  to  The  McLaughlin  Group,  h's  comprehensive,  contentious  and. . . 
contagious. 

Made  possible  by  a  grant  from  GE. 

THE  McLAUGHUN  GROUP 

Check  your  local  lisUng  for  station  and  time 
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PRODUCT  DEVELOPMENT! 


HELPING  NEW  INVENTIONS 
MEET  THEIR  MAKERS 


The  odds  against  getting  a  creation  to  market  can  be  beaten 


You  may  think  independent  inven- 
tors are  a  vanishing  breed,  but 
don't  tell  that  to  the  would-be 
Thomas  Edisons  who  gather  twice  a 
month  in  downtown  Chicago  to  show  off 
inventions  ranging  from  "AIDS-proof" 
syringes  that  retract  automatically  to 
protect  health  care  personnel  to  hair 
curlers  that  clamp  tight  without  elastic. 
"The  independent  inventor  is  alive  and 
well,"  declares  Donald  F.  Moyer,  the 
physicist  and  historian  who  founded  the 
Inventors'  Council  six  years  ago. 

Moyer's  not-for-profit  council  is  one  of 
about  200  groups  in  the  U.  S.  organized 
to  help  independent  inventors  market 
their  ideas,  according  to  Martin  J.  Ber- 
nard III,  an  engineer  at  Argonne  Na- 
tional Laboratory  in  Argonne,  111.,  who 
is  studying  such  groups.  Although  the 
Inventors'  Council  has  the  broadest  na- 
tional reach,  with  4,000  inventors  from 
Florida  to  Alaska,  others,  such  as  the 
Inventors  Association  of  New  England 
and  the  Minnesota  Inventors  Resource 
Center,  are  regionally  dominant. 

Government  and  university  efforts  to 
encourage  innovation  have  played  a  ma- 
jor role  in  the  formation  of  inventors' 
groups.  "The  U.  S.  has  recognized  that 
the  key  to  reversing  its  declining  com- 
petitiveness is  to  encourage  invention," 
says  Marilyn  Brown,  a  technology  trans- 
fer official  at  the  Oak  Ridge  National 
Laboratory  in  Oak  Ridge,  Tenn.  Since 
the  early  1980s,  the  National  Institute  of 
Standards  &  Technology  and  the  Energy 
Dept.,  for  example,  have  offered  grants 
to  inventoi-s'  grou]is. 
BETTER  ODDS.  Academic  institutions,  in- 
cluding the  University  of  Michigan  at 
Ann  Arbor,  have  helped  organize  local 
inventors'  groups.  Some  schools  help  in- 
ventors build  prototypes,  meet  manufac- 
turers, and  run  patent  searches,  while 
others  simply  provide  a  meeting  place. 
The  Inventors  Association  of  New  En- 
gland, for  example,  meets  at  Massachu- 
setts Institute  of  Technology. 

The  various  groups  share  a  common 
goal:  to  help  members  beat  the  odds 
against  their  inventions  ever  making  it 
out  of  the  workshop.  For  that  reason, 
many  are  paying  close  attention  to  the 
Chicago  council's  industrial-affiliates 


program,  which  has  been  the  most  ag- 
gressive in  trying  to  link  inventors  with 
manufacturers. 

Moyer  started  the  industrial-affiliates 
program  after  he  realized  that  many 
small  manufacturers  were  hungry  for 
new  product  ideas.  Some  17  industrial 


slick  "invention-development  firms"  tl 
can  take  advantage  of  unsophisticat 
inventors  by  collecting  fees  in  exchan 
for  promises  to  market  inventions. 

For  solitary  inventors,  the  groups  pi 
vide  much-needed  feedback.  Only  a  t< 
dozen  of  the  Chicago  council's  inventu 
for  example,  make  their  living  at  it.  T 
rest  include  artists,  welders,  industr 
designers,  truck  drivers,  farmers,  fil 
makers,  dentists,  and  even  a  few  accoi 
tants.  "Inventing  is  a  very  lonely  gamt 
says  council  member  Paul  J.  Whitenc 
Jr.,  an  electrical  engineer  and  the  invt 
tor  of  a  computerized  biofeedback  de\  i 
that  helps  tennis  players  improve  tin 
swing.  "You  can  deceive  yourself  \c 
easily  into  thinking  you  have  inveni 
something — and  you  really  haven't. 


INVENTOR  SIEGAL:  "IT'S  NOT  THE  IDEA  THAT  COUNTS.  IT'S  THE  PRODUCT" 


companies  are  now  members.  Moyer 
helps  the  companies  sharpen  their  ideas 
for  new  products  and  then  sends  out 
general  specifications  to  the  council's  in- 
ventors, who  can  reply  with  nonconfi- 
dential proposals. 

The  council  recently  completed  new- 
product  development  studies  for  10  com- 
panies. Several  are  looking  into  the  fea- 
sibility of  the  inventors'  ideas,  which 
range  from  a  new  device  to  measure  and 
dispense  chemicals  for  research  to  a  tool 
that  fishermen  use  to  tie  flies.  "There 
may  be  an  inventor  out  there  with  anoth- 
er hula  hoop,"  says  Waver  E.  Arm- 
strong, president  of  Unimetrics  Corp.,  a 
Shorewood  (111.)  maker  of  precision  sy- 
ringes that  joined  the  program.  "And  if 
there  is,  I'd  like  to  meet  him." 
LONELY  GAME.  To  offset  the  disadvan- 
tage inventors  may  have  in  negotiating 
royalty  deals  with  manufacturers  and  in- 
vestors, the  Inventors'  Council  holds 
seminars  on  patent  law,  licensing,  and 
marketing.  It  also  warns  inventors  about 


Even  with  help,  many  independent 
ventors  still  fare  poorly.  That's  not  st 
prising,  says  Burton  Siegal,  a  prolific 
year-old  inventor  who  is  president  of 
own  firm,  Budd  Engineering  in  Skok 
III.  "The  first  time  a  mediocre  invent 
comes  up  with  a  solution,  he  quits,"  S 
gal  says.  "A  good  inventor  will  come  T 
with  three  or  four  or  even  five  differe; 
solutions." 

Siegal  says  that  successful  inventoi 
focus  on  turning  ideas  into  products  th: 
will  sell.  "It's  not  the  idea  that  couii 
It's  the  product,"  says  Siegal,  who  hoi 
more  than  90  patents  in  some  35  difli 
ent  fields.  Indeed.  Siegal  says  he  on: 
invented  a  device  that  could  dry  hair  i 
just  five  minutes.  It  never  got  to  ni:- 
ket,  however,  because  salons  want  1 
slower  dryers  to  keep  patrons  occu|ii 
for  30  minutes  or  so  while  they  work 
on  other  customers.  "I  could  have  i 
greatest  invention  in  the  world," 
says,  "but  if  it  doesn't  sell,  I'm  a  bun' 
By  Julia  Fli/nn  Siler  in  Chi(<i> 
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Pound  For  Pound,^Fbrlfen, 
IJraR)rIju^^u  Cmt  Beat  Our 
International  Disoxmt 


Or  for  that  matter,  peso  for  peso,  or 
mark  for  mark. 

Because  only  AT&T  combines  big  inter- 
national savings  with  AT&T  quality. 

For  as  little  as  $12  per  month,'AT&T 
PRO*"'  WATS  lets  you  enjoy  a  10%  sav- 
ings on  direct- dialed  calls  to  47  countries* 
during  both  the  standard  and  discount 
time  periods.** 

♦Savings  also  apply  to  Intersiaie  direct  dialed  calls 


Your  savings  can  rise  to  as  high  as  18% 
as  your  volume  of  calls  increases. 

And  your  calls  will  be  connected  with 
the  speed  and  claritv  AT&T  is  renowned  for 

For  more  on  AT&T  PRO  WATS  and 
our  other  international  discount  plans,  call 
1  800  222-0400,  ext.  1276. 

Because  dollar  for  dollar,  you're  just  not 
going  to  find  a  better  deal. 

*  Discounts  for  Canada  and  Mexico  apply  to  day  and  evening  rale  periods 
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THF  FOT  TTTA  RT  FN 

CLASSIC  APPROACH 
TO  MODERN 


For  more  than  130  years,  we  at  The 
Equitable  have  built  one-to-one  partnerships 
with  our  clients.  Partnerships  based  on  a  single 
guiding  principle: 

Trust. 

For  a  more  comprehensive  look  at  how  we 
do  business,  we  invite  you  to  send  for  your  free 
copy  of  Etfucs  by  writing  to:  John  Carter, 


President  and  CEO,  The  Equitable  Life 
Assurance  Society  of  the  United  States, 
787  Seventh  Avenue,  New  York,  NY  10019. 

TheEOUITABLE 

Financial  Companies 

We  Have  Great  Plans  For  You 


W\ri)  'c,  The  Equitable  Life  Assurance  Sixierv  of  the  U.S.,  N.Y.,  N.Y.<'Cenain  insurance  producis  from  iiquiiahlc  Vanable  Life  Imurance  Co.  Investmenis  and  finanaal  planning  servicK  from  Equic.i  S.x-uniies,  Im 
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evelopments  to  Watc 


TED  BY  WILLIAM  D.  MARBACH 


KILLER  VIRUS 

EADS  FOR  THE  CABBAGE  PATCH 


'ith  the  growing 
public  aversion  to 
chemical  pesticides,  scien- 
tists are  redoubling  their 
efforts  to  find  gene- 
spliced  alternatives.  So 
far,  most  of  the  research 
has  focused  on  genetically 
altered  bacteria  or  plants. 
Scientists  have  avoided  vi- 
ruses because  of  fears 
they  might  spread  into  the 
environment. 

Later  this  month,  how- 
ever, researchers  from  the 
yce  Thompson  Institute  for  Plant  Research  at  Cornell  Uni- 
•sity  will  release  the  first  pesticide  that  is  a  genetically 
ered  virus.  The  plant  virus,  which  is  harmless  to  humans 
i  other  vertebrates,  is  designed  to  kill  the  cabbage  looper,  a 
;en  caterpillar  that  plagues  a  dozen  vegetable  crops,  includ- 
[  cabbage,  broccoli,  and  beets. 

in  the  Boyce  Thompson  test,  the  virus  has  been  deliberately 
abled  so  that  it  cannot  survive  in  the  environment.  It  lacks 
!  gene  for  a  protective  coating,  and  without  it  can  only  live  a 
V  days.  The  scientists  will  monitor  the  cabbage  patch 
■Qugh  1991  to  determine  just  how  long  the  disabled  virus 
nains  in  the  environment.  If  all  goes  well,  the  next  step  is  to 
i  genes  to  the  virus  to  make  it  a  more  potent  insecticide. 


w 


EACHIHG  HEURAL  NETWORKS 
^  EXPLAIN  THEMSELVES 


ike  humans,  computer-based  neural  networks  make  deci- 
I  sions  based  on  past  experience  rather  than  by  following  a 
id  series  of  instructions.  But  neural  nets  often  can't  "ex- 
lin"  why  they  arrived  at  a  given  decision.  That  limits  their 
sfulness,  if  only  because  many  people  find  it  hard  to  accept 
3wers  from  a  computer — even  one  built  around  circuits  that 
mic  the  brain — without  understanding  the  conclusions. 
But  later  this  year,  San  Diego-based  HNC  Inc.  will  introduce 
?tware  that  extracts  an  audit  trail  of  a  neural  net's  decision- 
iking  process.  Based  on  a  pair  of  patents  licensed  from 
;phen  I.  Gallant,  a  professor  at  Northeastern  University,  the 
Ftware  also  can  be  used  to  prod  a  neural  net  into  taking  the 
xt  step:  creating  a  set  of  "if-then"  rules  for  reaching  deci- 
ns  in  similar  situations  or  applications.  Thus,  people  with 
;le  or  no  background  in  computer  programming  will  be  able 
throw  examples  of  a  type  of  problem  at  a  neural  net  and, 
len  it  cracks  the  problem,  use  the  network's  reasoning  pro- 
5S  to  generate  a  traditional  computer  program  that  func- 
ns  as  a  so-called  expert  system. 


BREAKTHROUGH  IN  MAKING 
ETALS  TOUGHER 


J^etallurgists  have  long  sought  ways  to  treat  metals  to 
■■improve  their  corrosion  resistance  and  strength.  One 
ihnique  involves  creating  alloys  on  the  surface  by  blasting 
am  with  ions  of  other  elements.  But  that  so-called  ion  im- 
intation  affects  only  a  very  thin  layer. 


Now,  a  Chinese  scientist  has  developed  a  new  surface-alloy- 
ing method  that  produces  alloys  that  are  at  least  40  times 
thicker  than  those  created  by  conventional  ion  implantation. 
Zhong  Xu,  director  of  the  Research  Institute  of  Plasma  Sur- 
face Metallurgy  at  the  Taiyuan  University  of  Technology,  uses 
plasmas  of  hot  gas  in  a  vacuum  both  to  vaporize  the  alloying 
metal  and  to  heat  the  metal  that  is  being  treated. 

The  so-called  Xu-loy  process  can  create  a  stainless  steel 
layer  on  cheaper  carbon  steel.  It  can  also  make  high-strength 
surface  alloys  using  metals  such  as  molybdenum  or  tungsten. 
Plaur  Corp.  of  Columbia,  S.  C,  which  owns  patent  rights,  is 
developing  the  process  for  a  wide  variety  of  possible  markets, 
including  aerospace,  automotive,  chemical,  marine,  and  de- 
fense applications.  The  inventor  recently  arrived  in  the  U.  S. 
for  a  stint  as  technical  consultant  to  the  company. 


LOGIC  CIRCUITS  THAT  REMEMBER, 
EVEN  WHEN  THE  LIGHTS  GO  OUT 


The  first  commercial  ferroelectric  microchip  hit  the  market 
in  mid-July — but  it  wasn't,  as  had  been  expected,  a  com- 
puter-memory chip  that  retains  its  contents  even  when  the 
power  is  flicked  off.  Instead,  Krysalis  Corp.'s  initial  mass- 
produced  design  is  a  so-called  logic  circuit. 

Like  the  memory  chips  that  Krysalis  and  rival  Ramtron 
Corp.  are  working  on,  the  ferroelectric  logic  circuit  doesn't 
forget  when  the  lights  go  out.  Its  "flip-flop"  switch  settings 
will  survive  for  up  to  a  year  of  hibernation.  That  means 
electronic  systems  can  pick  up  exactly  where  they  left  off 
when  the  equipment  was  shut  down  or  the  power  failed,  says 
the  Sunnyvale  (Calif.)  company. 

The  key  to  ferroelectric  chips  is  a  superthin  ceramic  film 
that  is  laid  down  on  a  silicon  or  other  semiconductor  base. 
Transistors  and  micro  storage  cells  carved  into  this  ceramic 
not  only  are  unaffected  by  a  loss  of  power  but  also  generate 
much  stronger  signals.  That  will  enable  ferroelectric  memo- 
ries, dubbed  frams,  to  be  shrunk  to  tinier  dimensions  than  is 
possible  with  conventional  semiconductors.  As  a  result,  market 
researcher  Dataquest  Inc.  believes  that  ferroelectric  chips  will 
soar  to  a  $350  million  market  by  the  early  1990s. 


PROTECTING  FIGHTER  PILOTS 
FROM  G-FORCES 


Other  than  enemy 
aircraft,  the  big- 
gest risk  facing  jet 
fighter  pilots  is  the 
threat  of  passing  out  at 
the  controls.  That's  be- 
cause today's  highly 
maneuverable  fighters 
can  throw  pilots  for  a 
loop.  In  fast  turns,  pi- 
lots experience  G-forces 
up  to  nine  times  the  nor- 
mal pull  of  gravity. 

An  advanced  flight  suit,  though,  may  soon  make  their  job 
safer.  The  Combat  Edge  system,  developed  at  Brooks  Air 
Force  Base  in  San  Antonio,  can  reduce  by  half  the  severe 
gravitational  forces  on  jet  pilots.  It  relies  on  a  special  helmet 
and  breathing  pressure  regulator  that  forces  air  into  the  pi- 
lot's lungs  against  the  pressure  of  gravity.  That,  combined 
with  a  pressurized  vest  that  presses  on  the  chest  and  back, 
maintains  a  normal  flow  of  blood  to  the  brain.  The  new  suit 
will  be  ready  by  the  fall  of  1990. 
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HIGH  NOON 
FOR  SUN 

CAN  CEO  McNEALY  REBUILD  ITS  MOMENTUM  IN  WORKSTATIONS? 


Scott  McNealy  has  seen  worse 
times.  Take  1976.  After  being  re- 
jected by  both  Harvard  and  Stan- 
ford business  schools,  he  signed  on  as  a 
foreman  at  Rockwell  International 
Corp.'s  truck-hood  plant  in  Ashtabula, 
Ohio — ^just  as  it  was  building  up  inven- 
tory in  anticipation  of  a  strike.  Two 
straight  months  of  14-hour  days  left  him 
hospitalized  with  hepatitis.  "No  beer  for 
six  weeks,"  he  recalls.  Then  there  was 
his  inauspicious  debut  at  his  current  job, 
chief  executive  of  Sun  Microsystems 
Inc.,  in  1984.  The  first  month.  Sun  lost 
$500,000  on  $2  million  in  sales,  70%  of 
the  computers  it  made  didn't  work,  and 
one  of  its  three  co-founders  quit.  "That 
was  adversity,"  McNealy  says. 

The  difference  today  is  that  every- 
one's watching.  In  the  past  five  years, 
McNealy,  34,  has  rocketed  to  computer 
industry  stardom.  Sun  became  the  domi- 
nant player  in  engineering  workstations, 
the  high-powered  personal  computers 
used  mostly  for  technical  work.  Along 
the  way,  it  mushroomed  into  a  $1.8  bil- 
lion, 10,300-employee  multinational. 
McNealy's  seemingly  flawless  manage- 
ment made  Sun  the  talk  of  Wall  Street 
and  Silicon  Valley.  Industry  watchers 
began  to  wonder:  Could  it  keep  growing 
without  the  type  of  gut-wrenching  crisis 
that  once  stalled  Apple  Computer  Inc. 
and  nearly  every  other  upstart? 

It  couldn't.  This  spring.  Sun  finally 
stumbled.  A  week  after  its  biggest  new- 
product  rollout  ever,  McNealy's  right- 
hand  man,  Bernard  J.  Lacroute,  abruptly 
resigned  as  executive  vice-president. 
Two  months  later,  his  chief  financial  of- 
ficer left  for  a  higher-paying  job  at  Ap- 
ple. Amid  these  defections  and  those  of 
lower-level  managers,  glitches  in  a  new 
companywide  computer  system  tempo- 
rarily shut  down  operations  and  led  to 
massive  manufacturing  delays.  So  after 
a  sixfold  increase  in  profits  since  1986, 
Sun  is  likely  to  report  a  loss  for  its 
fourth  quarter,  ended  June  30.  Its  stock 
now  trades  at  17,  down  267"  from  its 
high  of  23  in  May.  Wall  Street  analysts 
have  yanked  their  buy  recommendations 


and  short  sellers  have  swooped  in. 
"Sun's  not  pulling  rabbits  out  of  the  hat 
anymore,"  says  Robert  G.  Berwick,  an 
analyst  with  Hambrecht  &  Quist  Inc. 

Suddenly,  Sun's  fresh-faced  CEO  has  to 
prove  he  can  manage  in  a  crisis.  His 
company's  concept  of  computing — link- 
ing powerful  microcomputers  in  high- 


speed networks,  rather  than  havi 
many  workers  share  a  minicomputer 
mainframe— has  caught  on.  Indeed,  ai 
lysts  think  workstation  networks  will 
come  the  dominant  style  in  the  1990s 
not  just  for  engineers,  but  for  millio 
of  office  workers.  That  gives  Sun 
enormous  opportunity.  But  it  also  mea 


SUN  IS  GROWING  FAST... 


REVENUES 


FISai  YEAR  ENDING  JUNE  30 
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...BUT  PROFITS  ARE  DOWN... 


...AND  SO  IS  ITS  STOCK 
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THE  TRAILING  12  MONTHS 
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DATA  COMPANY  REPORTS,  GOLDMAN,  SACHS  X  CO  ESTIMATES 
STANDARD  S  POOR  S  COMPUSTAT  SERVICES  INC. 


McNEALY:  DISCIPLINE 
IS  THE  NEW  BYWORD 
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at  IBM,  DEC,  Hewlett-Packard,  and  ev- 
y  other  major  computer  maker  is  fo- 
sing  on  workstations,  too.  So  McNealy 
s  no  leeway  to  quietly  tinker  with 
n's  internal  problems.  He  has  to  keep 
iving  his  technical,  manufacturing, 
d  marketing  teams  to  stay  ahead. 
tiTiCAL  MASS.  The  growing  pains  are 
flicting  Sun  at  a  sensitive  point  in  its 
ntroversial  strategy.  Knowing  that  he 
)uld  eventually  face  more  competition, 
:Nealy's  aim  has  been  to  grab  market 
are  fast.  Two  years  ago,  he  initiated  a 
iky  plan  to  make  Sun's  hardware  de- 
jn — built  around  its  home-grown 
arc  microprocessor — a  third  standard 

desktop  computers,  alongside  IBM's 
■rsonal  Computer  and  Apple's  Macin- 
5h.  Getting  a  late  start,  and  lacking 
B  clout  of  Apple  or  IBM,  McNealy 
iyed  the  only  hand  he  had:  He  invited 
ler  computer  makers  to  clone  Sun's 
ichines,  hoping  that  the  clones  would 
ild  up  the  volume  of  machines  based 

Sun's  chip  so  that  software  develop- 
5  would  write  programs  for  Sparc, 


which  would  help  sell  more  machines. 

So  far,  the  strategy's  success  remains 
in  question  (page  75).  A  half-dozen  major 
computer  makers  have  said  they'll  use 
Sparc,  but  none  has  produced  a  Sparc- 
based  machine.  If  Sparc  fizzles.  Sun 
could  be  left  with  oddball  technology.  Or 
if  too  many  clones  appear,  it  could  find 
itself  on  the  losing  end  of  a  price  war. 

McNealy  has  more  immediate  con- 
cerns, though.  In  1985,  in  his  haste  to 
build  market  share,  he  began  creating 
autonomous  divisions  to  develop  prod- 
ucts and  market  them.  The  structure  let 
Sun  move  quickly  into  new  markets  such 
as  government  agencies  and  universi- 
ties. It  also  helped  it  respond  instantly  to 
challenges — as  in  1986,  when  rival  Apol- 
lo Computer  Inc.  ate  into  Sun's  biggest 
market,  workstations  used  by  program- 
mers. Sun  threw  a  special  team  at  the 
problem  and  retook  the  lead.  "Sun  wins 
because  they  don't  have  preconceived 
notions  about  what  can't  be  done,"  notes 
Franklin  H.  Moss,  former  Apollo  vice- 
president  for  software  development. 


But  by  last  year,  flexibility  had  turned 
to  chaos.  The  autonomous  groups  pro- 
duced duplicate  work.  That  kept  Sun's 
development  costs  at  nearly  14%  of 
sales,  vs.  an  industry  average  of  9%. 
Turf  wars  turned  nasty.  When  the  com- 
pany tried  to  consolidate  15  fragmented 
customer-support  units,  says  a  former 
vice-president,  the  resulting  fray  "was 
like  iCBMs  flying  across  the  DMZ." 
'WHAT  A  LOAD.'  This  spring,  McNealy  fi- 
nally streamlined — in  spades.  He  boiled 
the  company's  seven  development  units 
down  to  two  and  doubled  his  share  of 
the  management  load.  Though  he's  look- 
ing for  a  new  CFO,  he  now  oversees  engi- 
neering and  manufacturing — the  jobs 
Lacroute  did.  "Now  we'll  see  if  the  frat 
boy  can  run  a  $2  billion  company,  engi- 
neering and  all,"  says  a  former  Sun  soft- 
ware manager.  "He  may  surprise  us — 
but,  man,  what  a  load."  McNealy 
counters  that  the  reorganization  pushes 
routine  decisions  down  to  lower-level 
managers,  allowing  him  to  fly  solo  and 
still  direct  corporate  strategy. 

McNealy  may  be  better  equipped  for 
the  job  than  his  doubters  think.  Al- 
though he's  not  a  technical  whiz  like 
Apple  founder  Steve  Jobs  or  Microsoft 
Corp.'s  Bill  Gates,  he  has  been  exposed 
to  the  kinds  of  challenges  Sun  faces. 
Growing  up  around  Detroit,  he  studied 
at  the  elbow  of  his  father,  William,  who 
was  vice-chairman  of  American  Motors 
Corp.  As  a  teenager,  he  kept  an  ear  to 
his  father's  business  chatter  on  the  golf 
course  with  Motown  executives  such  as 
Lee  lacocca.  Evenings  at  the  McNealy 
home  often  found  Scott  and  his  dad 
studying  internal  AMC  memos  and  debat- 
ing strategies  to  save  its  crumbling  pas- 
senger-car business. 

The  boardroom  battle  that  led  to  the 
elder  McNealy's  corporate  demise 
taught  the  son  lessons,  too.  The  younger 
McNealy,  who  got  into  Stanford's  MBA 
program  on  his  third  attempt,  was  made 
Sun's  chairman  in  1984.  From  the  begin- 
ning, he  made  sure  not  to  surprise  his 
board.  He  usually  begins  meetings  with 
a  litany  of  potential  bad  news.  So  now 
his  directors  are  giving  him  a  chance  to 
work  through  Sun's  problems.  "Scott's 
getting  dirt  under  his  fingernails,  and 
he's  incredibly  competent,"  says  Robert 
M.  Kavner,  a  Sun  director  and  president 
of  the  Data  Systems  Group  at  American 
Telephone  &  Telegraph  Co.,  which  owns 
16%  of  Sun.  Insiders  speculate  that  he's 
driven  to  match  the  record  of  his  busi- 
ness idol  Kenneth  H.  Olsen,  the  entre- 
preneur who  founded  Digital  Equipment 
Corp.  and  has  run  it  for  32  years.  "He's 
really  stuck  with  it,"  says  McNealy. 

McNealy  blossomed  at  Cranbrook,  a 
prep  school  north  of  Detroit.  A  model 
student,  he  was  voted  outstanding  musi- 
cian (on  the  clarinet),  captained  the 
championship  tennis  team,  and  played 
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golf  and  ice  hockey.  Between  sports  and 
the  rivalry  with  two  brothers  and  a  sis- 
ter, "Scott  developed  a  strong  self-image 
and  a  sense  of  competition,"  says  Alan 
DeClerck,  a  high  school  chum  and  now  a 
Sun  salesman.  "Everything  he  does 
turns  into  a  team  sport." 

Indeed,  team  spirit  is  the  byword  at 
Sun.  Most  decisions  are  the  result  of 
consensus-building.  And  even  though 
the  CEO  lias  strong  opinions — and  de- 
mands the  same  from  his  managers — he 
has  the  sense  to  give  in  when  the  tide  is 
against  him.  Last  year,  when  rising 
memory  chip  costs  threatened  Sun's 
margins,  he  argued  to  hold  the  line  on 
prices  to  preserve  market  share.  But  he 
finally  yielded  to  the  consensus  and  Sun 
raised  some  prices — without  losing  sales. 
His  brother  Bill,  a  St.  Louis  architect, 
figures  the  consensus  approach  may  be 
a  reaction  to  life  with  father,  which  he 
recalls  as  "a  totalitarian  state."  He  adds: 
"We  both  have  some  instinct  to  bring 
other  people  into  decision-making." 

That  penchant  has  created  its  own 
problems,  however.  McNealy  has  a  hard 
time  saying  no  to  an  exciting  opportuni- 
ty that  the  group  backs.  That  led  to  one 
of  his  biggest  gaffes:  the  landmark  deal 
with  AT&T.  Struggling  to  establish  itself 
in  computers,  AT&T  saw  that  Sun  was 
doing  a  brisk  business  selling  a  version 
of  its  Unix,  the  basic  software,  or  oper- 
ating system,   that  engineers  prefer. 


When  AT&T  asked  Sun  to  help  de- 
velop a  new -version  of  Unix,  Sun 
executives  figured  they  would  get 
an  edge  over  other  suppliers  of 
Unix  computers.  But  McNealy 
didn't  anticipate  the  backlash.  IBM, 
nEC,  and  a  half-dozen  other  com- 
puter makers  banded  together  to 
promote  their  own  version  of  Unix 
as  a  standard.  That  put  Sun  in 
direct  competition  with  industry 
leaders — sooner  than  it  wanted. 
DRAWING  CARD.  McNealy  has  com- 
:iensated  by  playing  the  role  of 
upstart,  taking  every  opportunity 
to  thumb  his  nose  at  the  indus- 
try's old  guard.  Like  Jobs,  McNea- 
ly tends  to  be  a  zealot.  Visitors  to 
his  Mountain  View  (Calif.)  office 
are  treated  to  diatribes  about  the 
inevitable  success  of  his  plan.  "It's 
unstoppable,"  he  bellows,  furious- 
ly x-ing  out  the  initials  of  giant 
competitors  on  a  whiteboard. 

A  Harvard  economics  graduate, 
McNealy  wound  up  in  Silicon  Val- 
ley in  1978  when  he  finally  got 
into  Stanford.  By  1981,  lie  was  di- 
rector of  manufacturing  at  Onyx 
Systems,  a  now-defunct  minicom- 
Ijuter  maker.  Assigned  to  iron  out 
serious  quality  problems,  the  26- 
year-old  McNealy  knew  bet- 
ter than  to  bark  orders  at  his 
staff.  So  he  peppered  employees 
with  questions  about  work  rules 
and  production  bottlenecks  until 
they  saw  for  themselves  how  they 
could  work  more  efficiently. 
"Without  exerting  authority,  Scott 
turned  the  place  around  in  two 
months,"  says  Doug  Broyles,  his 
boss  at  Onyx  and  a  former  Sun 
director. 

Such  skills  were  a  valuable 
drawing  card  in  1982  when  two 
former  Stanford  classmates,  de- 
signer Andy  Bechtolsheim  and  en- 
gineer Vinod  Khosla,  asked 
McNealy  to  start  Sun  with  them. 
He  became  director  of  operations. 
And  two  years  later,  when  Sun's 
president  left  in  a  dispute  with  the 
board,  McNealy's  rapport  with  fel- 
low workers  came  in  handy  again. 
Partly  on  that  basis,  Sun's  direc- 
tors chose  him  as  ceo  over  Paul 
Ely  Jr.,  a  seasoned  Silicon  Valley 
executive  who  is  now  executive 
vice-president  of  Unisys  Corp. 

But  McNealy  also  has  a  gruff 
side.  He  demands  loyalty  to  Sun 
and  is  irate  when  he's  let  down. 
Exit  interviews  are  remembered 
for  "the  abuse  he  dishes  out," 
says  one  former  manager.  "He 
takes  it  as  a  personal  affront."  A 
bachelor,  McNealv  works  seven 


days  most  weeks,  leaving  little  time 
enjoy  his  rewards,  including  Sun  sto 
worth  $30  million. 

McNealy's  frenetic  pace  also  has  i 
downside — what  insiders  call  "Sunburr 
Like  their  boss.  Sun  managers  tend 
bite  off  more  than  they  can  chew.  "V 
put  too  damn  much  stuff  on  our  plate 
McNealy  concedes.  Until  this  spring,  L 
croute  helped  Sun  get  away  with  th 
An  engineer  for  14  years  at  DEC,  he  h; 
a  reputation  for  shaving  slack  out 
development  schedules.  "For  year 
Scott  has  been  pushing  the  envelope  1: 
cause  he  knew  there  was  a  tough  tas 
master  who  could  execute,"  says  Dav 
F.  Marquardt,  a  former  director.  But  t 
pressure  took  its  toll.  Lacroute  h 
joined  the  Kleiner  Perkins  Caufield 
Byers  venture  capital  firm,  presumab 
to  find  his  own  company  to  run.  Still 
Sun  director,  he  declines  to  comment 
his  reasons  for  resigning,  though  frien( 
say  he  was  tired  of  the  internal  chaos 

Indeed,  Sun's  hasty  grab  for  mark 
share  has  created  dozens  of  problem 
Investments  that  should  have  been  mac 
in  customer  service  and  data  processir 
were  deferred.  The  independent  produ 
divisions  created  a  nightmare  for  man 
facturing  and  sales:  More  than  10,0( 
combinations  of  Sun  computers  and  o 


"Times  may  be  tough, 

but  we're  still 
out-engineering  'em" 

WAYNE  ROSIHG 

Vice-president  for  entry  systems 
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ns  to  build  and  sell.  The  company  also 
iwned  three  product  lines  based  on 
ferent  microprocessors — Sparc,  Mo- 
•ola's  68000,  and  Intel's  80386.  Sun 
;es  a  triple  investment  to  make  all  of 
!m  communicate  on  the  same  network. 
)rse,  the  lines  compete.  "Sun  has  be- 
ne its  own  worst  enemy,"  says  Data- 
est  Inc.  analyst  David  Burdick. 
VIeantime,  divisional  overlaps  in  mar- 
king and  finance  have  turned  forecast- 
f  into  a  mystical  experience.  While 
n  was  small,  its  managers  could 
•amble  to  meet  shipment  targets  at 
;  last  minute.  But  as  a  big  company, 
rerything  we  do  now  is  like  flying  a 
personic  jet  at  treetop  height,"  says 
awford  W.  Beveridge,  vice-president 
•  corporate  resources.  "You  can't  af- 
•d  to  make  mistakes." 
\JOB  GAS  PAINS.'  In  April,  Sun  came 
'Se  to  crashing.  Several  divisions  an- 
unced  new  products  at  once — six  in 
.  The  risks  in  trying  to  coordinate  all 
i  manufacturing,  software,  and  mar- 
ting  details  were  obvious,  but  Sun's 
ivado  prevailed.  "We  were  heroic  so 
iny  times  in  the  past,  we  thought  we 
aid  do  it  again,"  says  Carol  Bartz, 
:e-president  for  customer  service.  "But 
!  couldn't."  Sun's  Milpitas  (Calif.) 
mt,  already  shellshocked  by  the  con- 
rsion  to  a  new  order-processing  com- 
ter,  couldn't  cope.  Production  came  to 
near-halt  for  five  weeks.  There  were 
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too  few  parts  for  old  products,  which 
continued  to  sell  better  than  expected, 
and  suppliers  couldn't  deliver  compo- 
nents for  the  new  models  fast  enough. 

When  the  dust  cleared.  Sun  an- 
nounced on  June  1  that  shipping  delays 
would  likely  produce  a  loss  for  the  quar- 
ter ended  June  30.  Analysts  estimate  the 
deficit  was  about  $4  million,  chopping 
fiscal  1989's  annual  profits  to  $69  mil- 
lion, nearly  flat  with  last  year's,  on  a 
ll'A  increase  in  sales.  Fearing  that  the 
problems  will  linger,  many  analysts  have 
cut  1990  profit  forecasts  by  17%,  on  av- 
erage, to  $110  million,  on  $2.8  billion  in 
sales.  Perhaps  worse.  Sun  made  deep 
discounts  to  major  customers  to  get  rid 
of  old  models — in  the  process  alienating 
dealers  who  resell  its  workstations  into 
specialty  markets.  "Sun  caused  us  major 


gas  pains,"  gripes  W.  Douglas 
Hajjar,  president  of  Valid  Log- 
ic Systems  Inc. 

Sun  says  its  orders  are  now 
stronger  than  ever.  But  if  it 
can't  meet  demand,  McNealy's 
strategy  could  suffer.  Sparc  is 
only  one  of  several  competing 
chips  that  use  RISC,  or  reduced  in- 
struction-set computing,  which  boosts 
performance  over  conventional  chips.  If 
Sun  slows,  Sparc  could  lose  its  appeal. 

On  paper.  Sun  has  already  lost 
ground.  In  a  blow  last  April,  Hewlett- 
Packard  agreed  to  purchase  workstation 
maker  Apollo.  That  gives  HP  a  30'A'  share 
of  the  $4.3  billion  market — vs.  Sun's 
217(.  In  addition,  increasingly  powerful 
PCs  are  poised  to  challenge  Sun,  once 
they  get  Sun-like  networking  and  graph- 
ics software.  "Sun  can't  afford  to  slip 
again,"  warns  Herwick  at  Hambrecht  & 
Quist.  "You  lose  market  share  over 
problems  like  this." 

That's  why  McNealy  is  trying  to  idiot- 
proof  Sun's  new  organization.  Since 
May,  he  has  centralized  marketing,  fi- 
nance, and  other  staff  functions.  William 
J.  Raduchel,  one  of  McNealy's  under- 
graduate professors  at  Harvard  whom 
he  hired  last  year  as  vice-president  for 
corporate  planning,  is  using  the  budget 
process  to  force  the  company  to  coordi- 
nate its  development  efforts. 
To  eliminate  overlaps,  a  lO-page  docu- 
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'We  were  heroic  so  many  times  in 
the  past,  we  thought  we  could 
do  it  again.  But  we  couldn't" 

CAROlBARn 

Vice-president  for  customer  service 


ment  now  describes  precisely  who  lias 
responsibility  for  each  of  about  200  rou- 
tine operating  tasks.  R&D  has  canceled 
three  overlapping  hardware  projects  and 
shelved  some  of  Sun's  less  urgent  ideas, 
such  as  building  a  laptop  model.  Con- 
trols also  have  been  put  on  hiring,  which 
soared  nearly  507'  last  year. 
CLONE  INVASION.  For  now,  McNealy 
says,  his  priority  has  to  be  raising  prof- 
its to  boost  Sun's  stock  price  and  raise 
additional  capital.  A  deal  that  former 
CFG  Joseph  A.  Graziano  cut  with  .AT&T 
last  year  helped  postpone  the  day  of 
reckoning:  The  phone  giant  agreed  to 
buy  15'a  of  Sun's  shares,  at  a  257'  premi- 
um to  the  market  price.  With  Graziano's 
resignation,  however,  $200  million  of  a 
proposed  $840  million  debt  package  he 
was  negotiating  with  institutional  inves- 
tors fell  through.  That  forced  Sun  in 
June  to  sell  more  stock  to  AT&T  sooner — 
and  at  a  lower  price — than  planned.  So 
far,  ,\T&T  has  pumped  $235  million  into 
Sun,  and  ikjw  Sun  has  only  47  of  the 
original  stock  to  sell  to  .\T&T. 

But  Sun's  g)-owth  requires  still  more 
cash — it  is  bui'ning  through  $100  million 
per  quarter.  To  raise  more  debt  or  equi- 


ty at  favorable  rates,  McNealy  figures 
he  has  to  get  margins  back  to  at  least 
117.  But  analysts  don't  expect  to  see 
that  until  next  year  at  the  earliest. 

Yet  McNealy  isn't  giving  up  on 
growth.  As  he  learned  from  his  father 
and  AMC,  a  company  with  too  little  mar- 
ket share  is  condemned  to  skating  "on 
the  hairy  edge  of  not  quite  having  criti- 
cal mass."  That  makes  McNealy  impa- 
tient and  dissatisfied  with  Sun's  rank  as 
No.  10  in  computerdom.  "Who's  the 
tenth-biggest  U.  S.  auto  maker — Tonka 
Toys?"  he  says.  He  sees  continual  devel- 
opment of  leading-edge  products  as  the 
way  to  keep  doners  and  major  computer 
makers  from  limiting  Sun's  options.  If 
Sun  doesn't  build  margins  now,  says 
Mark  F.  Stahlman  of  Sanford  Bernstein 
&  Co.,  "it  may  never  get  the  chance  to 
increase  profitability  again." 

Sun  is  already  feeling  price  pressure. 
SparcStation  1,  its  flagship  desktop  that 
starts  at  $9,000,  was  introduced  in  April, 
boasting  comparable  speed  and  fancier 
graphics  for  257  less  than  a  DEC  work- 
station based  on  a  competiting  RISC  chip. 
But  on  July  11,  dec  countered  with  a 
workstation  that  costs  $1,000  less  than 


the  SparcStation  1  and,  DEC  claims, 
more  powerful.  The  $13  billion  minicot 
puter  maker  also  brought  out  a  workst 
tion  it  says  has  357'  more  power  th:  ' 
Sun's  top-end  SparcStation  370.  "This 
war,"  says  analyst  Marc  G.  Schulman 
UBS  Securities  Inc.  "They're  after  Si- 

So  far,  the  damage  has  been  slight 
June  survey  of  workstation  buyers  I 
Technology  Research  Group  indicat<. 
that  657  of  HP,  dec,  and  Apollo  custoi 
ers  plan  to  evaluate  or  buy  Sun  n! 
chines  this  year — far  more  than  the  nt 
er  way  around.  "Times  may  be  toug 
but  we're  still  out-engineering  'em 
boasts  Wayne  Rosing,  Sun's  vice-pre^ 
dent  for  entry  systems. 

Still,  the  game  is  changing  rapidly. 
the  market  for  workstations  expam 
from  engineers  to  office  workers,  Sun 
marketing  style  may  not  help.  Commc 
cial  buyers  are  less  interested  in  gettn 
absolutely  the  most  computing  pou( 
for  the  dollar  than  in  solving  specif 
business  problems.  That's  where  the  \'. 
boys — IB.M,  DEC,  and  HP — excel.  Sun^ 
field  maintenance  organization  is  wea 
and  the  company  has  been  particular 
bad  about  supporting  its  own  softwar 
customers  complain.  Until  recent!; 
sniffs  Deepak  K.  Goel,  an  engineerin 
manager  at  Ford  Microelectronics  Im 
"Sun  never  seemed  to  care  much  whi 
happened  to  customers." 
SPARC  PLUGS.  Sun  wants  to  fix  that- 
without  spending  too  much.  "We  don 
intend  to  build  a  dinosaur  servic 
group,"  says  Bartz,  noting  that  prol 
margins  on  aftersale  service  have  bet 
dropping  for  major  computer  makers.  5 
later  this  year.  Sun  plans  to  begin  di 
patching  third-party  service  engineei 
who  will  look  to  clients  as  if  they  belon 
to  Sun.  The  company  will  train  ther 
and  customers  will  call  Sun  for  service 

Marketing  is  also  getting  revampe 
Sun  has  doubled  its  budget  to  encourag 
software  developers  to  write  for  Spar 
And  it  is  teaming  with  resellers  to  cra( 
specific  accounts.  With  every  major  con 
petitor  preparing  to  sell  the  same  RIS 
Unix  technology.  Sun's  marketing  wi 
have  to  shape  up,  or  Sun  could  lose  ou 
"We  have  to  walk  very  carefully  now 
concedes  Edward  J.  Zander,  Sun's  ma 
keting  vice-president. 

The  new  drills  sound  a  bit  out  of  cha 
acter  for  Sun.  But  McNealy  thinks  ths 
customers  and  employees  will  adjus 
"Discipline,"  he  insists,  "is  not  a  stufi 
word."  If  his  message  sinks  in,  Sun  hj 
every  chance  of  emerging  healthy  fro^ 
its  recent  troubles.  When  it  comes  1 
those,  1989  may  not  compare  with  197' 
But  it  already  has  been  a  year  of  lessoi- 
that  Scott  McNealy  won't  forget. 

By  Jonathan  B.  Levine  in  Moun/n, 
View,  Calif.,  with  bureau  reports 
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ClONEMAKERS  DON'T  SCARE  SUN- 
IT'S  SENDING  THEM  ENGRAVED  INVITATIONS 


It  seems  like  an  odd  way  to  do  busi- 
ness: Develop  a  hot  new  product. 
Then  look  up  your  potential  com- 
etitors,  everyone  from  AT&T  to  the  en- 
re  nation  of  Japan.  Invite  them  to 
jmpete  with  you.  And  to  sweeten  the 
ffer,  sell  them  your  technology, 
('hat's  going  on  here? 
Call  it  Sun  Microsystems'  version  of 
mpire  building.  Scott  McNealy,  Sun's 
ragmatic  young  chairman,  makes  a 
asic  assumption:  Only  the  big  will  sur- 
ive.  One  obstacle  to  bigness,  for  Sun 
r  any  computer  upstart,  is  software. 
Without  it,  computers 
on't  do  much  and  no 
ne  will  buy  them, 
ut  not  many  soft- 
'are  companies  will 
0  out  on  a  limb  and 
rite  programs  for 
lachines  that  don't 
Iready  sell  well. 
So  McNealy  is  try- 
ig  desperately  to  get 
le  ball  rolling.  Al- 
lost  anyone  can  li- 
snse  Sun's  basic  soft- 
'are  and  Sparc,  the 
iiperfast  microproc- 
5sor  that  is  the  brain 
f  its  flagship  work- 
Lation— a  $9,000-and- 
p  desktop  machine 
lat  packs  the  power 
f  a  minicomputer.  If 
nough  manufactur- 
rs  build  Sun  clones, 
le  software  compa- 
ies  will  have  to  take 
otice.  In  the  end,  ev- 
ryone  will  prosper.  And  Sun's  Sparc 
workstation — it  makes  six  other  mod- 
Is — will  become  a  desktop  standard 
longside  35  million  IBM-style  PCs  and 
early  3  million  Macintoshes  from  Ap- 
le  Computer  Inc.  Unless  the  licensees 
verwhelm  Sun,  of  course,  which  has 
old  fewer  than  30,000  Sparc  units 
ince  1987. 

ICHING  ALONG.  How's  it  going?  In  a 
ford,  slowly.  Early  last  year.  Sun  her- 
Ided  Sparc  endorsements  from  AT&T, 
Inisys,  Xerox,  and  others.  But  so  far, 
nly  startup  Solbourne  Computer  Inc., 
acked  by  Japan's  Matsushita  Co.,  has 
ut  a  Sparc  clone  on  the  market.  In 
act,  one  Unisys  Corp.  division  said  in 
uly  that  it  would  use  Motorola  Inc.'s 
8000  chip,  not  Sparc,  in  a  major  new 
roduct  line,  though  it  hasn't  written 
un  off.  American  Telephone  &  Tele- 
;raph  Co.,  which  owns  16%  of  Sun, 


says  it  won't  have  a  Sparc  machine 
until  the  1990s.  Says  Robert  M. 
Kavner,  president  of  AT&T's  Data  Sys- 
tems Group:  "It's  not  a  religious  issue 
with  us." 

Even  in  Taiwan,  the  land  of  clone- 
makers,  Sparc  hasn't  been  a  sure  sell. 
Last  summer.  Sun  approached  a  con- 
sortium of  six  Taiwanese  PC  makers. 
But  it  demanded  conditions:  It  wanted 
to  reserve  the  most  powerful,  high- 
profit  workstations  for  itself,  leaving 
only  low-end  machines  for  the  clone- 
makers.  Then  Microsoft  Corp.  Chair- 


man William  H.  Gates  got  wind  of  the 
talks  and  lobbied  against  Sun:  More 
than  10%  of  the  world's  PCs  are  built  in 
Taiwan,  most  of  them  IBM  clones  that 
use  Microsoft's  software.  So  far,  only 
Tatung  Corp.  and  Datatech  Enter- 
prises Ltd.  have  signed  with  Sun. 

Still,  McNealy  is  making  some  head- 
way. More  than  650  programs  are  writ- 
ten for  Sparc — more  than  the  total  for 
four  other  chips  that  compete  with  it. 
Most  of  these  are  technical  programs, 
but  office  software  is  on  the  way.  Lo- 
tus Development  Corp.  is  readying  a 
Sparc  version  of  its  1-2-3  spreadsheet 
for  1990.  Ashton-Tate  Corp.  is  expected 
to  do  the  same  for  its  dBase  IV  data- 
management  program.  "We  think 
Sparc  has  the  chance  of  being  one  of 
the  biggest  markets  in  the  business," 
says  Franklin  H.  Moss,  Lotus'  vice- 
president  for  network  software. 


In  May,  moreover.  Sun  signed  up  Ja- 
pan's Toshiba  Corp.  to  bring  out  low- 
cost  Sparc  machines  early  next  year. 
Seiko  Instruments  plans  to  unveil  a 
Sparc  workstation  this  fall,  and  Fujitsu 
Ltd.,  one  of  five  companies  that  make 
the  Sparc  chip  for  Sun,  is  free  to  jump 
in  any  time.  The  Japanese  are  keen  on 
Sun  because  they  see  workstations  as 
their  best  chance  in  the  U.  S.  desktop 
market  after  largely  failing  in  PCs. 

It's  primarily  the  prospect  of  Japa- 
nese competition  that  has  unnerved 
Wall  Street.  For  one,  some  Japanese 
licensees  are  low-cost 
leaders  in  memory 
chips,  color  displays, 
and  other  components 
that  could  help  them 
undercut  Sun.  Sol- 
bourne,  for  example, 
plans  to  introduce  by 
the  end  of  the  year  a 
high-speed  clone 
based  on  Matsushita 
chip  technology  that 
could  challenge  Sun's 
technical  leadership. 

Critics  argue  that 
clones  could  hurt  Sun 
as  they  have  IBM:  Of 
the  IBM-compatible 
PCs  sold  last  year, 
68%'  were  clones.  But 
McNealy  will  take  the 
chance:  "IBM  grew  a 
$7  billion  PC  business 
in  spite  of  the  clones. 
Hurt  me  with  that 
problem,"  he  pleads. 
Sun  argues  that  the 
Japanese  don't  have  good  distribution 
channels  in  the  U.  S.  and  that  by  the 
time  they  arrive,  Sun  will  have  im- 
proved its  own  technology  anyway. 

"The  strategy  is  debated  inside  the 
company,"  says  Kohei  Amo,  president 
of  Sun's  Japanese  subsidiary,  which  al- 
ready faces  stiff  competition  from 
some  two-dozen  native  companies  au- 
thorized to  resell  Sun  computers  local- 
ly. "Not  everybody  agrees."  But  that's 
becoming  a  moot  point.  Until  recently, 
Sun  chose  who  it  would  let  compete. 
But  last  spring,  when  potential  doners 
resisted  negotiating  with  Sun,  a  poten- 
tial competitor,  it  turned  over  licensing 
authority  to  outside  companies.  Now 
all  Sun  can  do  is  watch  as  the  competi- 
tion develops. 

By  Jonathan  B.  Levine  in  San  Francis- 
co and  Neil  Gross  in  Tokyo,  with  Don 
Jones  Yang  in  Taipei 
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COMPUTER  MAKERS  ARE 
BLUE— BUT  NOT  IBM 

It's  fighting  an  industiy  slump  with  a  tough  sales  strategy* 


T 


word  cai.Tie  su-aitrJjt  fi-oiTi  ine 
top  ai  IBM:  The  sec-oiid  quaiter  bet- 
ter look  good.  Cliaimian  Johi:i  F. 
Akers  and  his  teairi  iiad  overhauled  tlie 
company's  major  product  lines,  eliminat- 
ed 6.5(K:i  jobs,  and  shifted  20.00Ci  employ- 
ees from  staff  work  into  sales.  Now. 
tliey  wanted  results — or  heads  would 
roll.  "IBM  put  the  fear  of  God  in  tlieir 
sales  force."  says  Stephen  Cohen,  an  an- 
alyst \\ith  Sound\iew  Financial  Group. 
■"Tliis  is  a  full-court  press."' 

Fear,  it  seems,  has   

worked.  Wall  Sn-eet  ex- 
pects IBM  to  announce  on 
July  IS  tliat  its  second- 
I  quarter  sales  rose  about 
I        from  the  year-ear- 
lier's  dismal  results.  Ana- 
lysts tiiink  its  earnings 
jumped  about  4r"'>,  to 
i  S2.30  or  so  a  share,  de 
spite  heavy  discounring 
and  overhead  that's  still 


same  gi-owtl:i  rate  as  m  19SS.  says  r>Rl/ 
McGraw-Hill  analyst  Michael  J.  Raimon- 
di.  But  he  thinks  the  increase  could  drop 
to  1.6';-  ill  1990.  He  adds  tliat  spending 
will  grow  faster  in  1991 — ^if  tlie  overall 
economy  picks  up. 

Tlie  way  IBM  got  its  gains  shows  how 
soft  tilings  are.  "They  did  whatever  it 
took  to  close  a  deal."  says  analyst  Ste- 
phen Dube  of  Shearson  Lehman  Button 
Inc.  Mauiframe  competitors  and  leasing- 
industrv"  executives  sav  tliat  IBM  offered 


THE  YEAR  OF  THE  MINI-SLUMP 

Revenues  and  profits  for  some  major  computer  and  sofrware  companies  millions  of  dollars) 


1988 


1989 


running  at  os  •  oi  reve- 
nues— three  points  above 
normal.  The  company 
even  may  have  done  a  bit 
beuer  in  tlie  U.  S..  where 
its  prcifits  fell  64"'  and 
revenues  dropped  IT''  be- 
riveen  19^4  and  IHSS. 

Ir.  fact,  IBM"?  f>erfor- 
mance  is  one  of  tiie  few 
high,  notes  in  ari  iridusny 

that's  largely  si:~;ging  tlit   

blues.  A  vddf  range  oi  sofnvarc  ana 
hardv.-are  companies.  includii~g  3Com. 
Ashton-Tate.  Mierosofu  IiEC.  Wang,  and 
Unisys  expect  to  rrpcirt  everahing  from 
losses  tCi  lower  or  lower-than-expected 
eaniings  for  the  -June  quaner.  Particu- 
hii-ly  stanJin.g  is  a  warning  from  Phoe- 
nix Technologies  Inc..  a  'tiellwetlier  for 
the  PC  indusny  since  it  sells  most  manu- 
facturers' key  sofrR-are.  that  it  lost  up 
to  -51  million  for  the  period  vs.  a  year- 
rariir;-  -.rofh  of  §2.1  million. 
DISCOUNT  DRIVE.  Eacli  Company  has  an 
expianatiun  for  its  dowiitum.  but  there 
seems  lo  he  a  common  tlu-ead;  Computer 
demand  is  still  slowing,  particularly  in 
tlie  U.  S..  panly  because  of  fears  about 
the  economy.  Business  buyers  v>ill  spend 
o"   more  on  coinvuters  this  vear.  tlie 
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up  to  '6-j  oil  on  mamirame  pnces — ana 
quantity"  discounts  were  deep>er.  "IBM's 
more  aggressive  than  I've  ever  seen 
them."  says  Keimeth  Pontikes.  chairman 
of  leasing  company  Comdisco  Inc. 

Tlie  tough  sales  strateg>"  played  havoc 
vdth  IBM's  mainframe  competitors.  Am- 
dahl Corp..  for  instance,  has  warned 
Wall  Sn-eet  that  its  second-quarter  prof- 
its fell  by  as  much  as  oo^^  aespite  a 
revenue  increase  of  as  much  as  20^'. 
Chalk  that  upi  to  .Amdhal's  discounting 
in  response  to  IBM's  price  cuts.  And  ana- 
lysts who  once  predicted  second-quarter 
profits  of  up  to  40c  a  share  for  Unisys 
Corp.  thiiik  it  could  show  an  operating 
loss.  Unisys  executives  blame  slow  de- 
mand, tliough  the  pressure  from  IBM's 
airsrressive  pricing  didn't  help. 


IBM's  new  minicomputer,  tlie  AS  - 
might  have  caused  problems  for  comp| 
itors.  too.  by  stanching  desertions  fr< 
Big  Blue.  In  fact,  the  AS/400  is  said 
have  sold  so  well  tliat  IBM  is  rumored 
have  had  trouble  finding  enough  tecl 
cians  to  install  it.  Analysts  say  sales 
the  machine  are  slowing,  hut  rivals,  p 
ticularly  Digital  Equipment  Corp. 
licking  their  wounds.  DEC  is  expected 
report  flat  U.  S.  sales  for  the  year  enc 
June  30  and  an  18^^  drop  in  overall  pr 
its.  to  .?1.07.5  billion. 
HOLDING  STEADY.  IBM's  second-quar 
zeal  had  a  less  direct  impact  on  major 
makers,  tliough  IBM  says  its  PS/2  post 
a  40^'  increase  in  domestic  sales  throu 
dealers  and  other  resellers  vs.  the  ye 
earlier  quarter.  Apple  Computer  I 
told  analysts  its  biggest  problem  for 
quarter — one  that  wOl  hurt  profits- 
that  it  underestimated  demand  for  k 
products,  such  as  the  new  MAC  II 
Compaq  Computer  Corp.  says  its  marl 

 1  share  is  holding  stea 

and  that  it  doesn't  behe 
IBM's  PS '2  sales  figur 
'"There's  no  support  i 
those  numbers,"  says  ? 
chael  S.  Swavely,  pre 
dent  of  North  Americ 
operations  at  Conipa 
who  says  research  sho^ 
IBM  has  lost  ground 
dealer  sales.  But  ott 
research  appears  to  ba 
IBM's  claims  of  some  i 
provenient:  Dataque 
Inc.  expects  Big  Blu< 
U.  S.  PC  market  share 
rise  to  13.-5'v  of  units  s( 
in  1989,  from  198! 
12.4^'  share. 

The  question  now 
whether  IBM  can  keep  i 
sales  ball  rolling.  Ai 
lysts  question,  for 

  stance,  whether  mai 

frame  demand  is  sufficient  to  sustain 
momentum  tlirough  1989.  The  push 
log  mainframe  orders  in  the  seco 
quaner  may  also  have  stolen  sales  fr( 
the  second  half.  Still,  IBM  is  due  to  del 
er  mainframe  upgrades,  usually  a  sal 
tonic,  in  Septem'oer.  Yearend  sales  cou 
also  be  helped  by  new  mainframe  di 
drives,  due  this  summer. 

So  for  tlie  moment,  the  head  rollers 
IBM  have  issued  a  stay  of  execution.  F 
how  long?  That  depends  on  when  cu 
tomers  open  tiieir  purses  again,  and  th 
depends  on  how  the  economy  fares.  Hi 
tie  always  helps.  But  not  even  IBM 
mighri"  sales  force  can  prop  up  an  indu 
try  that's  bent  on  slowing  down. 

By  Deidre  A  Depke  in  Seic  York,  m 
bureau  reports. 
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F  ISDN  IS 

HE  FUTURE  OF 

OMMUMCATIONS 

low  DO  YOU 
XPUUN1HIS? 


ISDN— the  Integrated  Services  Digital  Network 
—  is  here.  Northern  Tfelecom  is  providing  it.  Telephone 
companies  are  installing  it.  Fbrward-thinking  corpora- 
tions are  using  it  for  a  competitive  advantage. 

You  don't  have  to  understand  how  ISDN  lets  you 
send  voice  and  data  together  over  ordinary  phone 
wiring.  Just  how  it  can  benefit  your  business. 

And  we  make  that  easy.  Because  Northern  Tfelecom 
has  more  ways  to  put  ISDN  to  work  in  your  business 
communications  than  anyone  else. 

Call  1-800-543-9806.  We  can  show  . 
you  how  to  put  your  corporate 
communications  on  the  map.  I 


fciccoin 


■ORTUNE  500  oil 
mpany  is  cutting  the 
3t  of  sending  voice 
d  data  bet\ween 
ces  in  San  Francisco 
h  a  Northern  Telecom 
)N  phone  system. 


A  major  bank  in 

Portland  is  using  a 
Northern  Telecom  ISDN 
system  to  send  transac- 
tions between  head- 
quarters and  branches 
faster  and  more 
accurately 


A  national  telemarketer 

in  Utah  is  answering  more  calls 
per  minute  with  an  ISDN 
system  from  Northern  Telecom. 


A  telephone  company 

in  Chicago  will  use  a 
Northern  Telecom  ISDN 
system  to  save  busi- 
nesses the  cost  of 
special  cabling  and 
terminals  for  data 
communications. 


software  company 

San  Jose  has  teamed  up  with 
)rthern  Telecom  to  provide  the 
5t  ISDN  products  that  com- 
jnicate  with  IBM's  Systems 
(twork  Architecture. 


the  nation's  first  ISDN  trial, 

Phoenix,  a  Northern  Telecom 
DN  system  proved  that  it  speeds 
mmunications  among  a  variety 
terminals  and  computers. 


A  long  distance  com- 
pany in  the  Midwest 
estimates  it  can  handle 
15%  more  calls  with  an 
ISDN  system  from 
Northern  Telecom. 


A  telephone  company 

has  selected  a  Northern  Telecom 
ISDN  system  to  provide  its  cus- 
tomers in  St.  Louis  with  video 
conferencing  and  voice  mail. 


A  multinational  manu- 
facturer in  Rochester, 
New  York,  is  making  it 
less  expensive  to  link 
offices  and  factories 
with  a  Northern  Telecom 
ISDN  system. 


A  Connecticut  utility 

can  automatically 
access  and  display  a 
calling  customer's 
records  with  a  Northern 
Telecom  ISDN  system. 

A  pharmaceutical 
maker  has  linked  its 
Northern  Telecom  ISDN 
system  with  its  tele- 
phone company's  to 
provide  instant  caller  I.D. 
and  high-speed  fax 
communications  be- 
tween office  sites  in 
North  Carolina. 


A  Florida  real  estate  developer 

and  the  local  phone  company  are 
working  with  Northern  Telecom 
to  offer  America's  first  home  ISDN 
service  over  optical  fiber 


Why  build  a  printer 
you  can  stand  on,  when 
all  it  will  ever  carry  is 
a  full  office  workload? 

The  answer  is  reliability. 

We  built  the  best  track  record  in  the  industry 
by  demanding  a  lot  more  from  our  products 
than  you  ever  will.  OKIDATA  engineers  call  this 
"championship  specs."  Over  3  million 
OKIDATA  users  call  it  rugged  reliability.  And  it 
shows  in  the  quality  and  performance  of  every 
printer  and  modem  we  make. 

You  can  see  it  in  our  new  300  series  of  9-pin 
and  24-pin  printers.  Their  speed,  print  quality 
and  sheer  versatility  can  carry  a  ton  of  paper- 
work. With  day  in,  day  out  reliability. 
OKIDATA  wouldn't  have  it  any  other  way. 
Why  should  you? 

Call  1-800-OKIDATA  for  the  dealer  near  you. 


OKIDATA  is  a  registered  trademark  of  Oki  America.  Inc.. 
Marque  deposee  de  Oki  America,  Inc. 


OKIDATA 

an  OKI  AMERICA  company 
We  put  business  on  paper. 
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QUEEN  HERSELF:  LEONA  IS  ACTIVE  IN  DAY-TO-DAY  MANAGEMENT,  COST-CUTTING,  AND  QUALITY  CONTROL 


ifHAT  IF  LEONA  LEAVES 

HE  PALACE  FOR  THE  POKEY? 


she's  convicted  and  jailed,  Helmsley  Hotels  could  flounder 


i^R^eek  in  and  week  out,  her  smil- 
I^^V  ing  face  appears  in  magazine 

W^m  advertisements  across  the 
intry.  She  is  the  self-styled  queen  of 
!  hotel  world,  promising  guests  fluffy 
vels,  extra  pillows,  vanity  mirrors, 
d  first-rate  service.  But  on  July  5,  the 
y  after  her  69th  birthday,  Leona 
ilmsley  stepped  into  less-than-regal 
rroundings:  a  courtroom  in  lower 
mhattan,  where  300  people  had  come 
see  her  stand  trial  on  federal  charges 
evading  roughly  $1  million  in  taxes, 
rhe  charges  are  not  pretty.  The  gov- 
iment  alleges  that  Helmsley  evaded 
rsonal  income  taxes  by  disguising  as 
siness  expenses  some  $4  million  in 
lovation  costs  at  her  estate  in  Green- 
ch,  Conn.  Among  the  allegedly  phony 
Is  listed  in  the  indictment  is  $1  million 
L  an  enclosed  swimming  pool  and  mar- 
i  dance  floor — described  on  invoices  as 
nstruction  work  at  Helmsley-con- 
)lled  commercial  buildings.  Helmsley 
charged  with  extorting  kickbacks 
)m  suppliers,  too,  and  jurors  have  al- 
ady  heard  testimony  about  cash- 
iffed  envelopes  being  dropped  off  by 
uor  merchants  for  Helmsley. 
Leona's  husband,  Harry  B.  Helmsley, 


80,  was  also  indicted  but  has  been  de- 
clared unfit  for  trial  because  of  memory 
lapses.  Now,  Leona  faces  an  ordeal  that 
could  last  three  months  and  end  in  a  jail 
sentence  if  she's  convicted. 

More  than  Helmsley's  personal  fate 
hangs  in  the  balance.  Leona  and  Hariy, 
whose  personal  net  worth  is  roughly  $1 
billion,  control  an  empire  valued  at  $5 
billion.  Helmsley-Spear  Inc.  of  New 
York  manages  about  600  properties  and 
has  annual  revenues  of  around  $1.1  bil- 
lion. Helmsley  Hotels  Inc.,  of  which  Leo- 
na is  president,  includes  six  luxury  New 
York  hotels  and  Harley  Hotels  Inc.,  a 
chain  of  17  hotels  in  10 
states. 

Of  all  the  Helmsley  busi- 
nesses, the  hotels  would  be 
most  directly  affected  by  a 
conviction.  Leona  leaves 
much  of  the  hotels'  opera- 
tions, such  as  labor  negotia- 
tions and  hiring,  to  under- 
lings. But  former  execu- 
tives say- she  is  very  active 
in  day-to-day  management, 
cost-cutting,  marketing, 
and  quality  control.  She 
lunches  in  a  different  hotel 


IE 


every  day  to  monitor  the 
food.  And  thanks  to  the 
company's  widespread  ads, 
with  such  slogans  as  "the 
only  palace  in  the  world 
where  the  queen  stands 
guard,"  her  slavish  atten- 
tion to  detail  is  well-known 
to  customers,  who  have 
come  to  identify  her  with 
the  Helmsley  hotels. 

Some  in  the  industry 
speculate  that,  if  Leona 
goes  to  jail,  Harry  might  be 
persuaded  to  sell  some  of 
the  hotels  since  neither 
Helmsley  has  children  who 
could  take  over.  In  the  past 
few  years,  the  Helmsleys 
have  sold  off  four  of  the 
more  modest  Harley  prop- 
erties. With  interest  in  the 
New  York  hotel  market 
soaring,  particularly  among 
foreign  investors  looking 
for  a  major  presence  in  the 
U.  S.,  the  Helmsley  Palace  alone  would 
probably  fetch  $500  million,  experts  say. 
The  Helmsleys  and  company  representa- 
tives declined  to  be  interviewed. 
'ABRASIVE.'  Helmsley's  lawyer,  Gerald  A. 
Feffer,  has  already  begun  preparing  the 
jury  for  the  worst.  In  opening  argu- 
ments, he  conceded  that  she  was  known 
for  being  "rude"  and  "abrasive"  to  em- 
ployees, and  he  described  her  as  a 
"tough  bitch."  His  point:  Although  many 
people  may  not  like  her,  that  doesn't 
mean  she's  guilty.  Part  of  Feffer's  plan 
is  to  pin  the  alleged  scheme  on  Frank 
Turco,  the  former  chief  financial  officer 
of  Helmsley  Hotels,  who  is  also  on  trial. 
And  the  lawyer  can  make  at  least  two 
appeals  to  logic.  Why,  he  will  ask,  would 
Helmsley  fire  employees  or  refuse  to 
pay  contractors  who  were  privy  to  her 
alleged  invoice  scams?  And  why  would  a 
couple  who  paid  $57.8  million  in  taxes 
over  three  years  risk  spending  time  in 
jail  to  save  another  $1  million  or  so? 

Only  the  jury  can  answer.  But  former 
associates  describe  Helmsley  as  a  ruth- 
less woman  for  whom  thrift 
was  paramount.  In  1982,  af- 
ter her  son  from  a  previous 
marriage  died  of  a  heart  at- 
tack, Helmsley  sued  her 
daughter-in-law  to  recover 
a  ring  that  Helmsley 
claimed  was  a  loan.  She 
dropped  the  suit  after  her 
daughter-in-law  produced  a 
news  clip  describing  the 
ring  as  a  gift. 

The  hotel  queen  had  four 
different  surnames  before 
becoming     Mrs.  Harry 
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WE  HAVE  SOME  CHOICE  WORDS  FOR  THOSE 
WHO  MISSED  OUR  1989  CONFERENCES 


Our  conference  transcripts.  And  they're 
available  now — on  a  very  limited  basis. 

Although  it's  impossible  for  these  tran- 
scripts to  include  the  lively  and  informative 
v^orkshop  discussions  (you  should've  been 
there),  each  does  contain  all  the  general  session 
presentations  and,  whenever  possible,  hard  cop- 
ies of  the  audiovisual  materials  used  by  the 
speakers.  Each  transcript  contains  information 
not  available  from  any  other  source,  an  invalua- 
ble reference  tool  for  your  office. 

To  receive  your  transcript(s),  complete  this 
form  and  send  it  with  the  proper  amount  to 
Business  Week  Executive  Programs,  Transcript 
Department,  1221  Avenue  of  the  Americas, 
New  York,  NY  10020.  Payment  must  accom- 
pany all  orders. 


BusinessWeek 


Q  U  S.  Japan  Business  Toward  2000; 
Competition  and  Partnership 
March  7-8,  1989,  $99.00 

Topics  include;  [apan's  Economic  Policy,  |apan's  Trade  and  Invest- 
ment Policy,  Emerging  Business  Opportunities  in  japan,  Choosing 
Investment  Strategies  for  |apan  Entry  |apan-U.S.  Venture  Business 
Opportunities,  Managing  Corporate  Image  in  |apan  and  many 
more. 

□  1992  and  Beyond 

The  Reshaping  of  Europe: 
Implications  for  Global  Business 
May  2-3,  1989,  $99.00 

Topics  include.  The  New  European  fiscal  and  monetary  order,  Eu- 
rope's new  corporate  playing  field,  Pan-European  manufacturing, 
Pan-European  media  and  marketing  strategies,  and  many  more. 
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Imsley.  Born  Leona  Mindy  Rosenthal, 
ighter  of  a  hatmaker,  she  grew  up  in 
poor  Brooklyn  neighborhood.  In  20 
irs,  she  went  through  two  husbands, 
3  of  whom  she  married  twice.  After 
orcing  the  second,  she  adopted  the 
Tie  Leona  Roberts  and  became  a  real 
ate  broker  in  the  1960s.  Her  talents 

a  hard-di-iving  saleswoman  drew  no- 
i  from  Harry  Helmsley,  who  by  the 
'Os  was  one  of  the  country's  richest 
l1  estate  barons.  A  quiet  but  sharp 
jotiator,  he  built  his  empire  largely  by 
ying  properties  with  other  investors' 
ney  and  taking  over  the  management 
itracts  himself.  In  1971,  Helmsley  left 

wife  of  33  years  to  marry  Leona. 
^EBIRDS.  Prodded  by  his  new  wife, 
rry  began  living  more  extravagantly, 
3nds  recall.  He  took  a  duplex  pent- 
ose with  a  swimming  pool  at  his  Park 
ne  Hotel  and  bought  a  plane  equipped 
;h  a  bedroom  suite.  'The  Helmsleys 
v'e  since  added  a  Palm  Beach  condo,  a 
million  retreat  near  Phoenix,  and  the 
'.  million,  26-acre  Connecticut  estate, 
ey  also  won  a  reputation  as  lovebirds, 
hey  were  very  kissy-kissy,  lovey- 
/ey,"  says  Mimi  Panzirer,  Helmsley's 
ughter-in-law.  "Leona  would  say: 
)ok  at  his  head.  Isn't  he  gorgeous?' 


THE  HEIMSIEY  EIWPiRE 

Helmsley  Enterprises,  the  holding  compa- 
ny for  a  host  of  real  estate,  hotel,  and  re- 
lated enterprises,  is  controlled  by  Harry 
and  Leona  Helmsley  and  is  valued  at 
$5  billion.  The  major  components: 

HEUWSLEY-SPEAR  With  $1.1  biUion  in 
annual  revenues,  the  largest  division  of 
parent  company.  Operates  real  estate 
and  insurance  brokerage  businesses, 
acts  as  managing  agent  for  over  600 
office  and  apartment  buildings  in  New 
York,  Florida.  Texas,  California,  and 
other  states.  Most  prominent  property: 
the  Empire  State  Building  in  New  York 

HELMSLEY  HOTELS  Operates  six  luxury 
New  York  City  hotels,  including  the 
Helmsley  Palace.  The  Harley  Hotel  divi- 
sion operates  an  additional  17  hotels  and 
motor  inns  in  10  states 

DECO  PURCHASING  Centralized  purchas- 
ing agent  for  Helmsley  hotels 

OWNERS  MAINTENANCE  Cleaning-ser- 
vices company  that  holds  contracts  with 
many  Helmsley-Spear  buildings 

DATA;  BW 


He  would  call  her  'my  darling  Lee.'  " 
But  associates  didn't  always  share 
Harry's  passion.  A  number  of  his  real 
estate  cronies  clashed  with  Leona,  and 
she  helped  push  out  some  of  his  closest 
advisers.  New  York  developer  Samuel  J. 
Lefrak  claims  Leona  botched  his  pro- 
posed $1  million  donation  to  New  York 
Hospital  when  she  refused  to  let  his 
name  be  inscribed  over  a  doorway.  Her 
husband's  earlier  $33  million  contribu- 
tion gave  the  couple  veto  power  on  other 
donors'  names  appearing.  "She  wanted 
it  all  to  herself,"  grouses  Lefrak. 

Technically,  Helmsley  could  now  face 
decades  in  prison,  but  judging  from  simi- 
lar cases  she  will  probably  get  no  more 
than  three  years  if  the  government  wins 
its  case.  A  conviction  would  also  leave 
her  open  to  civil  lawsuits  from  investors 
in  the  properties  from  which  the  $4  mil- 
lion was  allegedly  siphoned. 

But  for  now,  Helmsley  is  adopting  a 
business-as-usual  strategy.  She  still  goes 
to  her  office  on  Fridays,  when  the  trial 
is  in  recess,  and  the  ads  starring  her 
keep  running  in  national  magazines.  She 
is,  after  all,  queen  of  the  palace.  And 
most  queens  don't  abandon  their  thrones 
until  they're  forced  to. 

By  Andrea  Rothman  in  New  York 


With  the  way  some  facsimiles  make  you  wait, 
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TENNIS  I 


THE  VOLVO  TOURNAMENT 
BRINGS  VERMONT  TO  THE  NET 


It's  fighting  to  keep  the  lucrative  tennis  event  at  Stratton 


Five  years  ago,  James  E.  Westhall, 
the  founding  owner  of  the  Volvo 
International  Tennis  Tournament, 
moved  the  competition  from  the  Mt. 
Washington  Hotel  at  Bretton  Woods, 
N.  H.,  to  a  ski  complex  near  Manchester, 
Vt.,  named  Stratton  Mountain.  But  he 
had  to  volley  hard  with  the  Vermont 
resort  to  get  permission,  eventually  giv- 
ing up  lucrative  parking  and  concession 
revenues.  In  those  days,  the  Volvo  was 
one  of  the  lesser-known  stops  on  the 
tennis  Grand  Prix  circuit. 

No  more.  Professional  tennis  players 
came  to  love  the  Stratton  Mountain 
event,  and  their  enthusiasm  has  turned 
it  into  one  of  the  hits  of  the  tour.  After 
many  tournaments  played  in  or  near  big 


cities,  the  players  can  relax  on  the  re- 
sort's golf  course  and  enjoy  country  liv- 
ing with  their  spouses.  More  important, 
the  Stratton  tournament,  which  starts 
this  year  on  July  29,  is  a  perfect  warm- 
up  for  the  U.  S.  Open:  Stratton  has  the 
same  court  surface,  Decoturf  II,  as  the 
National  Tennis  Center  in  Flushing, 
N.  Y.  Indeed,  this  is  why  Westhall 
moved  the  tournament  from  Mt.  Wash- 
ington, which  has  clay  courts.  Wimble- 
don, the  main  tournament  preceding 
Stratton,  is  played  on  grass. 
BETTER  SEATS.  Because  top  players  such 
as  Boris  Becker  (this  year's  Wimbledon 
champion),  Michael  Chang  (winner  of  the 
French  Open),  and  No.  1-ranked  Ivan 
Lendl  all  play  at  Stratton,  the  crowds 


are  enormous.  The  place  has  been  sc 
out  for  the  past  two  years  and  is  expei 
ed  to  sell  out  again  this  year. 

But  now  Westhall  is  playing  aggn 
sively  once  again.  The  resort  puts 
wooden  bleachers  every  year  to  se 
11,000  for  the  tournament  and  then  tea 
them  down.  This  is  no  longer  acceptab 
Beginning  in  1990,  the  Volvo  must  ha 
a  permanent  facility,  or  it  risks  losing 
Association  of  Tennis  Professions 
sanction  as  a  championship-level  tourr 
ment.  So  Westhall  wants  a  state-of-tl 
art  stadium  court  with  a  minimum 
15,000  seats,  a  grandstand  court  alon 
side  with  at  least  2,000  seats,  and 
additional  courts,  six  of  which  must 
lighted.  Stratton's  new  Japanese  owne 
are  willing  to  invest  money  in  the  sii 
but  not  enough  to  meet  the  ATP  requii 
ments.  This  year's  event  is  the  last  in 
five-year  contract,  and  Westhall  says 
will  pick  up  his  tennis  balls  and  move 
someone  offers  something  better. 

At  stake  is  more  than  what  Stratfc 
stands  to  give  up.  While  Vermont  does 
healthy  winter  tourism  business  fro 
skiing,  losing  one  of  its  few  summ 
attractions  could  be  devastating.  La 
year,  the  tournament  generated  $4( 


you'd  think  that  you  had  nothing  better  to  do  wii 
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ilion  for  the  state's 

)nomy,  according 

an  economic-impact 

idy  conducted  by 

i    University  of 

issachusetts  Grad- 

te  School  of  Sports 

inagement.  Ticket 

ders,  whose  aver- 

e  yearly  household 

ome  was  $101,551, 

!nt  an  average  of 

.0.57  a  day  while 

ending  the  seven- 

f  event.  So  now, 

;  government  in 

mtpelier  is  rally- 

:.  "We  are  going  to 
everything  in  our 

wer  to  keep  the 

irnament  in  Ver- 

int,"   says   E.  G. 

lulton,  Vermont's  secretary  of  devel- 

•nent  and  community  affairs. 

ND  FLOAT.  After  23  communities  in  the 

.te  expressed  interest  in  having  the 

irnament,  Vermont  Governor  Made- 

le  M.  Kunin  established  a  commission 

choose  a  site.  Last  week,  the  months 

visiting,  meeting,  and  studying  result- 
in  a  decision.  The  proposed  site? 

ne  other  than  Stratton  Mountain.  The 

.te  would  establish  a  regional  author- 


WIMBLEDON  CHAMP  BORIS  BECKER:  ONE  OF  VOLVO'S  DRAWING  CARDS 


ity  to  run  a  new  facility  at  the  resort.  To 
service  the  debt  on  the  bonds  that  would 
have  to  be  floated  to  meet  Westhall's 
demands,  the  authority  would  raise 
room  and  meal  taxes.  Although  the  plan 
still  needs  legislative  approval,  little  op- 
position is  expected. 

But  it's  not  game,  set,  and  match  for 
Stratton  yet.  This  spring,  Pittsfield, 
Mass.,  weighed  in  with  a  multimedia  pre- 
sentation, replete  with  hors  d'oeuvres 


and  wme  served  m 
specially  made  glass- 
es with  a  tournament 
logo  etched  on  the 
side.  General  Electric 
Co.,  which  has  a  plas- 
tics research  facility 
in  Pittsfield,  was  host 
and  partial  sponsor  of 
the  $100,000  pitch. 
"Getting  an  event 
like  the  Volvo  would 
help  us  attract  pro- 
fessionals to  the 
city,"  explains  Uwe  S. 
Wascher,  vice-presi- 
dent of  GE's  plastics 
group. 

New  Haven  also 
wants  the  Volvo  tour- 
nament, at  a  site  near 
the  Yale  Bowl.  This  is 
the  only  big  city  still  in  the  running,  and 
its  chances  look  slim  because  much  of 
the  Volvo's  success  in  the  past  five 
years  is  attributed  to  its  bucolic  setting. 
But  New  Haven  has  money  that  its  ru- 
ral competitors  do  not,  and  Westhall  is 
pragmatic:  "Vermont  has  been  very 
good  to  us,"  he  says,  "but  this  has  got 
to  be  a  business  decision."  In  other 
words,  an  ace  can  still  take  the  cup. 
By  Robert  B.  Duffy  in  Manchester,  Vt. 
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Outdoors 


GETTING  YOUR  FEET  WET 
IN  SAILBOAT  RACING 


It's  become  a  common 
theme  in  many  competitive 
sports:  The  more  sophisti- 
cated your  equipment,  the 
more  you'll  win.  Yacht  racing 
is  no  exception.  From  majestic 
80-foot  maxis  to  tiny  Sunfish, 
sailors  are  constantly  seeking 
innovations. 

But  there's  one  class  of 
boat  that's  bucking  the  trend. 
It's  the  International  One-De- 
sign (lOD),  a  classic  racer  de- 
signed 53  years  ago  that  has 
become  a  favorite  of  a  grow- 
ing number  of  sailors.  Boats 
as  old  as  lODs  usually  die  out: 
These  yachts  are  slower  than 
newer  designs,  impossible  to 
sail  for  more  than  a  day,  and 
not  good  for  much  else  be- 
sides racing.  But  for  tradition- 
alists, "lODs  are  the  old  thor- 


oughbreds of  yacht  racing," 
says  Tony  Leggett,  vice-presi- 
dent for  corporate  finance  at 
IMI  Securities  in  New  York, 
who  has  been  racing  lODs  for 
the  past  five  years.  "They 
have  a  kind  of  classic  beauty 
that  makes  you  want  to  pay 
through  the  nose  for  the  thrill 
of  getting  wet  and  beat  up." 
EQUALIZERS.  In  yacht  racing, 
paying  through  the  nose  is  a 
relative  concept.  In  fact,  rac- 
ing is  far  less  expensive  with 
an  lOD  than  with  many  other 
classes  of  boats.  A  new  lOD 
costs  about  $40,000  and  about 
$5,000  a  year  to  maintain.  Un- 
like other  classes  of  boats, 
which  have  to  adhere  to  only 
very  general  guidleines  about 
hull  length  and  rig  to  com- 
pete, lODs  are  built  to  precise 


specifications,  so  that  every 
boat  in  the  class  is  essentially 
identical.  Though  each  boat  is 
custom-made,  all  lODs  use 
standardized  fittings  and 
sails.  Every  lOD  racer  is  per- 
mitted to  buy  only  one  new 
sail  a  year  from  a  specified 
manufacturer  so  that  every 
boat  in  the  fleet  competes 
with  the  same  equipment. 

That's  why  One-Design 
owners  like  to  say  that  racing 
an  lOD  is  more  a  test  of  skill 
than  of  purchasing  power. 
Many  famed  America's  Cup 
competitors  started  out  racing 
lODs,  among  them  Ted  Hood 
and  Bus  Mosbacher. 

An  excellent  way  to  start 
racing  is  by  crewing  on  some- 
one else's  boat.  A  few  weeks 
ago,  I  spent  a  day  as  part  of 


the  five-person  crew  aboiu 
an  lOD  in  the  World  Cham 
onship  qualifying  races 
Long  Island  Sound.  I  acco 
panied  Erik  Roede,  the  sk 
per  of  the  Yellowcake  and 
senior  vice-president  at  Cin 
Line  Tours.  Roede  is  a  desc( 
dant  of  Norwegian  boat-bui 
er  Bjarne  Aas,  who  design 
the  original  lOD,  which,  unli 
today's  fiberglass  versioi 
was  wooden.  Like  all  lOI 
the  Yellowcake  is  33  ¥2  f< 
long  and  has  455  square  ft 
of  sails. 
BOOM-WARY.  Because  tl 
race  was  strictly  for  an 
teurs,  I  didn't  anticipate  tY 
the  Yellowcake  would  mo 
so  swiftly  and  change  tack 
often.  It  was  an  unusua 
windy  day,  and  the  water, 


84  BUSINESS  WEEK/JULY  24,  1989 


PERSONAL  BUSIN 


?  pros  say,  was  very 
npy.  We  were  rac- 
r  against  five  otiier 
js,  and  after  four 
urs  of  raising  and 
vering  the  sails, 
iling  water  out  of 
;  hull  with  a  hand 
mp,  and  innumera- 
■  cries  of  "Coming 
3ut!"  we  still  came 

sixth.  But  I  man- 
ed  to  avoid  getting 

on  the  head  by  the 
3m,  so  I'm  ready  to  crew 
ain, 

VIost  boats  are  chronically 
jrt  on  crew  members.  So 
in  if  you  don't  know  the 
ference  between  the  boom 
e  horizontal  pole  at  the  bot- 
n  of  the  mainsail)  and  the 
tst  (the  vertical  pole  that 
pports  the  sail.^  and  the 
om),  you  shouldn't  have 
luble  finding  a  boat  that 
ids  you.  You  can  check  out 


LEARNING  THE  ROPES:  CLUBS  PROVIDE 
PRACTICE  AND  BASIC  SAILING  COURSES 


the  bulletin  boards  at  a  lo- 
cal yacht  club  or  marine 
shop  and  peruse  the  ad- 
vertisements in  the  back 
of  sailing  magazines  for 
boats  that  are  short  on  crew. 
BARE  BOATS.  That's  not  to  say 
you  must  learn  to  sail  on  an 
lOD.  For  a  nominal  monthly 
fee,  a  local  sailing  club  will  let 
you  practice  on  a  less  ambi- 
tious boat  with  relatively  sim- 
ple rigging,  offer  some  in- 


struction, and  provide  a  choice 
of  sailing  partners.  Since 
most  lODs  are  privately 
owned,  charting  one  for  less 
than  an  entire  season  is  al- 
most impossible.  But  you  can 
still  charter  other  boats.  A 
small  "bare  boat" — one  with- 


out a  crew  or  supplies — 
starts  around  $1,300  a 
week.  Rates  for  "crewed" 
boats — which  usually 
come  with  three  pros  and 
provisions — start  around 
$7,000. 

Getting  your  topsiders 
wet  shouldn't  be  difficult. 
The  U.S.  Yacht  Racing 
Assn.  in  Newport,  R.  I. 
(401  849-5200),  tracks 
most  of  the  races  in  the 
U.  S  and  around  the 
world.  Major  races  this 
season  include  the  Audi/ 
Sailing  World  Regatta  in 
Newport,  Aug.  17-20;  the 
Rolex  International  Wom- 
en's Keelboat  Champion- 
ship at  the  Ida  Lewis 
Yacht  Club  in  Newport,  Sept. 
15-23;  and  lOD  World  Champi- 
onships at  the  American 
Yacht  Club  in  Rye,  N.  Y.,  dur- 
ing the  second  week  of 
September.  Laura  Zinn 


t's  more  blessed  to  give 
than  receive,  the  saying 
goes.  But  lately,  charities 
ve  been  telling  donors  they 
1  have  it  both  ways,  with 
ins  that  provide  a  charita- 
!  deduction  and  income  for 
J  givers  now  and  a  lump 
m  for  the  charities  later. 
3ne  particularly  popular  ve- 
;le:  charitable  remainder 
ists.  These  irrevocable 
ists  are  set  up  to  pay  the 
nor  income  for  a  certain  pe- 
d  or  for  life;  the  asset  then 
3ses  to  the  charity.  There 
3  two  kinds:  In  an  annuity 
ist,  the  donor  receives  a 
:ed  dollar  amount  each 
ar,  which  must  be  at  least 
'  of  the  principal.  In  a  uni- 
ist,  the  donor  receives  a 
rcentage  of  the  trust's  as- 
ts  each  year;  the  income 
ictuates  with  the  trust. 
A  unitrust  offers  the  poten- 
1  for  more  income  over  the 
ars,  but  the  annuity  trust 
fers  a  greater  tax  deduction 
front.  Under  IRS  rules,  a 
year-old  who  sets  up  a 
00,000  annuity  trust  that  re- 
rns  8.5%'  gets  a  $21,072  de- 
ction.  A  unitrust  for  the 
me  amount  would  allow  a 
4,562  deduction,  according 
PhilanthroTec,  a  Charlotte 
.  C.)  software  company. 
The  charitable  deduction  is 
sed  on  the  donor's  age,  in- 


Tax  Tips 

GOOD  DONATIONS, 
GREAT  DEDUCTIONS 


come,  and  the  gift's  fair-mar- 
ket value,  which  is  derived 
from  IRS  valuation  tables.  As 
of  Apr.  1,  the  table  rates  fluc- 
tuate monthly  with  prevailing 
interest  rates.  When  setting 
up  an  annuity  trust,  donors 
can  choose  the  rate  of  the  cur- 
rent month,  the  preceding 
month,  or  the  month  before 
that.  The  higher  the  rate,  the 
higher  the  deduction.  Take  a 
50-year-old  now  setting  up  a 
$100,000  trust  with  a  6.5%  re- 


turn. The  July  rate  of  10.6% 
would  give  him  a  $39,643  de- 
duction, but  May's  11.6%  rate 
would  give  him  $43,485. 

Since  establishment  fees 
can  run  as  high  as  $5,000, 
trusts  make  the  most  sense 
with  gifts  of  at  least  $50,000. 
For  smaller  gifts,  there's  the 
pooled  income  fund  (PIF),  sug- 
gests Jim  Corlett,  an  ids  fi- 
nancial planner  in  Winston-Sa- 
lem, N.  C.  The  gift  goes  into 
what  is,  in  effect,  a  mutual 


fund  that  pays  interest  at  a 
variable  rate  until  death. 
While  most  funds  invest  in 
bonds  for  high  income,  an  in- 
creasing number  are  balanced 
between  bonds  and  equities. 

Though  conservative,  PiFs 
are  competitive:  Those  that  in- 
vest in  corporate  and  U.  S. 
bonds  are  currently  yielding 
around  9%^.  The  deduction 
here  is  based  on  the  donor's 
age  and  the  fund's  highest  re- 
turn over  the  past  three 
years.  The  older  you  are,  the 
larger  the  deduction.  A  70- 
year-old  giving  $10,000  to  the 
Nature  C^onservancy's  Long 
Term  Income  Fund  (9%  yield) 
could  take  $3,822;  a  50-year- 
old,  only  $1,473. 
PRIMARY  MOTIVE.  If  you're 
giving  cash,  which  allows  a 
full  deduction,  then  an  out- 
right gift  might  be  better. 
But  if  "you  have  highly  ap- 
preciated property  or  securi- 
ties to  donate,  then  a  trust  or 
pooled  fund  can't  be  beat," 
says  Alexandra  Armstrong,  a 
Washington  financial  planner. 

All  of  these  plans  involve  a 
trade-off  between  deductions 
and  income.  Whichever  you 
prefer,  the  motive  should  be 
charitable.  "It's  an  irrevoca- 
ble gift,"  says  Jerry  McCoy,  a 
Washington  lawyer.  "You 
have  to  make  a  clean  break 
with  the  stuff."      Troy  Segal 
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Smart  Money 

COMMODITY  FUNDS:  AN 
INVESTMENT  FOR  ALL  SEASONS 


Iost  investors  cringe 
when  they  think  of 
Bloody  Monday,  the  day  in 
October,  1987,  when  the  Dow 
Jones  industrial  average  fell 
508  points.  But  not  those 
who  had  invested  in  commod- 
ity futures  funds.  "They 
made  money  on  the  day  of 
the  crash,"  says  James 
Klein,  a  senior  vice-president 
at  Paine  Webber.  "There  is 
no  basic  correlation  between 
the  performance  of  stocks 
and  commodities." 

That's  the  major  appeal  of 
commodity  funds  right  now. 
The  possibility  of  a  recession 
puts  commodity  funds  into 
position  as  a  hedge  against 
any  new  tumble  in  the  stock 
market.  Sure,  they're  consid- 
ered speculative  playthings. 
But  like  mutual  funds,  com- 


THE  HOTTEST 
COMMODITY  FUHDS 


Fund 

Price  goin* 

Percent 

LASAUE  STREET  FUTURES 

63.2% 

MAHERHORN  COMMODITY  II 

44.2 

COLUMBIA  FUTURES 

38.6 

ADMIRAL 

36.6 

THOMSON  COMMODITY  II 

35.8 

•1989  through  May  3) 

DATA  MANAGW  ACCOUNT RCPORJS 


modity  funds  can  gain  stabil- 
ity through  such  diverse  ve- 
hicles as  grain,  livestock. 
Treasury  bills,  and  gold. 

Commodities  professionals 
note  that  through  the  first 
half  of  1989,  these  funds 
have  been  up  nearly  W/o  on 
average,  against  about  127" 
for  stocks.  Indeed,  the  top 
commodity  funds  (table) 
dwarf  even  the  20.1%  rise  of 
the  Fidehty  Magellan  Fund, 
the  nation's  largest  mutual 
fund  and  the  top  performer 
in  the  equity  fund  group 
over  the  past  10  years. 
What's  more,  since  mid-1986, 
the  top  commodity  funds  are 
up  an  average  50%',  com- 


pared with  25%  for  stocks. 

Averages,  of  course,  can 
be  deceiving.  The  key  factor 
is  a  fund  manager's  consis- 
tency. "It's  better  to  choose 
a  manager  with  three 
straight  years  of  33%  re- 
turns than  one  with  100% 
one  year  followed  by  two 
consecutive  flat  years,"  says 
Kenneth  Tropin,  president  of 
John  W.  Henry  &  Co.,  a 
Newport  Beach  (Calif.)  firm 
that  manages  $235  million  in 
65  markets. 

QUICK  MOVES.  Experts  also 
urge  prospective  investors  to 
review  the  disclosure  state- 
ments of  trading  advisers  to 
check  their  background, 
trading  experience,  and  in- 
vestment strategy.  The  Na- 
tional Futures  Assn.  (312 
781-1300),  a  trade  group,  can 
provide  everything 
from  market  data  to 
disciplinary  records. 
Many  funds  that 
have  been  in  exis- 
tence for  a  few 
years — especially 
successful  ones — are 
closed  to  new  cus- 
tomers. But  savvy 
managers  usually 
launch  new  funds 
soon  after  their  ex- 
isting ones  are  fully 
subscribed.  So  you 
shouldn't  have  too  much 
trouble  finding  a  fund  man- 
aged by  someone  you  like. 

Although  weather  or  polit- 
ical strife  can  influence  fu- 
tures prices  without  warn- 
ing, pros  stress  that 
investors  should  be  in  for  the 
long  haul.  The  June  turmoil 
in  Beijing,  for  instance, 
caused  wheat  prices  to  drop 
sharply  on  fears  that  China 
would  back  out  of  its  buying 
commitment.  Wheat  specula- 
tors took  a  hit.  But  many 
fund  managers  swiftly  cut 
back  on  grains  and  moved 
into  gold  and  other  futures 
that  rose  on  the  tumult 
abroad.  Jon  Friedynan 


CARRERA  4: 
SURE-FOOTED 


Autos 


PORSCHE  REFINES 
THE  RIGHT  STUFF 


The  Porsche  Carrera  has 
the  reputation  of  a  pit 
bull:  potent,  high- 
strung,  and  unpredictable. 
But  the  new  Carrera  4,  a  com- 
plete reworking  of  the  classic 
25-year-old  design,  could 
change  all  that. 

Four-wheel  drive  has  tamed 
the  rear-engined  beast.  A 
computer  parcels  out  247 
horsepower  among  all  wheels 
instead  of  just  the  rear  two. 
Add  a  quick-stopping  antilock 
braking  system  and  the  result 
is  a  growling  creature  that  in- 
spires confidence  instead  of 
caution. 

The  Carrera  4  begs  to  go 
fast.  It  jumps  from  0  to  60 
mph  in  about  5  seconds.  Top 
speed  is  around  160  mph.  The 
car  really  shines  when  the  go- 
ing gets  slippery,  handling 
rapid  maneuvers  in  the  rain 
with  uncanny  aplomb. 

Porsche  designers  retained 
the  well-known  Carrera  shape 
for  the  new  version.  But  near- 
ly everything  else  about  the 
car  was  changed  or  refined. 
The  bigger,  more  powerful 
engine  is  not  only  blazingly 
fast,  it  behaves  in  stop-and-go 
traffic.  Power  steering,  added 
to  counter  the  new  front-end 
weight,  helps.  Gone  is  the 
bulky  "whale  tail"  spoiler  that 
helped  keep  the  car  on  the 
ground  at  higher  speeds.  In 
its  place  is  an  electronically 
controlled  wing  that  deploys 
at  about  50  mph. 
The  cockpit  retains  a  spare. 


utilitarian  flavor,  but  wi 
some  civilized  niceties  add( 
The  heating  and  cooling  sj 
tems  have  been  beefed 
and  a  sim.ple  integrated  c( 
trol  with  automatic  tempei 
ture  regulation  replaces  t 
confusing  array  of  knobs  a 
levers  found  in  past  mode 
A  new  center  console  a 
other  cosmetic  touches  le 
the  interior  a  more  finish 
look. 

STICKER  SHOCK.  Carrer 
have  never  been  known  f 
their  smooth  rides.  Unforl 
nately,  despite  all  its  sophis 
cation,  the  Carrera  4  is  ev 
worse  in  that  departme 
than  its  predecessors.  Appi 
ently  the  all-wheel-drive  sj 
tem,  and  suspension  chang 
to  accommodate  it,  are 
sponsible.  Bumps  send  spir 
rattling  shock  waves 
through  the  seats.  And  rou| 
pavement  unleashes  a  rej 
nant  rumble  loud  enough 
disrupt  normal  conversatior 
The  car  sends  shoe 
through  the  pocketbook,  t( 
The  base  model,  with  air-cc 
ditioning  and  a  sound  systei 
runs  $69,500  (the  two-whe^ 
drive  version  starts 
$51,200).  Leather  upholster 
heated  power  seats,  and 
$650  gas-guzzler  tax  bring  ti 
total  to  nearly  $75,000.  B 
who  thinks  about  mon< 
when  that  Porsche  pow 
plant  sets  the  blood  racii 
and  the  mind  yearning  for  t 
autobahn?       Daind  Woodn 
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Whose  ad  is  this,  anyway? 


'hat's  a  very  good  question. 

Because,  instead  of  being  an  ad 
3r  the  20  very  different  companies 
ou  see  here,  it's  actually  an  ad  for 
ie  one  industry  standard  that 
lakes  them  very  much  alike. 

The  PostScript  language 
'om  Adobe  Systems. 

Choose  a  printer  or  typeset- 
3r  from  one  of  these  companies 
nd  you  can  make  the  choice  for 
'ostScript.  Because  each  of  these 
lanufacturers  has  licensed 
adobe's  pagedescription  language. 

Why  did  they  do  it? 

Foronething,  PostScriptdelivers 
le  ultimate  in  output  quality  and 


capability.  Whether  you're  printing 
simple  text  for  everyday  correspon- 
dence or  complex  graphics  for  elec- 
tronic publishing,  PostScript 
makes  it  easy. 

PostScript  also  gives  you 
absolute  freedom  to  select 
the  best  hardware  and  more 
than  4,000  software  programs 
for  your  needs  and  budget. 

That's  called  compatibility  and 
Adobe  PostScript  guarantees  it. 

So,  even  though  different  Post- 
Schpt  printers  and  typesetters  offer 
different  resolutions,  paper  handling 
options  and  output  speeds,  you  can 
be  sure  they  all  work  together. 


Because  they  all  speak  the  same  lan- 
guage. The  language  of  PostScript. 
Now,  aren't  you  glad  you  asked? 

Monotype 


Schlumberger 


'AUTOLOGIC 


Instruments 


AGFA 


i=^S-=z  Dataproducts 

Linotype  Panasonic 

0estetner 


scitex 


•  nmm  sec 


This  ad  IS  presented  by  Adobe  Systems  Incorporated,  which  encourages  you  to  look  lor  the  PostScript  symbol  on  computers,  printers  and  other  products  that  support  PostScript  software  from  Adobe  Systems: 
I's  your  guarantee  of  quality  and  compatibility  Adobe.  PostScript  and  the  PostScript  logo  are  legistered  trademarks  ol  Adobe  Systems  Incorporated  in  the  U  S  A  The  logos  of  the  onginal  equipment  manufacturers 
supporting  PostScript  are  the  trademarks  or  registered  trademarks  of  their  respective  companies.  :  1989  Adobe  Systems  Incorporated  All  rights  reserved 


Education 


GIVE  YOUR  BUSINESS  SKILLS 
A  B-SCHOOL  BRUSH-UP 


E: 


xperience,  it's  said,  is 
the  best  teacher.  But  if 
you  feel  you  have 
learned  just  about  all  you  can 
on  the  job,  it  may  be  time  to 
go  back  to  school.  No,  you 
don't  have  to  spend  two  years 
getting  an  MBA.  You  can  join 
the  4  million  U.  S.  managers  a 
year  who  return  to  the  class- 
room for  as  little  as 
three  weeks  to  sharpen 
their  business  skills. 

The  most  useful  and 
stimulating  executive 
education  programs  are 
general  management 
courses.  They  offer  a 
comprehensive  curricu- 
lum of  accounting,  fi- 
nance, and  marketing 
courses  over  periods  of 
4  to  10  weeks.  Execs 
study  and  socialize 
nights  and  weekends. 
LONG  DAYS.  Even  if  you 
already  have  an  MBA, 
as  roughly  40%  of  the 
participants  in  these 
programs  do,  you'll 
probably  discover  some 
new  ideas  and  ap- 
proaches that  weren't 
around  when  you  were 
in  business  school.  A  Battelle 
Human  Affairs  Research  Cen- 
ter survey  found  that  75%  of 
the  companies  that  sent  exec- 
utives to  these  courses  were 
satisfied  with  the  results, 
compared  to  a  50%'  satisfac- 
tion rate  for  shorter  courses, 
which  typically  last  just  3  to 
10  days. 

The  requirements  seem 
stiff.  Most  schools,  such  as 
the  University  of  Chicago,  the 
University  of  Michigan,  and 
the  Wharton  School,  say  they 


are  looking  for  executives 
who  have  10  to  15  years  of 
experience  and  are  on  the  fast 
track  in  their  companies.  The 
programs  warn  of  rigorous 
study  requirements,  with 
workdays  lasting  up  to  16 
hours.  The  application  forms 
are  daunting,  asking  for  ev- 
erything from  your  salary  fig- 


Which  are  the  best?  It's 
tough  to  judge,  but  the  most 
popular  are  at  such  business 
schools  as  Stanford  and  Har- 
vard. The  executives  they 
draw  aren't  necessai^ily  of  the 
first  rank,  however.  Har- 
vard's 10-week  course  has  a 
capacity  of  1,100,  which 
means  that  admission  is  not 
very  competitive.  Also,  if  your 
goal  is  to  meet  people,  you 
may  be  better  off  at  a  univer- 
sity closer  to  home. 

Your  choice  might  depend, 
too,  on  your  interest  in  inter- 
national business.  Even  now, 
some  CEOs  don't  feel  it's 


ure  to  essays.  It's  not  too  late 
to  apply  for  many  of  the  fall 
programs,  and  not  too  early 
to  start  thinking  about  next 
spring  and  summer. 

Don't  let  the  process  scare 
you.  If  your  company  is  will- 
ing to  foot  the  bill — typically 
about  $14,000 — chances  are 
you  won't  have  trouble  get- 
ting accepted.  For  a  full  list- 
ing, take  a  look  at  Bricker's 
International  Directory  of 
University  Executive  Pro- 
grams (800  338-3282). 


worthwhile  for  their  manag- 
ers to  mingle  with  foreigners 
they'll  never  do  business  with, 
says  Ray  Watson,  executive 
director  of  The  Bricker  Bulle- 
tin, a  newsletter  on  executive 
education.  If  that  is  how  your 
boss  feels,  a  Midwestern  cam- 
pus is  your  best  bet. 

If,  on  the  other  hand,  you 
do  want  exposure  to  foreign 
execs,  half  of  those  at  Stan- 
ford are  from  outside  the 
U.  S.  All  schools  strive  for  a 
diversity  of  students  and  will 


have  some  foreign  studei 
enrolled,  however.  Amo 
alumni  of  the  Darden  Sch( 
executive  programs  at  t 
University  of  Virginia  are  A 
nes  Toth,  associate  profess 
at  Karl  Marx  University 
Budapest,  and  John  Ake 

CEO  of  IBM. 

Another  important  cons 
eration  is  your  taste  in  tea 
ing  styles.  Harvard  and  D 
den  use  the  case-stu 
method.  Students  analy 
new  cases  each  evening  a 
review  them  in  class  the  m 
day.  The  system  requires 
tive  class  participation.  Sts 
ford  is  better  kno^ 
for  its  academic 
search  and  for  prof 
sors  who  tend  to  I 
ture,  a  style  th 
sometimes  leads  to  k 
class  discussion. 
NO  CUTTING.  Attendi 
these  programs 
quires  sacrifice.  Y 
will  be  away  frc 
home  for  a  month 
more.  It  also  mea 
lots  of  studying  a 
little  privacy.  Y' 
might  think  of  going 
a  school  nearby  so  th 
you  can  live  at  hon 
Don't.  Participants  s 
a  good  portion  of  wh 
they  learn  comes  frc 
other  managers  aft 
class. 
Make  sure  you  doi 
leave  loose  ends  untied  befc 
going  off  to  school.  Cornell 
sists  that  its  students  be 
tally  free  of  business  oblij 
tions,'  so  they  are  i 
distracted.  Walking  out 
class  to  close  a  deal 
frowned  upon. 

For  the  properly  prepan 
however,  the  classes  can 
rewarding.  Some  alumni 
port  ;;heir  participation  w 
among  the  most  intense  a 
satisfying  experiences  of  th< 
lives.  Leslie  He. 


Worth  Noting 


■  TAX  LETTERS.  Obtaining  an 
IRS  private-letter  ruling— a 
decision  on  how  the  tax  code 
applies  to  an  individual's 
problem — is  now  tax  deduct- 
ible. The  agency's  $300  fee 
and  your  CPA's  charge  can 


be  taken  as  miscellaneous 
deductions.  One  stipulation: 
The  request  must  concern  a 
personal,  not  business,  tax 
matter. 

■  ICE-CREAM  CARD.  Charge 
$3,500  on  the  new  Breyers 
Visa  card  within  the  first 
year  and  receive  a  $50  EE 
U.  S.  savings  bond.  The  card, 


which  resembles  a  Breyers 
ice-cream  package,  also  does 
good:  Issuer  Marine  Midland 
Bank  (800  727-7539)  donates 
$2  per  cardholder  to  Chil- 
dren's Miracle  Network,  a 
hospital  fund-raising  group. 
And  each  month,  Breyers  do- 
nates 0.5%'  of  your  outstand- 
ing balance  to  children's 


hospitals  in  your  are? 
■  BROKER  ENGLISH.  Catch  U 
on  the  latest  Wall  Street  lii 
go  with  High  Steppers,  Fal 
en  Angels,  and  Lollipoj, 
(Henry  Holt,  $8.95).  Include 
are  traders'  nicknames  fc 
stocks:  I-Phone  (ITT),  Marily 
Monroe  (Welbilt),  and  Mui 
der  Burgers  (McDonald's). 
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•  Mitsui  was  the  first  Japanese  bank  to  tailor  its  international  organization  to 


correspond  precisely  with  the  realities  of  today's  international  markets. 

•  Mitsui  decision-making  is  done  at  local  level,  with  ultimate  authority  placed 
firmly  in  regional  headquarters. 

•  Mitsui  can  therefore  assure  customers  of  the 


fastest  reaction  to  opportunity. 
•  For  the  full  range  of  services  in  international 
banking,  securities  business,  merchant  banking 
and  consulting,  contact  Mitsui  -  first  and  fast. 


FINANCE 

FIRST  &  FAST 


Mitsui  is  best  organized  to  respond  fastest  to  customer  demands  in 
the  era  of  global  business  and  finance. 


@^  MITSUI  BANK 

America  Division  Headquarters: 

277  Park  Avenue.  NcwVork.NY,  IOI72-OI2I,  U.S.A. 
Tel:  (212)644-3131 

Tele.x:  WU  125435,  RCA  232%2,  rr  F  420637 
Los  Angeles  Agency : 

5 1 5  South  Figueroa  Street  Suite  400,  l,os  Angeles, 
CA90071,  U.S.A. 
Tel:(2l3)680-2900 
Telex:  67-7 1 85 

San  Francisco,  Representative  Office: 

301  California  Street,  San  Francisco,  CA  94 104,  U.S.A. 
Tel:  (415)  765-0800 
Telex:  WU  34331 

Mitsui  Manufacturers  Bank,  Head  Office: 

5 1 5  South  Figueroa  Street,  Los  Angeles.  CA  9007 1 ,  U.S.  A. 
Tel:  (2 1 3)  489-6200 
Telex:  WU  67-3494 

Head  Office: 

1-2,  Yurakucho  l-chome,Chiyoda-ku,  Tokyo  100 
Tel:(03)50l-illl 

Telex:  J22378,  J22559,  J22643,  J22644.  NTT  222-3030 


Its  not  surprising  that  one  out  of  four  cleared,  pushing  untold  numbers  of  species 

pharmaceuticals  comes  from  tropical  toward  extinction. 
forests.Orthatan  estimated  1,400  tropical       The  future  of  medicine  and  agnculture, 

plants,  like  the  rosy  pehwinkle,  have  the  existence  of  thousands  of  wildlife 

promising  anti-cancer  properties.  After  species,  and  the  survival  of  hundreds  of 

all,  as  home  to  half  of  the  world  s  plant  and  millions  of  people  in  developing  countries 

animal  species,  these  forests  are  a  vast  depend  on  what  we  do  now  to  keep  the 

biochemical  warehouse.  tropical  forests  alive. 

What  is  surpnsing  is  that  the  human       The  means  of  solving  this  problem  are 

race  is  destroying  this  living  resource  at  an  within  our  reach.  Write  in  order  to  find  out 

alarming  pace.  how  you  can  help  keep  the  tropical  forests 

Each  day  74,000  forested  acres  are  alive,  before  the  reasons  disappear 


KeepTropical  Forests  Alive. 


Tropical  Forest  Pi  oject  World  Resources  Institute.  1735  New  York  Avenue.  NW  Washington.  DC  20006/ Prepared  by  Richardson.  Myers  &  Donofria  Inc. 
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BUSINESS  WEEK  CHINA 

The  International  magazine 
that  serves  China's  business  community 


China's  top  Industry  and  Trade  officials  have  come  to  rely  on  Business  Week 
China  as  a  vital  source  of  global  business  news  and  analysis. 

A  joint  venture  with  China's  Ministry  of  Foreign  Economic  Relations  and  Trade 
(MOFERT),  Business  Week  China  is  sent  to  over  45,000  key  Chinese  decision- 
makers in  research,  government,  banking,  finance,  insurance,  foreign 
investment,  trade,  and  education.  Articles  from  Business  Week  and  Business 
Week  International  ore  selected  and  translated  by  the  Chinese  (as  ore  your  ads, 
free  of  charge). 

The  news  and  analysis  in  Business  Week  China  is  so  vital  that  MOFERT 
estimates  a  20  to  1  pass  along  readership,  for  a  total  audience  of  900,000. 

Which  means  that  not  only  is  Business  Week  China  a  must  read  for  China's 
business  executives,  it  is  a  must  buy  for  marketers  trying  to  reach  them. 


BUSINESS  WEEK  CHINA 


CURRENT  ISSUE  AND  CLOSING  SCHEDULE 

•  SEPT./OCT.  1989— BONUS  DIST.  TO  5  TRADE  SHOWS 
Closing:  August  21. 

•  NOV/DEC.  1989 
Closing:  October  23. 


Frankfurt  (69)  72-01-81 .  Hong  Kong  (5)  8682010,  Lausanne  (21)  27-441 1 ,  London  (1)  493-1451 ,  Milan  (2)  89010103 
Paris  (1)  4289-0381,  Stocl<holnn  (8)  4400-05,  Tokyo  (3)  581-981 1 ,  USA  (212)  512-3867 
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And  our  readers  are  leaders,  in  Europe,  Asia,  Latin  America. 
In  fact.  Business  Week  International  leads  all  other 
international  business  magazines  in  cost-efficiency  in  reaching 
senior  and  chief  executives  in  Europe  and  Asia. 
And  as  an  advertiser,  you  reach  them  when  and  where 

they're  thinking  business  and  talking  business. 
Business  Week  International.  The  world's  only  international 
newsweekly  of  business. 

■■^INTERNATIONAL,  mm  a  ■ 

BusinessWeek^/. 

The  world's  only  international  newsweekly  of  business. 

Frankfurt:  Percy  Fahrbach  (69)72-01-81   Hong  Kong:  Stephen  Marcopoto  (5)8682010   Lausanne:  Irmgord  Fischer  (21)27-44-11 
London:  Keith  Mantle  (1)493-1451   Milan:  Roberto  Laureri  (2)89010103   New  York:  Hal  Berry  f212)  512-3867 
Paris:  Bruno  Hermann  (1)42-89-03-81   Stockholm:  Andrew  Karnig  (8)4400-05   Tokyo:  Paul  Ishii  (3)581-9811 

'f)1987,  McGRAW-HILL.  INC 
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UcX  lO 

Ollipdiilcb 

Kohlberg  Kravis 

Q 

Roberts  18,25 

QVC  Network  27 

ndex  gives  the  starting  page  for  a  story  or  fea- 

KPMG  Peat  Morwick  20 

with  a  significant  reference  to  a  company.  Most 

Krysalis  69 

L 

R 

diaries  are  indexed  under  their  own  names, 
janies  listed  only  in  tables  are  not  included. 

R.  R.  Donnelly  27 
Ramtron  69 

E 

Loventhol  &  Horwoth  20 

Reliance  Group 

3t  27 

Eagle  Star  Insurance  18 

Lazord  Brothers  18 

Holdings  27 

Dunbar 
ance  18 

il  76 

Eddie  Bauer  25 
Edwards  (A.  G.)  58 

Levine,  Tessler, 
Leichtman  25 

Lipp6r  AnolyticQl  SSccuritics 

RJR  Nabisco  18,  24,  25 
RAA6d  International  50 

:an  Brands  18 

ENI  37 

58 

s 

:an  Medical 

Equitable  Life 

Loblaw  50 

Salomon  Brothers  58 

lationai  24 

Assurance  23 

Long  Inc.  (Perrin)  58 

Sanoh  Industrial  30 

len  (Arthur)  20 

Ernst  &  Whinney  20 

Lotus  Development  75 

Sonwo  Bonk  32 

Group  18 

Computer  70 

70,  76 

30 
3lass  30 
i  Tate  75,76 
70 

f 

M 

Schwab  (Charles) 
Sears  44 

Seiko  Instruments  75 
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27 
million 
Americans 
cant read. 
And  guess 
whop^ys 
the  price. 


Every  year,  functional 
illiteracy  costs  American 
business  billions. 

But  your  company  can 
fight  back.  .  .  by  joining 
your  local  community's 
fight  against  illiteracy. 
Call  the  Coalition  for 
Literacy  at  toll-free 
1-800-228-8813  and  find 
out  how. 

You  may  find  it's  the 
greatest  cost-saving 
measure  your  company 
has  ever  taken. 

A  literate 
America  is  a 
good  investment. 


(joukh  CBalition  for  Literacy 
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What  can  get  you  across  tlie  U.S.  for  less  tlian  S3? 


ivestment  Figures  of  the  Wee 


MENTARY 

IS  a  great  week  to  be  in  the 
morket.  Both  the  Dow  Jones 
trials  and  the  broader  S&P 
index  surged  to  posfcrash 

with  the  narrower  measure 
ling  a  nifty  76  points.  Inves- 
jbviously  liked  the  cut  in  the 
J  rate  and  believe  that  the 
omy  is  heading  for  a  soft 
ng.  The  rote  on  30-yeQr 
.uries  fell  below  8%  for  the 
time  since  April,  1987.  Rates 
lorter-term  securities  also  de- 
J  in  response  to  further  eas- 
y  the  Federal  Reserve. 


BONDS 


THE  DOLLAR 


July  6-12                         Jan.        July        Jon.      July  6-12  Jan.        July        Jan.      July  6-12 

335        1500  1   I  1400  110 


Shearson  Lehman 
Treasury  Index 


'  1310  8C 


1280  70 


J.  P.  Morgan 
Index 


52-week  change 
-1-22.5% 


1-week  change 
+2.9% 


52--veet  change 

-hi  1.5% 


1  -week  change 
+0.9% 


52-week  change 
+  1.9% 


1  -week  change 
-0.2% 


ARKET  ANALYSIS 


%  change 


STOCKS 

Latest 

Week 

52-week 

FUNDAMENTALS 

latest 

Week  ago 

Year  ago 

JONES  INDUSTRIALS 
COMPANIES  (Russell  1000) 
LI  COMPANIES  (Russell  2000) 
COMPANIES  (Russell  3000) 

2532.6 
174.4 
171.9 
187.0 

3.1 
2.8 
2.4 
2.8 

20.4 
21.8 
14.1 
21.1 

90-DAY  TREASURY  BILL  YIELD 
30-YEAR  TREASURY  BOND  YIELD 
S&P  500  DIVIDEND  YIELD 
S&P  500  PRICE/EARNINGS  RATIO 

8.0% 
8.0% 
3.4% 
12.9 

8.0% 
8.1% 
3.5% 
12.5 

6.7% 
9.2% 
3.8% 
1 4.4 

%  change  (1 

ocal  currency) 

TECHNICAL  INDICATORS 

Latest 

Week  ago 

Reading 

SIGN  STOCKS 

Latest 

We«k 

52-week 

S&P  500  26-week  moving  average 
Stocks  above  26-week  moving  overage 
Speculative  sentiment:  Put/call  ratio 
Insider  sentiment:  Vickers  sell/buy  rotio 

304.9 
65.4% 
0.22 
1.93 

303.1 
62.4% 
0.28 
2.01 

Positive 
Neutral 
Negative 
Positive 

ION  (FINANCIAL  TIMES  100) 
0  (NIKKEI  INDEX) 
INTO  (TSE  COMPOSITE) 

2256.7 
33,701.5 
3837.4 

4.3 
1.2 
1.7 

20.6 
20.3 
12.2 

DUSTRY  GROUPS 

BRIDGE  INFORMATION 

SYSTEMS  INC. 

)-WEEK  LEADERS 

% 

4-week 

chonge 

52-week 

Strongest  stock  in  group 

% 

4-week 

change 

52-week 

Price 

LD  MINING 

10.0 

-4.4 

NEWMONT  MINING 

14.7 

-10.1 

39  Vs 

TERTAINMENT 

8.9 

61.1 

WARNER  COMMUNICATIONS 

15.4 

74.7 

62% 

illNES 

8.7 

55.4 

UAL 

39.2 

70.3 

165% 

SPITAL  MANAGEMENT 

8.1 

41.4 

AMERICAN  MEDICAL  INTL. 

15.5 

48.2 

26y8 

.  WELL  EQUIPMENT  AND  SERVICES 

7.2 

25.5 

HALLIBURTON 

17.2 

17.6 

35 

1-WEEK  LAGGARDS 

% 

4-week 

change 

52-week 

Weakest  stock  In  group 

%  change 
4-week  52-week 

Price 

SURE  TIME 

-10.3 

-1.0 

OUTBOARD  MARINE 

-24.7 

-4.0 

331/8 

kCHINE  TOOLS 

-8.2 

-21.6 

CROSS  &  TRECKER 

-9.5 

-36.2 

11% 

MPUTER  SOFTWARE  AND  SERVICES 

-6.4 

9.5 

LOTUS  DEVELOPMENT 

-13.8 

-3.7 

225/8 

:el 

-6,3 

4.8 

BETHLEHEM  STEEL 

-12.8 

-10.4 

20V2 

BUSHING 

-5.1 

29.4 

TIME 

-16.4 

53.3 

146^/4 

UTUAL  FUNDS 

>ERS 

«eek  total  return 

% 

LAGGARDS 
Four-week  total  return 

% 

RATEGIC  INVESTMENTS 

ilTED  SERVICES  GOLD  SHARES 

TERNATIONAL  INVESTORS 

18.1 
16.1 
12.3 

FIDELITY  SELECT  COMPUTERS 
FINANCIAL  STRATEGIC  TECHNOLOGY 
FIDELITY  SELECT  SOFTWARE  &  COMPUTER 

-7.1 
-7.0 
-6.8 

eek  total  return 

% 

52-week  total  return 

% 

)ELITY  SELECT  BROADCAST  8,  MEDIA 
GER  SMALL  CAPITALIZATION  PORTFOLIO 
EX  II 

48.3 
44.9 
43.6 

STRATEGIC  GOLD/MINERALS 
UNITED  SERVICES  NEW  PROSPECTOR 
SLH  PRECIOUS  METALS  &  MINERALS 

-26.6 
-16.6 
-16.5 

MORNINGSTAR  INC. 


■  S&P  500 

ek  total  return 


Wi  Average  fund 


52-week  total  returr 


I 


lATIVE  PORTFOIIOS 


DATA  RESOURCES  INC. 


r  amounts 
sent  the  present 
!  of  $10,000 
ted  one  year 
n  each  portfolio 

Ttoges  indicate 
ay  total  returns 


U.  S.  stocks 
$12,604 

+  3.40% 


Foreign  stocks 
$12,486 

+  3.51  % 


nil 


Treasury  bonds 
$12,260 

+  0.34  % 


Money  market  fund 
$10,698 

+  0.16% 


Gold 
$8,620 

+  0.66% 


o  on  this  page  ore  as  of  market  close  Wednesday,  July  12,  1989,  unless  otherwise  indicated.  July  11.  Mutual  fund  returns  ore  os  of  July  7.  Relative  portfolios  are  valued  as  of  July  11.  A  more 
'  groups  include  S&P  500  companies  only;  performance  and  share  prices  are  as  of  market  close        detoiled  explanation  of  this  page  is  available  on  request- 
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GIVE  POLAND  SOMETHING 
TANGIBLE,  MR.  BUSH 


GREENSPAN  IS  STEERING 
THE  RIGHT  COURSE 

Tennis  great  Bill  Tilden  used  to  say,  "Never  change  a 
winning  game."  That  is  a  maxim  the  Federal  Reserve 
Board  should  heed.  The  Fed  has  been  trying  to  fine- 
tune  the  economy  based  on  signs  of  strength  or  weakness. 
So  far,  this  gradualist  monetary  policy  is  working. 

Even  the  Fed's  worst  critics  have  to  admit  that  the  money 
managers  have  everything  going  their  way.  The  June  job 
report  is  the  clearest  evidence  yet  that  gradual  tightening  of 
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monetary  policy  has  put  the  economy  on  the  glide  path  for 
soft  landing — a  slowdown  that  eases  inflationary  pressun 
and  avoids  a  recession.  Employment  growth  is  slower  bi 
still  healthy.  And  there  are  scattered  signs  of  cooler  wa{ 
growth,  a  key  to  relieving  inflationary  pressure. 

Now,  the  Fed  is  doing  exactly  what  it  should  be  doin 
easing  monetary  policy.  After  16  months  of  tightening, 
began  loosening  up  in  early  June,  as  the  effects  of  th 
tightening  began  to  be  felt  in  the  economy.  And  in  ear 
July,  the  Fed  has  eased  once  more.  That's  clear  from  i 
latest  cut  of  about  one-fourth  of  a  percentage  point  in  tl 
federal  funds  rate  to  around  91/4%. 

The  Fed's  task  remains  a  delicate  one.  Inflationary  pre 
sures  may  be  waning,  but  they're  not  dead.  Wage  and  pri 
pressures  in  the  service  sector  remain  strong.  At  the  san 
time,  though,  the  risks  of  recession  have  increased,  main 
because  the  manufacturing  sector  is  weakening.  Facto: 
employment  fell  for  the  third  straight  month  in  June,  ai 
industrial  production  has  slowed  sharply. 

Right  now,  Fed  Chairman  Alan  Greenspan  occupies  tl 
middle  ground  between  the  Fed's  pro-growth  advocates  ar 
the  anti-inflation  hawks.  Many  on  the  Board  have  called  f 
more  aggressive  easing,  while  a  few  of  the  regional  pres 
dents  want  to  see  inflation  obliterated  even  at  the  economy 
expense.  As  long  as  gradualism  is  working,  Greenspj 
shouldn't  bow  to  either  extreme. 


DON'T  FORCE  THE  THRIFTS 
TO  DUMP  JUNK  BONDS 

Debt  is  a  dirty  word  on  Capitol  Hill,  especially  tak 
over  debt.  Legislators  have  long  searched  fruitless 
for  a  way  to  curb  that  kind  of  leverage.  Now  they') 
trying  again,  in  two  separate  areas.  While  one  is  sensibl 
the  other  is  a  knee-jerk  proposal  that  panders  to  pub! 
misperceptions  about  the  junk-bond  market. 

On  the  plus  side,  the  House  Ways  &  Means  Committee 
considering  provisions  that  will  diminish  the  favorable  ti 
treatment  of  zero-coupon  and  payment-in-kind  (PIK)  bond 
which  are  regularly  used  to  fund  leveraged  buyouts.  Oi 
measure  would  prevent  borrowers  from  taking  an  interes 
cost  tax  deduction  for  some  PiK  paper,  which  pays  off  inve 
tors  in  new  bonds  rather  than  cash.  These  provisions  ai 
eminently  fair.  They  eliminate  some  devices  used  to  prop  i 
LBOs  that  might  not  stand  on  their  economic  merits. 

But  the  House  is  overreaching  in  the  thrift  bailout  b 
when  it  proposes  to  make  savings  and  loan  associatioi 
divest  their  junk-bond  holdings  within  two  years.  This  me 
sure  plays  to  public  fears  that  junk  bonds  are  risky  device 
used  primarily  to  bust  up  corporations  for  the  benefit  of 
few  asset-stripping  raiders.  It  is  reasonable  to  require  thrif 
to  limit  their  future  investment  in  all  risky  ventures — inclu  ] 
ing  junk — to  some  percentage  of  their  capital  or  to  uni  ' 
sured  deposits.  But  it  is  wrongheaded  to  force  them 
dispose  of  past  investments  in  a  given  time,  no  matter  tl 
condition  of  the  market.  The  U.  S.  needs  solid  proposals 
redress  its  current  bias  toward  debt  over  equity.  That 
divestiture  provision  isn't  one  of  them. 


As  George  Bush  noted  before  he  visited  Poland  (quot- 
ing Woody  Allen):  "  '907^  of  life  is  just  showing  up.'  " 
The  intuitive  Poles  got  the  message.  Although  he 
was  the  first  U.  S.  President  in  a  decade  to  come  to  Poland, 
the  emotional  outpouring  that  the  Polish  people  displayed 
toward  other  Western  leaders  never  materialized  for  Bush. 

The  Poles  are  disappointed  by  the  modest  economic  aid 
program  Bush  unveiled.  Delaying  repayment  to  the  U.  S.  of 
$1  billion  in  loans,  working  with  other  Western  creditors  to 
restructure  debt,  and  providing  $100  million  to  boost  nascent 
entrepreneurs  will  help.  But  in  a  country  trying  to  make  the 
unprecedented  transition  from  communism  to  democracy  un- 
der the  burden  of  $39  billion  in  debt  and  100%  inflation. 
Bush's  package  falls  short  in  both  timing  and  scope. 

Bush  is  right  to  say  that  pouring  money  into  a  socialist 
economy  incapable  of  using  it  efficiently  is  a  mistake.  But 
the  Poles,  bred  by  history  to  something  more  than  cynicism, 
have  heard  talk  of  austerity  and  belt-tightening  before  from 
Western  leaders.  Without  greater  commitment  by  the  West, 
even  the  Solidarity  opposition  won't  rouse  the  Polish  popu- 
lace to  undertake  meaningful  reform.  That  would  send  the 
wrong  kind  of  ripples  throughout  Eastern  Europe. 

When  he  departed  from  Poland,  Bush  left  behind  no  mech- 
anism to  help  foster  the  economic  reforms  that  he  stipulates 
as  a  prerequisite  to  further  help.  So  far,  the  President  hasn't 
even  persuaded  Senate  conservatives  to  allow  duty-free  sta- 
tus for  most  Polish  exports  to  the  U.  S.  And  in  Poland's 
case,  the  much-praised  Brady  Plan  for  easing  Third  World 
debt  doesn't  seem  to  apply. 

Bush  could  begin,  as  a  Senate  Foreign  Relations  Commit- 
tee study  suggests,  by  appointing  a  high-level  special  envoy 
to  work  with  the  ruling  Communist  Party  and  Solidarity  on 
economic  change.  The  Administration  also  dismisses  as  too 
costly  Solidarity's  plan  for  restructuring  $10  billion  in  debt. 
But  the  scheme  calls  for  no  new  funds  from  the  U.  S., 
imposes  stiff  conditions  to  prevent  wasting  any  new  credits, 
and  suspends  any  transfer  of  resources  to  the  Soviet  Union. 
Actively  exploring  such  proposals  would  go  far  to  convince 
the  Poles  that  at  this  critical  time  the  U.  S.  can  be  counted 
on  to  do  more  than  just  show  up. 
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A  McGRAW-HILL  PUBLICATION 


INSIDE 


In  two  years  as  chairman 
of  the  Federal  Reserve, 
Alan  Greenspan  has  done  a 
very  good  job.  Now  comes 
the  moment  of 
truth.  Can  he 
orchestrate  the 
much-desired 
"soft  landing'' — 


reducing  inflation  without 
pitching  the  economy  into  a 
budget-busting  recession? 
Here's  a  close-in  look  at  how 
this  politically 
savvy  number- 
cruncher  runs 
the  Fed's  very 
private  world. 
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HAT  EXACTLY 
CAN  THE  WORLD'S 
POWERFUL  AND 

DO? 


INTRODUCING  THE  COMPAQ  DESKPRO 
386/33  PERSONAL  COMPUTER. 

Never  before  has  so  much  performance, 
jxpandabihty  and  storage  been  put  into  one 
desktop  PC.  And  never  before  has  one  PC  been 
:apable  of  so  much. 

hiside  its  new  system 
anit,  you'll  find  that  our 
engineers  have  redesigned 
ust  about  every  component 

0  deliver  a  minicomputer 
evel  of  power  with  unmatched  PC  flexibility. 

So  you  can  use  it  as  a  stand-alone  PC,  putting 
ts  power  to  work  on  the  most  demanding 
I;AD/CAE,  financial  analysis,  database  manage- 
ment and  personal  productivity  applications. 

Or  you  can  spread  the  power  around 
using  the  COMPAQ  DESKPRO 
386/33  as  the  driving 
force  for  a  network  or 
multiuser  system. 

At  the 
heart  of  the 
system  is  the 
Intel  386™ 
microprocessor. 
Running  at  a 
blazing  33  MHz, 
it  works  in 
concert  with 

1  series  of  technological  advancements, 
.ike  a  33-MHz  cache  memory  controller 
vith  64K  of  high-speed  static  RAM. 
nterleaved  memory  architecture. 
Vnd  the  exclusive  COMPAQ  Flexible 
Vdvanced  Systems  Architecture. 

This  high-performance  combination 
lelivers  a  35%  performance  improve- 
aent  in  CPU-intensive  applications 
iver  25-MHz  386  cache-based  PC's. 

Or  said  another  way  nothing  will 
low  you  down.  No  matter  what  you 
\^ant  to  do.  You  can  expand  the  2  MB 


ANYTHING 
IT  WANTS. 


\  total  of 

•ight  expansion  slots 
etyou  customize  the  system 
0  your  needs  by  expanding 
nemory  and  choosing  from 
housands  of  industry- 
tandard  expansion  boards. 


Sis-  lin  r  iil-  1  !i:  i 


I F0W1S  CMnuFt  cotiit  mv 


miftr 


of  standai  '         -     •     -     '^''^  high- 
speed 32-bil  oM.       jf  leaves  up  to  six  industry- 
standard  slots  free  to  customize  the  system  to  the 
demands  of  the  application  you're  using. 

If  your  job  is  particularly  demanding,  you  can 

use  up  to  five  high-performance 
internal  storage  devices  to 
hold  up  to  1.3  gigabytes  of 
data.  And  if  that's  not  enough, 
bring  total  system  storage  to 
2.6  gigabytes  with  the  optional 
COMPAQ  Fixed  Disk  Expansion  Unit. 

There's  more.  You  can  run  MS-DOS*  MS*  OS/2, 
Microsoft*  Windows/386  and  the  XENIX'"' 
and  UNIX*  operating  systems. 
Access  memory  over  640K  under 
DOS  with  the  COMPAQ 
Expanded  Memory  Manager 
that  supports  Lotus/Intel*/ 
Microsoft  (LIM)  4.0. 
And  speed  through 

calculations 
with  33-MHz 
Intel  387^" 
and  Weitek 

3167  coprocessor  options. 

All  the  new  advancements  engi- 
neered into  the  COMPAQ  DESKPRO 
386/33  deliver  an  unmatched  level  of 
power,  expandability  and  storage.  To 
do  anything  you  want. 

To  find  out  more,  please  call 
1-800-231-0900,  Operator  97.  In  Canada, 
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PRODUCTION 

Chonge  from  lost  week:  -0.4% 
Change  from  lost  yean  0.6% 


July  8 
173.7 


LEADING 

Change  from  last  week:  0.1% 
Chonge  from  lost  year:  5.9% 

215   


July  8 
212.3 


1967-100 

Four-week  moving  overage 


165 


The  production  index  fell  for  the  week  ended  July  8,  as  the  industrial  sector  of 
the  economy  continues  to  weaken.  Seasonally  adiusted  output  of  lumber,  autos,  rail 
freight  troffic,  and  coal  dropped  sharply,  and  truck  production  declined  as  well. 
Electric  power,  steel,  paperboard,  and  paper  output  increosed  slightly.  Crude-oil 
refining  output  was  unchanged.  Before  calculation  of  the  four-week  moving  average, 
the  index  declined  to  173.2  from  173.4  in  the  previous  week. 

BW  production  index  copyright  1989  by  McGrow-H.H  Int 


205 


200 


195 


The  leading  index  rose  slightly  for  the  week  ended  July  8.  Higher  stock  prices, 
lower  long  term  bond  yields,  and  faster  growth  in  the  money  supply  offset  on 
mcrease  in  the  number  of  business  failures  and  slower  rate  of  change  in  real  estote 
loons.  The  increase  in  materials  prices  was  unchanged  from  the  previous  week. 
Before  calculation  of  the  four-week  moving  average,  the  index  fell  to  212.1  from 
212.7  in  the  prior  week. 

Leading  index  copyright  1989  by  Center  (or  Internationol  Business  Cycle  Research 


PRODUCTION  INDICATORS 


LEADING  INDICATORS 


Latest 
week 

Week 
ago 

%,  Change 
year  ago 

STEEL  (7/15)  thous.  ot  net  tons 

1,846 

1,803  # 

-4.5 

AUTOS  (7/15)  units 

58,504 

40,925r# 

-27.7 

TRUCKS  (7/15)  units 

38,435 

29,248r# 

-0.7 

ELEaRIC  POWER  (7/ 1 5)  millions  of  kilowatt-hours 

62,240 

57,848  # 

-1.0 

CRUDE-OIL  REFINING  (7/i 5)  tfious.  of  bbl./day 

13,944 

1 3,989  # 

3.3 

COAL  (7/8)  tfious.  of  net  tons 

1 1,388  # 

14,403 

-10.9 

PAPERBOARD  (7/8)  thous.  of  tons 

717.0# 

757.8r 

2.7 

PAPER  (7/8)  thous.  of  tons 

687.0  # 

742.0r 

3.3 

LUMBER  (7/8)  millions  of  ft. 

146.1  # 

513.8 

-55.5 

RAIL  FREIGHT  (7/8)  billions  of  ton-miles 

13. 9# 

18.0 

-14.7 

Sources:  American  Iron  &  Steel  Inst.,  Ward's  Automotive  Reports,  Edison  Electric  Inst.,  Amer- 
icon  Petroleum  Inst,,  Energy  Dept.,  American  Paper  Inst  ,  WWPA',  SFPA*^,  Association  of 
American  Railroads 

FOREIGN  EXCHANGE 

Latest 
week 

Week 
ago 

Year 
ago 

JAPANESE  YEN  (7/19) 

142 

140 

131 

GERMAN  MARK  (7/19) 

1.90 

1.88 

1.83 

BRITISH  POUND  (7/19) 

1.62 

1.62 

1.74 

FRENCH  FRANC  (7/19) 

6.44 

6.36 

6.16 

CANADIAN  DOLUR  (7/19) 

1.19 

1.19 

1.20 

SWISS  FRANC  (7/19) 

1.64 

1.62 

1.52 

MEXICAN  PESO  (7/19)3 

2,523 

2,515 

2,300 

Sources:  Major  New  York  banks.  Currencies  expressed 
British  pound  expressed  in  dollars. 

n  units  per  U 

S.  dollar,  except  for 

PRICES 

Latest 
week 

Week 
ago 

%  Change 
year  ago 

GOLD  (7/19)  $/troy  oz. 

370.700 

379.750 

-16.7 

STEEL  SCRAP  (7/18)  #  l  heavy,  $/ton 

1 10.50 

1 10.50 

-9.8 

FOODSTUFFS  (7/ 1 7)  index,  1 967  =  1 00 

223.5 

225.6 

-9.6 

COPPER  (7/15)  c/lb. 

109.7 

108.8 

5.8 

ALUMINUM  (7/15)  ?/lb. 

79.5 

84.5 

-36.7 

WHEAT  (7/15)     2  hard,  $/bu. 

4.30 

4.38 

12.6 

COTTON  (7/15)  strict  low  middling  1-1/16  in.,  (t/\b. 

66.38 

65.88 

13.4 

Latest 
week 

Week 
ago 

%  Chang< 
yearogi 

STOCK  PRICES  (7/14)  S&P500 

329.49 

321.33 

22. C 

CORPORATE  BOND  YIELD,  Aaa  (7/14) 

8.94% 

8.97% 

-10.', 

INDUSTRIAL  MATERIALS  PRICES  (7/14) 

104.6 

104.5 

5.S 

BUSINESS  FAILURES  (7/7) 

232 

201 

-21.< 

REAL  ESTATE  LOANS  (7/5)  billions 

$330.3 

$330.0 

14. 

MONEY  SUPPLY,  M2  (7/3)  billions 

$3,096.5 

$3,09 1.3r 

2.f 

INITIAL  CLAIMS,  UNEMPLOYMENT  (7/1)  thous. 

344 

347 

13.; 

Sources:  Standard  &  Poor's,  Moody's,  Journal  of  Commerce  (index:  1980  ~-  100),  Dun  i 
Bradstreet  [failures  of  large  companies).  Federal  Reserve  Board,  Labor  Dept.  CIBCR  season 
ally  adjusts  data  on  business  failures  and  real  estate  loans. 


1  MONTHIY  ECONOMIC  INDICATORS  1! 

Latest 

Month 

%  Chang 

moiith 

agr 

yearog 

HOUSING  STARTS  (June)  onnuol  rote,  thous.              1 ,400 

l,309r 

-4.: ' 

INDUSTRIAL  PRODUQION  (June)  total  index  141.1 

141.4r 

3.. 

RETAIL  SALES  (June)  billions 


$140.8 


$141.3r 


PRODUCER  PRICE  INDEX  (June)  finished  goods 


114.0 


114.1 


Sources:  Commerce  Dept.,  Federol  Reserve,  Census  Bureau,  BIS 


MONETARY  INDICATORS 


Week 


%Chai 
yeorog 


MONEY  SUPPLY,  Ml  (7/3) 


$777.4 


$769.5r 


BANKS'  BUSINESS  LOANS  (7/5) 


316.9 


314.1r 


FREE  RESERVES  (7/10) 


382 


220r 


NONFINANCIAL  COMMERCIAL  PAPER  (7/3) 


125.6 


126.3 


37. 


Sources:  Federal  Reserve  Board  (in  billions,  except  for  free  reserves,  which  are  expressed  f( 
a  two-week  period  in  millions). 


Sources:  London  Wed.  final  setting,  Chicago  mkt..  Commodity  Research  Bureau,  Metals 
Week,  Kansas  City  mkt.,  Memphis  mkt. 


MONEY  MARKET  RATES 


Latest 
week 


Week 


FEDERAL  FUNDS  (7/18) 


9.24% 


9.25%  7.83'=, 


PRIME  (7/19) 


10.5-11.0  10.5-11.0 


9.50 


COMMERCIAL  PAPER  3-MONTH  (7/18) 


8.68 


8.66 


7.89 


CERTIFICATES  OF  DEPOSIT  3-MONTH  (7/19) 


8.85 


8.75 


8.00 


EURODOLUR  3-MONTH  (7/i2) 


8.91 


9.16 


8.00 


Sources:  Federal  Reserve  Boord,  First  Boston 


#  Raw  data  in  the  production  indicators  ore  seasonally  adjusted  in  computing  the  BW  index  (chart);  other  components  (estimoted  and  not  listed)  include  machinery  and  defense  equipmei 
1     Western  Wood  Products  Assn.         2  =  Southern  Forest  Products  Assn.        3  ~  Free  market  value        NA  =  Not  available        r  =  revised        NM  =  Not  meaningful  ^ 
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KEEP  THE  SPOTLIGHT 

ON  CORPORATE  DIRECTORS  

The  most  significant  improvement  in 
corporate  boards  will  be  actual  rep- 
resentation of  their  constituents — the 
stock  owners  ("Taking  charge:  Corpo- 
rate directors  start  to  flex  their  muscle," 
Cover  Story,  July  3). 

To  accomplish  this,  the  following  re- 
forms will  have  to  occur: 

■  Contested  elections  for  directors,  so 
that  stock  owners  have  a  choice  of  how 
best  to  manage  their  assets. 

■  Mandatory  ownership  of  common 
stock  by  directors,  so  that  they're  mem- 
bers of  the  group  they  represent  and 
have  a  significant,  vested  interest  in  the 
maximum  return  on  investment. 

■  Regular  reporting  by  the  directors  to 
the  stock  owners,  such  as  on  the  corpo- 
ration's performance  rating,  which  could 
be  printed  in  the  proxy  statement. 

Some  of  these  reforms  have  already 
shown  up  in  resolutions  for  votes  at  an- 
nual meetings.  Their  time  has  come. 

Carl  Olson 
Chairman 

Fund  for  Stockowners  Rights 
Washington 

It's  about  time  that  we  pay  closer  at- 
tention to  the  role  of  corporate  direc- 
tors. In  small  banks,  directors  are  spend- 
ing their  time  reviewing  spilled  milk 
rather  than  promoting  strategic  plan- 
ning for  their  institutions. 

At  least  for  the  banks,  the  board  of 
directors  typically  is  a  most  valuable,  yet 
underutilized,  resource. 

William  F.  Staats 
Professor  of  Banking 
Louisiana  State  University 
Baton  Rouge,  La. 

DON'T  LET  THE  HUD  SCANDAL 

MAR  WORTHY  PROJECTS  

Thank  you  for  your  article  on  the 
emergence  of  public-private  partner- 
ships, which  included  the  Boston  Hous- 
ing Partnership  ("Cleaning  house  at 
HUD — and  then  some,"  Finance,  July  10). 

In  Boston,  nonprofit  developers  are 
the  backbone  of  our  affordable-housing 
program.  They  aren't  creating  high-rise 


ghettos — they're  helping  rebuild  neigh- 
borhoods. A  number  of  developments 
have  won  architectural  awards.  They  in- 
clude new  homes  for  first-time  buyers, 
limited-equity  cooperatives,  rental  apart- 
ments, and  lodging  houses.  Many  are 
mixed  income. 

Although  these  local  public-private 
community  partnerships  have  a  success- 
ful track  record,  your  article  correctly 
points  out  that  they  are  not  a  cure-all  for 
the  nation's  housing  ills.  Subsidy  funds, 
which  are  required  to  fill  the  gap  be- 
tween what  poor  and  working-class  fam- 
ilies can  afford  and  what  housing  actual- 
ly costs  to  build  and  operate,  are  very 
scarce. 

The  HUD  scandal  should  not  be  used 
as  an  excuse  to  dismantle  federal  hous- 
ing efforts,  but  as  an  opportunity  to  look 
for  new  directions.  With  federal  support, 
the  nonprofit  public-private  partnership 
approach — embodied  in  the  Community 
Housing  Partnership  Act  now  pending  in 
Congress — can  help  us  resolve  the  hous- 
ing shortage.  This  approach  should  ap- 
peal to  an  Administration  that  empha- 
sizes self-help,  entrepreneurship,  and 
grass-roots  initiative. 

Raymond  L.  Flynn 
Mayor 
Boston 

HOUSING:  A  BETTER  FOUNDATION 
IS  SUBSIDIES,  NOT  CONSTRUCTION 

Your  story  on  housing  partnerships 
("And  the  latest  great  housing  hope 
is . . . ,"  Finance,  July  10)  distorts  the 
trends  in  federal  housing  aid  for  low- 
income  households.  The  article  blames 
the  problem  on  a  "lack  of  money  and 
attention  under  the  Reaganites"  by  cit- 
ing the  decline  in  federal  budget  author- 
ity. But  this  figure,  which  depends  on 
the  duration  of  housing  projects  and  on 
the  mix  of  subsidies  between  construc- 
tion and  aiding  households  to  rent  exist- 
ing households,  reveals  little. 

The  more  important  indexes  increased 
substantially.  Between  1980  and  1987, 
the  number  of  subsidized  households 
rose  from  4  million  to  5.3  million,  and  the 
real  value  of  benefits  per  household  in- 
creased from  $2,040  to  $2,870.  Although 
current  programs  fail  to  cover  all  poor 
households,  doing  more  will  require  con- 
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Encore  perfomance. 

When  it  comes  to  fax  quality,  nothing  outperforms  Omnifax.  Typed 
documents,  charts,  diagrams,  even  photographs  are  reproduced  in 
near  picture-perfect  detail.  Plus,  it  has  all  the  latest  features  that 
make  documents  as  easy  to  fax  as  they  are  to 
read.  For  more  details  and  a  free  booklet,  MK^^^^^^ 
The  Joy  ofFaxM\  1-800-221-8330.  iSS^^S^M 

Omnifax  is  sold  and  serviced  in  the  U.S.,  Canada  &  Puerto  Rico  by  Telautograph  Corporation. 


Project  Management: 
Art,  Science  or  Bull? 

0-, 


r 


Running  a  project  well  demands  a 
special  blend  of  make-it- 
happen  skills.  No 
manager  can  bring  it 
all  together  consis- 
tently by  depending  on 
intuitive  artistry,  rigid 
technique,  or  enthusiastic 
hoorays  and  hoopla. 

What's  it  like  in  your 
company?  How  well  are 
your  projects  running? 
How  sure  are  you  that 
you  are  receiving  the  quality  information 
needed  to  understand  issues,  make 
judgements,  choose  among  alternatives? 

Disciplined  project  management  is  an 
intelligent  framework  in  which  to  judge 
progress,  ask  questions  and  verify  answers. 


As  the  leading  developer  of 
project  management  software,  we'd  like 
to  send  you  our  free  booklet:  "Making  It 
Happen:  A  Senior  Executive's  Guide  to 
Project  Management. " 

Because  the  future  is  too  important  to 
let  it  happen  by  itself. 


Help  me  "make  it  happen." 
Please  send  me  your  FREE  booklet. 


Name, 
Title 


Company. 
Address  _ 
City  


_State_ 


-Zip. 


PRIMAVERA  SYSTEMS.  INC. 

Project  Management  Software 
Two  Bala  Plaza,  Bala  Cynwyd,  PA  19004 
(800)  423-0245  'In  PA  (215)  667-8600 

FAX:  (215)  667-7894 
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tinuing  the  shift  from  construction  to 
cost-effective  household  subsidies,  even 
if  some  misinterpret  the  result  as  a  de- 
cline in  federal  effort. 

Robert  I.  Lerman 
Economics  Dept. 
American  University 
Washington 

DON'T  GO  TO  KOREA 
IN  SEARCH  OF  lOW  WAGES 

Your  article  "Is  the  era  of  cheaf 
Asian  labor  over?"  (Internationa 
Business,  May  15)  uses  numbers  foi 
South  Korea  that  may  mislead,  though 
the  calculation  for  the  percent  increase 
of  average  monthly  wages  depends  or 
the  rapidly  rising  exchange  rate  used  ir 
the  calculation.  My  figures  show  the  rise 
from  1984  to  1988  to  be  76%,  not  llO'^.. 

Still,  wages  have  been  rising  in  Korea 
both  in  won  and  dollar  terms.  Prospec 
five  investors  and  buyers  there  shoulc 
recognize  that  Korea  is  shedding  manu 
facture  of  low-wage,  low-productivit> 
products.  Productivity  has  risen  rapidly 
though  not  in  all  industries. 

Foreign  companies  should  be  awart 
that  unless  they  can  increase  productivi 
ty,  manufacturing  in  Korea  will  rapidl\ 
become  uncompetitive.  They  should  Ik 
looking  at  the  growth  industries — e.g. 
electronics,  machinery,  automobiles 
They  also  should  ask  whether  they  car 
improve  design  and  quality,  not  just 
units  of  output  per  worker.  That  is  th( 
principal  way  Korea  has  increased  pm 
ductivity — not  by  producing  two  pairs  o: 
shoes  instead  of  one,  but  by  producing  ; 
$2  pair  in  place  of  a  $1  pair. 

John  T.  Bennet 
Korea  Economic  Institute  of  Americ: 
Washingtoi 


THE  REAL  ENEMY  OF  INNOVATION 
IS  OVER-REGULATION 


One  element  that  you  didn't  includf 
in  your  excellent  "Innovation  ii 
America"  special  issue  (June)  is  the  ever 
increasing  government  regulation  of  cor 
porate  deals,  either  direct  or  influenced 
which  serves  to  impede  innovation. 

Our  company,  Equity  Directions  Inc. 
decided  that  a  solution  to  the  lack  o: 
affordable  housing  was  to  combine 
manufactured  house  (mobile  home)  witl 
the  land  and  provide  a  "real  estate' 
transaction  with  all  of  the  financing  al 
ternatives  and  benefits  of  a  site-con 
structed  home. 

Our  product  had  to  conform  with  city 
county,  state,  and  federal  regulations  a; 
well  as  satisfy  the  requirements  of  pri 
vate  and  regulated  finance  and  second 
ary-market  operations. 
As  we  encountered  a  specific  probleii 


WltyD^bNot 

GoodEnoudi 


100%  digital  does  not  mean  100%  digital  fiber  optic.Though  the  difference  may 
strike  you  as  subtle,  ttie  impact  it  can  fiave  on  your  telecommunications  is  astounding. 


,,  '"f/i 

When  it  pours,  we  reign.  Any  network  containing  copper,  microwave  and  satellite 
is  at  the  mercy  of  the  elements.  And  so  is  every  customer  that  uses  that  kind  of 
network.  On  the  other  hand,  100%  digital  fiber  optics  is  immune  to  all  electromagnetic 
interference  commonly  caused  by  inclement  weather  and  surrounding  power  lines. 
So  your  voice,  data  and  video  transmissions  go  through  rain  or  shine. 

Best  of  all,  the  best  costs  less.  Not  only  can  every  customer 
save  on  their  long  distance  calls,  they  can  also  transmit  data 
for  the  price  of  voice,  save  countless  man-hours  with  faxes  that 
arrive  in  six  seconds  instead  of  60,  and  place  their  calls  quickly  on 
the  very  first  try  In  short,  a  100%  digital  fiber  optic  telecom- 
munications network 6'«/?OA?ce5  your  ability  to  run  your  business 
better,  rather  than  restricts  it. 

But  only  one  such  system  exists.  Ours.  So  even  though  AT&T 
doesn't  have  a  100%  digital  ///^^rop^/c network, you  can.  Just 
call  1-800-877-2000  now  And  talk  with  the  best. 


Our  network  offers  a  lot  to  a  lot. 

A  single  pair  of  hair-thin  optical  fibers 
can  carry  more  than  16,000  calls, 
compared  to  96  for  copper.That 
means  a  mere  100  pair  could  carry  the 
simultaneous  calls  of  everyone  in 
Manhattan.  100  pair  of  copper  wire 
couldn't  even  carry  one-fourth  the 
calls  of  Grand  Bahama  Island. 


US  Sprint 

Talk  With  The  Besr 


C'  1989  US  Sprint  Communications  Company  Lmited  Partnership  US  Spnnt  is  a  registered  trademark  uf  US  Sprint  Communications  Company  Limited  Partnership 


The  daine  CarD  that  iji%>e^i  you  a  24-hour  travel  ^tervice,  a  year-end  ^iuinniary  of 
your  charge^i,  ca^ih  acce^ui  at  home  and  abroad,  and  jo  many  other  ^eiunble  ^ervi 
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'  hcu^  no  pre-^et  ti pending  Liniit*  For  when  you  finally  run  into  that  1953 XK120, 


THE     AiVIERiCAN     EXPRESS"     GOLD  CARD 


First 
Anniversary. 


Second 
Anniversary. 


Third 
Anniversary. 


Fourth 
Anniversary. 


She  may  well  appreciate  all  the 
perfume  you've  given  her. 
However,  she  now  owns  enough  to 
fill  a  medium-size  lake. 


This  year,  tell  her  you'd  marry  her  all  over  again. 

The  Diamond  Anniversary  Band.    ^  .  ^ 

A  diamond  is  forever.  Ix  /\  1 

JB  ROBINSON 


Suggested  retail  price  for  rings  $1,495-$1.795. 
For  more  information,  call  800647-0012.  in  VA  703  549-1890. 


I  t  w  (  I  e  K  s 
The  diamond  people  ® 


A  tiny  refuge  from  the  world. 
For  the  very  worldly. 

On  a  little  Caribbean  island  gem  w  ith  tJie  flavor  of  Fi  ance,  32  cottages 
dot  the  hillside  on  our  private  co\'e. 
Gourmet  cuisine.  Dedicated  personal  ser\'ice.  Inv  iting  beach. 
P(x>l.  Jacuzzi.  Water  spoits.  Temiis.  Piano-Bar. 
The  Manapany.  Where  sophisticated  people  can  v  acation  simply. 
Simply  beautifully. 

HOTEl 

COTTAqES 

S.MNT  BARTHS,  FRENCH  WEST  INDIES 

For  information  or  reservations,  its  voiir  travel  agent  or  Mondotels,  Inc.,  200  West  57tli  St.,  New  York  10019, 
toll-free:  800-847-4249  (in  New  York  State,  212-757-0225;  in  Canada,  800-255-,^393 
orThe  Manapanv,  St.  Earths,  590-276655, 


CORRECTIOKS  &  ClARIHCATIOMS 

In  the  table  accompanying  "Computer 
makers  are  blue — but  not  IBM"  (Infor- 
mation Processing,  July  24),  profit  and 
revenue  figures  for  the  second  quartet 
and  first  half  of  1989  were  estimates. 


and  modified  our  business  to  resolve  th' 
issue  or  circumvent  the  problem,  we  nev 
er  overcame  the  difficulty  of  the  attitude 
we  confronted.  No  one  thought  abou 
how  to  make  a  positive  interpretation  o 
change.  Everyone  thought  only  in  term 
of  enforcing  policy  or  rules  that  wer 
put  in  place  to  serve  a  different  produc 
than  what  we  were  providing.  Evei 
though  the  market  accepted  and  bough 
our  homes  with  a  high  degree  of  de 
mand,  our  inability  to  deliver  quickl 
enough  created  an  absorption  rate  tha 
was  too  low  to  deal  with  the  interes 
payments  for  the  project. 

Add  to  this  an  FDIC  takeover  of  th 
troubled  savings  and  loan  that  held  ou 
development  loan  and  the  inability  t 
move  that  loan  in  the  troubled  Phoeni: 
real  estate  market,  and  we  became  ar 
other  statistic. 

We  thought  then  and  still  think  w^ 
are  innovators,  but  we  know  we  are  ou 
of  business  . . .  due  in  large  part  to  e> 
cessive  government  regulation. 

Arthur  S.  Conso 
Presiden 
Equity  Directions  Inc 
Phoeni 

IN  CONGRESS, 
lONGEVITY  CORRUPTS 


The  editorial  "A  pay  hike  might  mak 
Congress  more  ethical"  misses  th 
mark  (Editorials,  July  10).  So  long  a 
members  of  Congress  feel  they're  b( 
yond  the  reach  of  the  voters — with  be 
ter  than  %7o  of  those  running  for  reele( 
tion  being  successful — ethics  and  speci; 
interest  money  will  be  a  problem. 

The  way  to  bring  a  fresh  look  to  Co 
gress  is  to  limit  the  number  of  terms  a] 
individual  may  serve.  Limiting  senato: 
to  two  terms  and  representatives  to  fiv 
terms  would  breathe  new  life  into 
institution  that  has  gone  stale.  Both  Sei 
ators  Gordon  J.  Humphrey  (R-N.  H.)  an 
William  L.  Armstrong  (R-Colo.)  have  a 
ready  announced  their  retirements  fc 
precisely  that  reason. 

R.  M.  Coquillett 
Mattapoisett,  Mas; 


Letters  to  the  Editor  should  be  sent  to  Readei 
Report,  Business  Week,  1221  Avenue  of  the  Amei 
cas,  New  York.  N  Y  10020,  Fax  (212)  512-687, 
Telex:  12-7960,  IntI,  4998204  All  letters  must  ii 
elude  an  address  and  daytime  and  evening  teli 
phone  numbers.  We  reserve  the  nght  to  edit  iette 
for  clarity  and  space. 
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Four  filings  to  open 
in  case  of  min 
this  weeliend 


EDWIN  RHOYT 

Naval  Matlon  from  WocW  War  II  to  the  Persan  Gulf 


Soggy  in  Sag  Harbor?  Discover 
a  hotbed  of  espionage  and  adventure  in 
Istanbul  Intrigues,  a  true-life  Casablanca  thriller 
about  the  glamorous,  romantic  city  linking  Europe, 
Asia,  and  the  Middle  East  during  World  War  II. 
Publishers  Weekly  hails  its  "spine-tingling  narrative" 
and  Kirkus  Reviews  calls  it  "masterful." 

Pouring  in  Portland?  Curl  up  with  this  summer's 
most  scorching  techno-thriller  The  Bio-Assassins, 
a  novel  "that  crackles  with. .. excitement" 
{Kirkus  Reviews)  as  it  explores  an  all-too-pos- 
sible-premise: what  happens  when  a  fanatical 
terrorist  group  seizes  hold  of  a  bacterium  so 


lethal,  a  small 
amount  of 

it  could  destroy  the  world. 

Chilly  on  the  Chesapeake?  Feel  the  heat  of  battle 
in  Carrier  Wars,  Edwin  P  Hoyt's  "concise. .  .dra- 
matic briefing  on  carriers. .  .There's  no  denying 
their  glorious  past— v^hich  Hoyt  brings  to  vivid  life." 
{Kirkus  Reviews) . 
^  Whatever  the  weather,  book  yourself  some 
sizzling  summer  entertainment  today  by  drop- 
TfT  ping  by  your  local  bookstore  or  callina  us  for 
"l  U      credit  card  orders  at  1-B00-2-IVICGRAW. 


"Of  course  computer  costs  are  part 
of  doing  business.  But  look  what  tihey'n 
doing  to  our  bottom  line? 


Every  year  your  company  depends  HP  can  help  you  minimize  your 


more  on  its  computer  system.  And 
every  year  computer  costs  get 
harder  to  control. 

Hewlett-Packard  has  a  better  way. 


computer  costs  with  a  line  of  high- 
performance  computer  systems. 
Systems  that  cost  less  because 
they  have  simpler  designs,  with 
fewer  instructions  and  fewer  com- 
ponents. Systems  that  are  more 
reliable  and  less  costly  to  maintain. 

This  small  economic  miracle  is  due 
to  HP's  Precision  Architecture. 
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With  Precision  Architecture,  HP 
has  built  the  industry's  broadest 
line  of  RISC-based  computers. 
Computers  which  offer  compati- 
bility you  can  build  on  well  into 
the  future. 

We've  already  demonstrated  that 
to  cuiTent  HP  users.  They  enjoy 
excellent  compatibility  between 


HP  Precision  Aichitecture  anti 
their  existing  HP  systems.  As  well 
as  the  backing  of  HP's  legendary 
service  and  support  programs. 

If  you'd  like  to  find  out  what  our 
RISC-based  computers  can  do  for 
your  business  and  your  bottom 
line,  pass  along  this  number  to  your 
information  systems  manager: 
1-800-752-0900,  Ext.  603E. 
We'll  send  an  independent  consul- 


tant's report  from  the  Aberdeen 
Group,  "The  Executive  Guide  to 
Buying  Computing  Systems". 

There  is  a  better  way. 


HEWLETT 
PACKARD 


THE  HOTEL:  A  WEEK  IN  THE  LIFE  OF  THE  PLAZA 

By  Sonny  Kleinfield 

Simon  &  Schuster  •  334  pp  •  $19.95 


UPSTAIRS,  DOWNSTAIRS 
AT  A  GRAND  HOTEL 


When  I  was  growing  up  in  New 
York  City,  tlie  Plaza  hotel  fig- 
ured in  all  my  favorite  rituals. 
Every  New  Year's  morning  during  our 
teen  years,  my  brother  and  I  walked  a 
freezing  mile  to  Fifth  Avenue  and  59th 
Street,  climbed  the  fountain  in  front  of 
the  hotel,  and  watched  the  sunrise.  Af- 
ter college,  when  I  returned  to  the  city 
and  got  my  first  job,  my  idea  of  a  Sun- 
day outing  was  to  pack  a  sandwich, 
perch  on  the  wall  along  Central  Park 
South,  and  study  the  action  at  the  Pla- 
za's side  entrance.  Later,  the  Palm 
Court  was  where  I  took  girlfriends  to 
celebrate  when  they  got  engaged. 

It  turns  out  I'm  not  alone  in  this  mild 
obsession.  Sonny  Kleinfield,  a  New  York 
Times  reporter  whose  previous 
books  include  Staying  at  the  Top 
and  Talking  Straight,  spent  a  week 
at  the  Plaza  learning  how  the  door- 
men, chambermaids,  chefs,  managers, 
and  hundreds  of  other  employees 
keep  it  running.  The  Hotel:  A  Week 
in  the  Life  of  the  Plaza  is  a  fascinat- 
ing diary  of  their  chores. 

New  York  superdeveloper  Donald 
Trump  loves  the  Plaza,  too — so  much 
that  he  bought  it  in  early  1988.  The 
week  that  Kleinfield  chronicles,  in  the 
spring  of  1988,  predates  any  changes 
by  Trump  and  his  wife,  Ivana,  now 
president  of  the  Plaza.  But  the  book 
isn't  nostalgic.  Instead,  Kleinfield 
finds  out  what  makes  the  place  so 
lovable.  It's  almost  as  if  he's  challeng- 
ing the  Trumps  to  see  if  they  can  find 
any  way  to  improve  it. 

Since  Cornelius  Vanderbilt  first 
signed  the  register  in  1907,  the  Plaza 
has  gotten  a  lot  of  hype.  Kay  Thomp- 
son's Eloise,  about  a  six-year-old 
who  lives  at  the  hotel,  fanned  pub- 
licity in  1955.  The  Beatles  checked 
in  for  a  week  in  1964.  Throughout, 
the  Plaza  has  billed  itself  as  the 
"world's  most  luxurious  hotel."  Ex- 
cept for  two  dismal  eras  of  crumbling 
infrastructure  and  falling  profits  in 
the  1950s  and  early  '70s,  it  _ 
has  maintained  its  image. 

The  business  travelers, 
tourists,  and  honeymoon 
couples  who  check  into  the  Plaza 
have  higher  expectations  than  guests 
at  other  hotels.  Some  1,300  employees 
are  trained  to  see  that  all  their  dreams 


come  true.  If  the  King  of  Sweden  sends 
the  front  desk  a  shopping  list,  a  sales 
manager  dispatches  someone  to  find  the 
golf  club,  towels,  and  sweaters  he 
wants.  If  a  CEO  needs  a  last-minute  table 
at  Le  Cirque,  the  concierge  gets  it.  If  a 
blind  guest  wants  the  Bible  read  aloud, 
the  hotel  sends  up  a  reader.  Meticulous 
attention  is  paid  to  every  flower,  TV  re- 
mote-control, and  pillow  mint. 


"Oooo  I  absolutely  love 
The  Plaza." 


-ELOISE 


The  curious  thing  about  the  Plaza  is 
that  the  people  who  tend  to  all  these 
details  really  do  seem  to  enjoy  and  care 
about  their  work.  The  author  descends 
into  the  cavernous  kitchens,  where  a 
soup-and-sauce  cook  stirs  a  90-gallon  vat 
of  stock  and  the  head  chef's  biggest 
gripe  is  that  the  Plaza's  volume  makes  it 
impossible  to  maintain  first-rate  meal 
quality.  Kleinfield  spends  an  afternoon 
with  the  security  staff,  who  cope  with 
everything  from  obstreperous  drunks  to 
luggage  thieves.  He  follows  a  maid  or 
her  rounds,  watching  her  scrub  filthy 
rooms  in  exactly  20  minutes.  Though  he 
hears  complaints,  most  of  the  people  h( 
talks  to  are  proud  of  their  work. 

The  book  offers  two  kinds  of  voyeuris 
tic  tidbits.  Kleinfield's  visits  behind  th( 
scenes  show  us  the  small  triumphs  and 
disasters  that  happen  every  day  in  a  big 
hotel.  In  turn,  the  workers  tell  tales, 
about  the  guests.  (This  also  can  get  frus 
trating:  You  have  to  guess  which  movi( 
star  beats  up  his  girlfriend  in  the  middk 
of  the  night,  forcing  security  to  rescue 
her  and  smuggle  her  out  of  the  hotel.] 
Kleinfield  unearths  facts  that  are  in 
herently  amusing.  King  Hassan  II  o: 
Morocco  tips  with  Rolex  watches 
Two  Plaza  workers  do  nothing  bu 
clean  chandeliers.  Another  changes 
light  bulbs.  (How  many  light  bulbs 
does  it  take  to  employ  a  man  full 
time?  30,000,  no  joke.)  The  prostitutes 
who  work  the  hotel  are  left  in  peace 
provided  they  dress  well  and  spac< 
their  customers  discreetly. 

Perhaps  because  Kleinfield  is 
business  writer,  much  of  this  bool 
concerns  money.  He  shows  where  th( 
hotel  makes  its  profit — mostly  fron 
rooms,  not  food  or  services — am 
where  costs  are.  One  reason  the  em 
ployees  are  so  content  may  be  tha 
instead  of  punishing  their  chronic  pil 
fering,  the  hotel  simply  budgets  extn 
supplies  when  it  orders  new  sheets  or 
silver.  The  guests  Kleinfield  inter 
views,  too,  nearly  always  chat  abou' 
the  deals  they're  in  town  to  close  oi 
how  they've  done  in  the  stock  market 
But  The  Hotel  is  not  really  abou 
wealth.  While  the  Plaza's  opulenc( 
obviously  depends  on  a  generous  op 
erating  budget  and  its  guests  tend  \i\ 
be  well-heeled,  what  Kleinfield  cele 
brates  here  is  hard  work,  tradition 
and  a  constant  vigilance  against  tacki 
ness.  Trump  and  his  wife  have  madi 
,  some  cosmetic  improvements 
Kleinfield  hopes  that  befon 

  they  fix  too  much,  they  realizi 

that  what  really  makes  thi 
Plaza  special  ain't  broke.  So  do  I. 

BY  JOAN  WARNf  ! 
Acting  Books  Editor  Warner  is  still  saviio 
up  for  a  weekend  at  the  Plaza. 
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Here's  something  that  will  help  everyone 
sleep  better.  Except  our  competition. 

At  UPS,  we  have  something  that  will  help  the  morning  to  the  vast  majority  of  people  across 

assure  you  a  restful  nights  sleep  when  it  comes  to  the  country. 

overnight  delivery  And  because  of  our  efficiency,  we're  still  able  to 

Its  guaranteed  UPS  Next  Day  Air*  do  all  of  this  for  up  to  half  what  other  companies 

Fbr  some  time  UPS  has  been  the  only  company  charge.  " 
fast  and  reliable  enough  to  deliver  overnight  to         All  of  which  is  guaranteed  to  give  our  ■  -^^^^ 

every  single  address  coast  to  coast.  And  we  guaran-  competition  a  restless  nights  sleep.  U  U  O 

tee  it,  or  you  don't  pay  for  it.  And  you  a  comfortable  one.  ^^-L-^ 

Wliat's  more,  we'll  even  guarantee  delivery  in  We  run  the  tightest  ship  in  the  shipping  business. 


New  hope  on  old  foundations.  In  urban 
renewal  programs  we  sponsor  from 
Houston  to  Cleveland,  we  are  helping 
non-profit  organizations  in  our  commu- 
nities rehabilitate  homes  for  low-income 
people  and  preserve  landmark  build- 
ings. The  count  so  far:  500  rehabbed 
and  new  housing  units,  38  historic 
buildings,  and  30  commercial  spaces. 
And  something  that  counts  for  even 
more:  symbols  of  urban  despair  turned 
into  symbols  of  pride. 
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conomic  Viewpoint 


WHY  SOLIDARITY 
MUST  FIAY 
POINT  MAN 
FOR  ECONOMIC 
REFORM 


BY  GARYS.  BECKER 


Only  dramatic  steps  toward 
a  freer  Polish  economy  have  a 
decent  chance  of 
succeeding.  Gradual  change 
will  give  the  opposition 
too  much  time 
to  sabotage  reform 


GARY  S  BECKER  IS  UNIVERSITY 
PROFESSOR  OF  ECONOMICS  AND  SOCIOLOGY 
AT  THE  UNIVERSITY  OF  CHICAGO 


Few  people  in  Eastern  Europe  still 
believe  in  a  socialism  that  requires 
state  ownership  of  most  property. 
Many  of  the  Solidarity  leaders  I  met  on 
a  trip  to  Poland  in  June  want  an  econom- 
ic system  based  largely  on  private  initia- 
tive. Even  a  high-ranking  member  of  the 
Ideology  Dept.  of  the  Polish  Communist 
Party  made  the  remarkable  statement  to 
me  that  "public  property  is  not  the  es- 
sence of  socialism."  Therefore,  with 
enough  determination,  Solidarity  can 
substantially  free  Poland's  economy  dur- 
ing the  honeymoon  period  of  the  new 
Parliament.  Hungary  has  already  taken 
several  steps  to  extend  greatly  its  pri- 
vate sector. 

Without  freer  foreign-trade  sectors, 
domestic  reform  cannot  succeed  in  small 
countries  such  as  Poland  and  Hungary, 
which  are  heavily  dependent  on  exports 
and  imports.  The  Polish  zloty  is  obvious- 
ly greatly  overvalued  at  the  official  rate 
of  about  800  to  the  dollar,  and  I  urge  the 
new  government  to  abolish  the  official 
rate  and  float  the  zloty  freely.  The  unof- 
ficial rate,  to  some  extent  already  a  de 
facto  floating  rate,  has  risen  recently  to 
more  than  4,500  zlotys — a  measure  of 
how  unrealistic  the  official  rate  is. 

Floating  rates,  when  combined  with 
moderate  tariffs  and  quotas,  force  inter- 
nal prices  of  tradable  goods  to  conform 
to  world  prices.  In  particular,  competi- 
tion from  imports  would  allay  the  fears 
of  some  Polish  economists  that  freeing 
internal  prices  would  give  too  much  mo- 
nopoly power  to  state  enterprises  in 
such  heavy  industries  as  steel. 

The  U.  S.  and  other  countries  should 
help  Poland  and  Hungary  reduce  their 
large  hard-currency  debt,  but  President 
Bush  and  Alliance  leaders  are  right  to 
ask  the  Poles  to  solve  most  of  the  debt 
problem  through  their  own  actions.  The 
fall  in  the  unofficial  zloty  rate  over  the 
past  couple  of  years  has  already  greatly 
stimulated  Polish  exports.  Floating 
rates,  combined  with  much  greater  reli- 
ance on  private  enterprise,  would  boost 
exports  from  both  countries  a  lot  more. 
The  resulting  current-account  surpluses 
would  cut  their  foreign  debt  in  a  way 
that  encourages  rather  than  discourages 
future  commercial  loans. 
GRIM  OPTIONS.  State-enterprise  deficits 
in  Poland  and  Hungary  must  be  reduced 
quickly  to  help  bring  public  spending 
and  inflation  under  control — especially  in 
Poland,  where  the  annual  inflation  rate 
recently  exceeded  100%.  These  enter- 
prises can  be  forced  to  do  better  by  cut- 
ting their  subsidies  and  giving  them 
greater  control  over  prices  and  employ- 
ment, though  eventually  many  state  en- 
terprises will  have  to  be  privatized  or 
shut  down. 

In  Poland,  private  companies  are  limit- 


ed to  a  few  sectors,  mainly  agriculture 
and  repairs,  and  to  a  small  scale.  Bui 
they  should  be  allowed  to  enter  most 
industries,  issue  publicly  traded  stock 
and  hire  as  many  workers  as  they  wish  ' 
.Competition  would  determine  the  forn 
and  the  scale  appropriate  for  different 
activities. 

Many  advantages  of  private  enter 
prise  can  be  realized  only  if  the  stato 
reduces  its  regulation  of  prices  and  pro, 
duction  methods.  Market  forces  of  sup 
ply  and  demand,  rather  than  state  regu^ 
lation,  should  determine  the  prices  o1 
most  goods  and  materials,  wages,  anc 
employment.  Explicit  subsidies,  when  po 
litically  necessary,  should  replace  th( 
present  wasteful  system  of  queues,  ra 
tioning,  and  large  hidden  subsidies  tc 
state  enterprises  in  the  form  of  fret 
rents  and  low  interest  rates. 
RIOT  FEARS.  Almost  all  economists  in  Po 
land  and  Hungary  recognize  that  radica 
reforms  are  desirable  in  the  long  run 
but  many  believe  they're  neither  politi 
cally  nor  economically  feasible  in  th( 
near  future.  They  fear  protests  and  noU 
if  many  people  lose  their  jobs,  if  foo( 
prices  and  rents  rise  rapidly,  and  if  othei 
privileges  under  the  present  system  an 
quickly  abolished.  They  may  be  right 
but  I  agree  with  those  leaders  of  Soli 
darity  who  are  convinced  that  only  dra 
matic  steps  toward  a  freer  econoni) 
have  a  decent  chance  of  succeeding  anc 
that  gradual  change  gives  the  oppositioi 
too  much  time  to  sabotage  reform. 

Slow  progress  gives  groups  wlu 
would  lose  special  privileges  more  tini( 
to  mobilize  opposition.  Hungary  and  Po 
land,  the  Eastern  bloc  countries  in  th( 
most  favorable  position  politically  to  rad 
ically  change  their  economies,  have  thuii 
best  shot  at  a  successful  transition  awa\ 
from  state  socialism  with  quick  an( 
forceful  reform  toward  private  enter 
prise  and  open  foreign  trade. 

Some  Solidarity  leaders  argue  tha 
workers  and  consumers  will  accept  suli 
stantial  unemployment  and  other  hard 
ships  in  the  short  run  if  they  are  con 
vinced  that  state  socialism  is  beinj. 
replaced  by  a  system  that  rewards  hon 
est  effort  and  initiative.  It's  a  sad  com 
mentary  on  socialist  economies  that  tin 
most  ambitious  men  and  women  of  Pn 
land  leave  to  work  in  West  Berlin,  in  tin 
U.  S.,  and  elsewhere  because  their  ow  i 
manufacturing  and  service  sectors  prd 
vide  so  few  incentives  for  hard  work. 

Reasonable  people  can  disagree  abou 
the  precise  sequence  and  timing  of  stej.: 
to  free  the  Polish  and  Hungarian  ecorid 
mies.  But  no  one  can  doubt  that  thfi 
success  in  shifting  from  state-directed  ti 
free  economics  will  influence  great  1- 
what  happens  in  other  Eastern  bio- 
countries,  including  the  Soviet  Union.  ■ 
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AUTOMATIC  DOCUMENT  FEEDING 


AUTOMATIC  DUPLEXING 


AUTOMATIC  SORTING  OPTIONS 


Frantically  looking  for  a 
spendable  25-cpm  copier'?'  Relax. 

Canon's  new  Anxiety  Reduction 
eries  takes  the  worry  out  of  copying. 

Innovations  like  a  long-life  copying 
'um,  sophisticated  fine-grain  toner 
id  self-diagnosing  control  panel 
ere  specifically  designed  to  give  you 
lOre  copies  and  fewer  headaches. 


AUTOMATIC  REPRODUCTION  RATIO 


AUTOMATIC  EXPOSURE 


AUTOMATIC  PAPER  SELECTION 


And  whether  you  choose  the 
NP3825  with  its  duplexing,  editing 
and  color  capabilities  or  the  more 
basic  productivity  of  the  NP3325,  you 
can  count  on  the  Anxiety  Reduction 
Series  to  deliver  what  you  need  most 
from  your  office  copier.  Increased 
reliability  without  increasing  your 
blood  pressure. 


Cation  NP  3825/3325 

iZnxiety  "Reduction  Series 


le  Canon  Cfcan  Card 


For  more  information,  call  toll  free1-800-OK  CANON.  Or  wnte  Canon  U  S,A.,  Inc  ,  PO  Box  3900,  Peoria,  IL  61614    (ci  1989  Canon  U  S  A.  Inc. 
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conomic  Trends 


BY  GENE  KORETZ 


WILL  AMERICANS  KEEP 

BUYING  LESS 

AND  SAVING  MORE? 


Since  the  start  of  the  year,  real  retail 
sales  have  been  falling,  and  consum- 
er spending  growth  has  slowed  to  a 
crawl.  At  the  same  time,  the  personal 
savings  rate,  which  averaged  well  above 
7%  in  the  1970s,  has  rebounded  from 
4.2%  last  year  and  a  low  of  3.2%-  in  1987 
to  5.17'  so  far  in  1989. 

While  some  observers  view  this  devel- 
opment as  a  temporary  lull  keyed  to  the 
aging  expansion  and  a  relatively  restric- 
tive monetary  policy,  Robert  S.  Gay,  an 


THE  1980S'  BUYING  BINGE 
MAY  BE  PETERING  OUT 
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A  PERCENT  OF  NATIONAL  INCOME  EST 

•INCLUDES  CARS,  FURNITURE,  APPLIANCES,  RECREATION, 
PERSONAL  BUSINESS  SERVICES,  AND  PRIVATE  EDUCATION 

DATA:  COMMERCE  DEPT.,  MORGAN  STANLEY  S  CO 


economist  at  Morgan  Stanley  &  Co.,  ar- 
gues that  it  signals  the  beginning  of  the 
end  of  the  explosive  spending  binge  that 
has  characterized  most  of  the  1980s.  "Al- 
though consumption  may  recover  a  bit 
over  the  short  run,"  he  says,  "spending 
and  savings  over  the  next  few  years  are 
likely  to  return  to  the  growth  rates  they 
exhibited  in  earlier  decades." 

Between  1981  and  its  peak  in  1987, 
notes  Gay,  household  spending  as  a 
share  of  national  income  jumpecl  by  3.6 
percentage  points — hitting  a  record  high 
more  than  five  percentage  points  above 
its  average  value  in  the  1970s.  More  im- 
portant, virtually  all  of  that  rise  was 
attributable  to  a  sharp  pickup  in  discre- 
tionary purchases  (chart),  such  goods  as 
cars  and  appliances,  and  services  such  as 
recreation  and  private  education. 

"The  essence  of  discretionary  spend- 
ing," says  Gay,  "is  that  it  can  be  timed 
to  coincide  with  periods  of  economic 
well-being,  and  in  the  1980s,  many 
Americans  suddenly  began  to  feel  excep- 


tionally rich."  One  reason  was  the  huge 
surge  in  household  net  worth  fueled  by 
spectacular  rallies  in  the  stock  and  bond 
markets  and  extraordinary  gains  in 
house  prices  on  the  populous  East  and 
West  coasts.  Between  1980  and  1987, 
Gay  estimates  that  household  wealth  as 
a  percent  of  national  income  climbed  40 
percentage  points  (from  about  340%  to 
380%),  retracing  all  of  the  decline  of  the 
previous  two  decades. 

The  second  wealth-enhancing  develop- 
ment was  a  sharp  drop  in  the  prices  of 
discretionary  purchases  relative  to  those 
of  nondiscretionary  consumer  goods  and 
services.  While  a  flood  of  inexpensive 
imports  fostered  by  the  strong  dollar  ini- 
tiated the  trend.  Gay  observes  that  cost- 
cutting  by  U.  S.  manufacturers  also  con- 
tributed to  the  growing  relative 
cheapness  of  many  big-ticket  discretion- 
ary items. 

Since  1987,  however,  Americans  have 
begun  to  feel  a  lot  less  wealthy,  con- 
tends Gay.  For  one  thing,  the  stock  mar- 
ket crash  sharply  lowered  household  net 
worth  for  a  while.  And  home  prices  in 
many  areas  of  the  Northeast  and  else- 
where have  decelerated  and  even  soft- 
ened. At  the  same  time,  the  impact  of 
the  lower  dollar  on  import  prices  and  the 
loss  of  tax  deductibility  for  interest  pay- 
ments have  coinbined  to  help  create  a 
sharp  rise  in  the  relative  cost  of  many 
big-ticket  purchases. 

"With  bargains  becoming  less  and  less 
available,  and  a  growing  awareness  that 
asset  values  cannot  continue  to  soar  for- 
ever," Gay  concludes,  "Americans  over 
the  next  few  years  are  likely  to  rein  in 
their  spending  and  return  to  the  savings 
habits  of  earlier  decades." 


SMALL  BUSINESSES 

TEND  TO 

STAY  PINT-SIZE 


The  notion  that  small  businesses  are 
powerful  engines  of  job  growth 
doesn't  jibe  with  the  facts,  says  a  new 
Dun  &  Bradstreet  Corp.  stuciy.  While 
employment  among  245,000  startups  re- 
corded by  D&B  in  1985  had  tripled  to 
nearly  2.6  million  by  1988,  the  study  indi- 
cates that  the  increase  was  attributable 
to  a  small  nuinber  of  companies. 

More  than  137'  of  the  companies  still 
in  business  in  1988,  for  example,  added 
no  employees  over  the  period,  20%  added 
fewer  than  10,  and  5.29<  added  10  to  99. 
Some  75%  of  the  employment  gains  were 
posted  by  businesses  employing  more 
than  100  workers — a  group  that  consti- 
tuted about  0.3%  of  the  original  startups 
and  less  than  2%  of  the  survivors  in 
1988.  And  the  leaders  of  the  pack — the 


15  companies  that  added  more  than 
10,000  employees  and  accounted  for  over 
25%  of  the  total  job  growth — all  grew 
through  mergers  and  acquisitions. 


THIS  ECONOMIST  LOOKS 
AT  CREDIT  GROWTH— 
AND  SEES  NO  RECESSION 


With  the  most  widely  watched  mon- 
etary aggregates  registering  j 
scant  growth  this  year,  many  monetar-  ; 
ists  believe  that  a  recession  may  be  al- 
most inevitable,  even  with  the  Federal 
Reserve  Board's  latest  turn  toward  ease. 
Economist  Robert  L.  Marks  of  Siff  Oak- 
ley &  Marks  Inc.  argues,  however,  that 
traditional  money-supply  measures  in  re- 
cent years  have  been  providing  an  in- 
creasingly distorted  picture  of  the  econo- 
my's true  financial  liquidity.  He  points 
out  that  total  credit  in  the  economy  has 
been  growing  at  an  8%  annual  rate  so 
far  this  year — far  faster  than  the  wider 
monetary  aggregates  (M2  and  M3,  which 
include  currency,  checking  and  savings 
accounts,  money-market  funds,  and  oth- 
er deposits).  By  contrast,  credit  growth 
in  earlier  decades  was  more  closely 
aligned  with  these  money-supply  mea- 
sures and  hardly  ever  exceeded  them. 

As  Marks  sees  it,  three  developments 
have  tended  to  restrain  the  growth  of 
currently  defined  money  in  recent  years. 
One  is  the  huge  inflow  of  foreign  capi- 
tal, a  significant  portion  of  which  is  lent 
directly  to  borrowers  and  hence  does  not 
remain  in  domestic  deposit  accounts  long 
enough  to  affect  the  money  supply.  An- 
other has  been  the  fast  growth  of  IRA 
and  Keogh  accounts  at  commercial 
banks,  thrifts,  and  money-market 
funds — funds  which  are  used  to  support 
credit  extensions  by  these  financial  in- 
termediaries but  are  not  considered  as 
part  of  the  money  supply  by  the  Fed. 
Finally,  much  of  the  money  borrowed  by 
thrifts  from  the  Federal  Home  Loan 
Bank  Board,  commercial  banks,  and  oth- 
er sources  to  replace  withdrawals  by 
worried  depositors  over  the  past  year  is 
not  counted  in  the  money  supply. 

Marks  estimates  that  since  mid-1988 
such  developments  have  caused  M2  anc 
M3  to  grow  at  annual  rates  nearly  five 
percentage  points  slower  than  credit 
which  he  now  regards  as  a  better  inde? 
of  the  tightness  of  monetary  policy  thai 
these  increasingly  flaweci  measures 
And  while  credit  growth  has  slowed  ap 
preciably  in  recent  years,  he  points  oui 
that  it  is  still  positive  in  real  terms- 
"suggesting  that  Fed  policy  has  been  fa: 
less  restrictive  and  thus  the  risk  of  ! 
recession  significantly  lower  than 
widelv  believed." 
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he  Federal  Reserve  Board  couldn't  be  more 
pleased  with  Washington's  latest  batch  of  econom- 
ic data — at  least  for  now.  The  only  exception  might 
May's  wider  trade  deficit.  Overall,  the  numbers  point 
slower  growth  and  stable  inflation  in  the  second  half. 
That  combination  supports  the  notion  that  the  Fed  is 
meuvering  the  economy  in  for  a  soft  landing — a  slow- 
wn  that  cuts  inflation  but  avoids  a  recession.  It  also 
ows  the  Fed  to  keep  nudging  interest  rates  lower  this 
mmer  in  an  effort  to  cushion  the  economy's  descent. 

However,  the  ground  is  get- 
ting closer — fast.  The  slowdown 
is  particularly  sharp  in  the 
goods-producing  sector.  Retail 
sales,  adjusted  for  inflation,  are 
falling  and  have  been  since  No- 
vember (chart).  Retail  inven- 
tories are  becoming  trouble- 
some. And  industrial  production 
declined  in  both  May  and  June. 

The  trade  deficit's  setback 
doesn't  help  matters.  The  gap 
dened  to  $10.2  billion  in  May  from  $8.3  billion  in  April, 
iports  jumped  4.3%,  to  a  record  $40.7  billion.  Oil  im- 
rts  surged,  but  manufactured  goods  also  rose.  May's 
)%  drop  in  exports,  to  $30.5  billion,  wasn't  really  so 
,d,  though,  coming  on  the  heels  of  two  big  gains  that 
,d  lifted  exports  to  a  record  in  April. 
May's  deterioration  is  a  sign  that  improvement  earlier 
is  year  may  have  been  only  temporary.  That  narrow- 
?  accounted  for  a  big  chunk  of  economic  growth  in  the 
■st  quarter,  offsetting  the  sharp  slowdown  in  consumer 
ending.  But  trade  was  no  help  to  the  economy  last 
larter,  and  it  may  not  be  much  help  in  the  second  half. 
On  the  bright  side,  the  economic  slowdown  is  improv- 
5  the  inflation  outlook.  Both  the  producer  and  consum- 
price  indexes  looked  better  in  June.  But  consumer 
jakness  is  spilling  over  into  manufacturing — a  classic 
rmula  for  recession.  And  as  the  economy  glides  down 
the  second  half,  the  Fed  will  be  holding  its  breath. 

AS  RETAIL  The  Fed-engineered  rise  in  interest  rates 
SLUMPS,  last  year  has  hit  consumer  spending  at  a 
bad  time:  late  in  the  expansion  when  debt 
loads  are  heavy,  when  rising  inflation 
ives  less  discretionary  income,  and  when  demand  for 
edit-sensitive  durable  goods  is  largely  satiated. 
Retail  sales  reflect  consumers'  malaise.  They  fell  0.4% 
June,  to  $140.8  billion,  after  a  0.1%  dip  in  May.  But 
at's  only  part  of  the  story.  After  adjusting  for  infla- 


STOCKS 
PILE  UP 


tion,  real  retail  sales  have  dropped  for  two  consecutive 
quarters — the  first  time  since  the  1981-82  recession. 

The  June  weakness  was  led  by  yet  another  month  of 
soft  car  sales.  But  even  excluding  cars,  retail  buying 
managed  only  a  slim  0.1%  gain.  General  merchandise 
stores  posted  a  sharp  2.1%  increase  in  June,  but  sales 
have  been  up  and  down  this  year — basically,  they  have 
been  flat  since  January.  Sales  at  food  stores  and  gas 
stations  also  fell,  although  that  reflected  lower  prices. 

The  weakness  in  housing  is  also  taking  a  toll  on  con- 
sumer spending.  Although  housing  starts  rose  7%  in 
June,  to  an  annual  rate  of  1.4  million,  all  of  the  gain 
occurred  in  multifamily  projects.  Starts  of  single-family 
homes,  some  70%  of  the  total,  actually  fell  slightly,  to 
the  lowest  level  in  nearly  five  years. 

In  the  second  quarter,  total  starts  averaged  1.35  mil- 
lion per  month,  a  steep  drop  from  1.52  million  in  the  first 
quarter.  As  a  result,  retail  sales  of  home  furnishings, 
appliances,  and  building  supplies  have  slowed  sharply. 
Sales  of  nonauto  durable  goods  fell  0.4%-  in  June. 

(FACTORIES  The  weakness  in  retail  sales,  particularly 
FALL  IN  of  cars,  is  setting  up  an  inventory  prob- 
LINE  WITH  igjy,  that  may  already  be  causing  a  pileup 
CONSUMERS  ^]^Q  factory  sector.  Total  business 
stockpiles  rose  0.7%  in  May,  to  $776.9  billion,  while  sales 
didn't  grow  at  all  from  their  April  level  of  $517.9  billion. 
In  retailing  alone,  inventories  have  risen  more  than  twice 
as  fast  as  sales  since  the  end  of  last  year.  Because  of 
excessive  stocks  of  cars,  the  May  ratio  of  retail  inven- 
tories to  sales  hit  the  highest  level  of  the  decade. 

That  partly  explains  the 
growing  weakness  in  the  fac- 
tory sector.  Industrial  produc- 
tion in  the  nation's  factories, 
utilities,  and  mines  fell  0.2%  in 
June  following  a  0.1%  decline  in 
May.  Output  last  quarter  grew 
at  its  slowest  pace  in  nearly 
three  years  (chart). 

Production  of  consumer 
goods  has  slowed  sharply.  It 
fell  in  both  May  and  June,  main- 
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ly  reflecting  lower  car  output.  But  the  consumer  slow- 
down has  also  hit  suppliers.  Materials  output,  some  40% 
of  industrial  production,  has  fallen  in  five  of  the  past  six 
months.  Output  of  capital  goods,  strong  through  most  of 
the  first  half,  is  also  slowing:  It  fell  0.2%  in  June. 

The  slowdown  in  industrial  output  is  starting  to  ease 
pressure  on  production  capacity,  and  this  is  venting 
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some  of  the  steam  behind  inflation.  Last  year,  the  indus- 
trial operating  rate  rose  to  a  nine-year  high  in  December 
at  84.37^',  fueling  price  pressures  in  many  industries.  So 
far  this  year,  the  rate  of  capacity  utilization  has  been 
declining,  falling  to  83.5%  in  June. 

Moreover,  capacity  has  eased  the  most  where  it  had 
been  the  tightest:  in  primary  processing.  The  operating 
rate  there  soared  to  88.4%  in  January  but  declined  to 
85.7%'  in  June.  That  mainly  reflects  the  slowdown  in 
production  of  materials. 

Operating  rates  have  declined  across  a  broad  range  of 
industries.  The  biggest  drops  have  been  in  autos,  steel, 
paper,  and  chemicals.  Building  products,  food  process- 
ing, and  electrical  equipment  have  posted  smaller  de- 
clines, while  operating  rates  in  textiles  and  machinery 
have  actually  risen. 

INFLATION  Producer  prices  are  already  showing  the 
ISN'T  effects  of  loosening  capacity,  but  more  so 

CONQUERED        intermediate  goods  than  in  finished 
YET . . .        goods.  Prices  of  finished  goods  edged 
down  0.1%'  in  June,  thanks  to  big  declines  in  prices  for 
both  food  and  energy,  which  reversed  the  large  in- 
creases posted  in  May. 

Excluding  food  and  energy,  prices  jumped  0.77",  but 
that's  not  indicative  of  the  trend.  Onetime  jumps  in  the 
prices  of  cigarettes  and  ships  accounted  for  about  half 
that  rise.  Before  June,  prices  of  nonfood,  nonenergy 
finished  goods  rose  at  a  4.3%  annual  rate  during  the  first 
five  months  of  the  year,  the  same  pace  for  all  of  1988. 
The  rate  for  the  rest  of  the  year  is  likely  to  be  no  worse. 

That's  partly  because  price  pressures  are  easing  fur- 
ther back  in  the  production  chain.  Ignoring  the  volatility 
caused  by  food  and  energy,  inflation  in  intermediate 
goods  has  fallen  sharply;  prices  fell  0.2%  in  June.  Last 
year,  these  prices  rose  7.2%-,  but  during  the  first  half  of 
1989,  their  annual  rate  of  advance  slid  to  only  2.9%. 
Inflation  pressures  are  easing  in  a  number  of  indus- 


tries. This  time  last  year,  prices  for  paper,  chemicals,  > 
and  steel  were  rising  at  double-digit  rates.  But  during! 
the  past  year,  the  pace  has  slowed  to  7.1%'  in  the  paper 
industry,  to  7.4%  in  chemicals,  and  to  5.3%-  in  steel.  And 
those  slowdowns  intensified  in  the  first  half  of  1989. 

. . .  BUT        The  benefits  of  the  economic  slowdown 
GOODS         may  take  a  while  longer  to  show  up  in 
PRICES  ARE    consumer  prices,  however.  Inflation  in 
SLOWING       finished  goods  is  only  now  starting  to 
level  off.  And  prospects  for  getting  a  rein  on  inflation  in 
the  prices  of  services,  which  make  up  about  half  of  the 
consumer  price  index,  aren't  nearly  as  bright. 

Still,  the  outlook  is  improving.  The  consumer  price 
index  rose  a  modest  0.2%-  in  June,  following  more  worri- 
some gains  of  0.6%'  in  May  and  0.7%^  in  April.  Big  hikes 
in  prices  of  food  and  energy  fueled  those  increases,  but 
excluding  those  two  categories,  consumer  inflation  has 
been  stable  (chart).  A  slowdown  in  food  prices  and  a  big 
drop  in  energy  prices  accounted  for  some  of  the  June 
moderation,  but  prices  elsewhere  also  rose  only  0.2%'. 

The  weakness  in  the  goods- 
producing  sector  shows  up  in 
the  CPI.  Excluding  food  and  en- 
ergy, the  annual  inflation  rate 
for  consumer  goods  slowed  to 
3.1%  in  the  first  half  from  3.7% 
in  the  second  half  of  1988.  Ser- 
vice inflation  during  the  same 
two  periods  has  run  at  a  steady 
5.1%  pace,  though.  The  combina- 
tion of  still  rapid  wage  growth 
and  poor  productivity  growth  in 
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services  is  keeping  upward  pressure  on  prices  there, 

Progress  in  the  goods  sector  should  at  least  keep 
consumer  inflation  stable  in  the  second  half.  But  stable 
inflation  could  come  only  at  the  cost  of  a  bumpy  landing 
for  the  economy. 


FEDERAL  BUDGET 


Monday,  July  24,  2  p.m. 
The  federal  government  will  probably 
post  a  $5.5  billion  surplus  for  June,  as 
quarterly  corporate  and  individual  tax 
payments  outpace  outlays.  In  June,  1988, 
the  government  had  a  $9.1  billion  sur- 
plus. So  far  in  this  fiscal  year,  the  bud- 
get is  $113.3  billion  in  the  red,  an  im- 
provement over  the  $128.4  billion  deficit 
in  t!<-^  same  period  in  fiscal  1988. 

DUR^ni  GOODS  ORDERS  

Tuesduj  July  25,  8:30  a.m. 
New  ordi  -s  for  durable  goods  likely  in- 
creased by  3'a  in  June.  Most  of  that  gain 
will  be  for  aircraft.  Other  industries  are 
feeling  the  pinch  from  slower  consumer 


spending  and  slower  growth  in  exports. 
In  May,  hardgoods  orders  fell  4.57. 

EMPLOYMENT  COST  INDEX  

Tuesday,  July  25,  8: JO  a.m. 
Wage  and  benefit  costs  for  nonfarm  in- 
dustries in  the  second  quarter  probably 
advanced  by  about  57,  year  over  year, 
faster  than  the  4.67  yearly  gain  in  the 
first  quarter.  Increases  in  labor  costs  in 
service  industries,  up  5.37c  in  the  first 
quarter,  should  outpace  cost  rises  at 
goods  producers,  where  compensation 
increased  just  3.5?J  in  the  first  period. 

GROSS  NATIONAL  PRODUCT  

Thursday,  July  27,  8:30  a.m. 
Most  forecasters  expect  that  the  second- 
quarter  economy  expanded  at  an  annual 


rate  of  about  1.87^ — a  growth  rate  con- 
sistent with  the  "soft  landing"  scenario. 
But  growth  could  be  slower  if  consumer 
spending  was  weaker  than  expected,  or 
if  the  tr'ade  gap  widened  again  in  June. 
First-quarter  GNP  rose  at  a  4.47  annual 
r-ate,  but  farming's  rebound  from  tht 
drought  added  2.5  percentage  points. 

PERSONAL  INCOME  _| 

Friday,  July  28,  10  a.m.  I 
Personal  income  probably  rose  by  jusf 
0.37'  in  June,  the  same  pace  as  in  May 
A  decline  in  farm  income  will  partiallj 
offset  a  small  increase  in  wages  anc 
salaries.   Consumer  spending  in  June, 
most  likely  edged  up  by  0.27^,  after  riS' 
ing  0.37  in  May.  Service  and  nondurabk; 
goods  spending  will  lead  that  gain. 
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ONE  THIRD  IS  COVERED  BY 
LAND^  TWO  THIRDS  BY  WATER, 
AND  ALL  OF  IT  BY  CIGNA. 


The  world's  a  big  place.  27459,880  square 
miles  to  be  exact. 

And  if  you're  an  international  business  buying 
insurance  country  by  country,  it  can  seem  even 
bigger. 

Dealing  with  other  customs,  policies  and  pecu- 
liarities can  be  more  than  just  complicated. 
It  can  leave  you  unsure  of  your  coverage.  If  not 
completely  uncovered. 

Thus  the  need  for  comprehensive  global  cov- 
erage. The  kind  of  coverage  that  the  CIGNA 
companies  can  provide. 

As  a  truly  global  organization, CIGNA  companies 
offer  a  wide  range  of  property  and  casualty 
insurance  all  around  the  world.  On  both  land  and 
water.  With  local  operations  in  nearly  80  countries, 
led  by  experienced  representatives  who  know 


local  customs  inside  and  out. 

Our  global  coverage  con  also  help  eliminate 
overlapping  policies  and  gaps  in  protection. 

What's  more,  we  have  a  network  of  loss  control 
specialists  to  help  you  prevent  accidents. 

As  well  as  a  worldwide  claims-handling  system 
that  can  process  claims  quickly  should  any 
accidents  occur. 

And  with  over  48,000  employees  worldwide 
and  almost  200  years  of  global  experience,  few 
companies  can  match  our  strength. 

To  learn  more  about  our  worldwide  property 
and  casualty  coverages,  write  CIGNA  Companies, 
Dept.  R8,  1600  Arch  Street, 
Philadelphia,  PA  19103. 

And  find  out  just  how  small 
the  world  can  be. 


CIGNA 
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TIME-WARNER:  THIS 
CIOSE  TO  VICTORY 

BUT  MANAGERS  WILL  HAVE  TO  ACT  FAST  TO  WORK  DOWN  DEBT 


It's  still  too  early  for  the  battalions  of 
Time  Inc.  and  Warner  Communica- 
tions Inc.  lawyers,  bankers,  and  oth- 
er partisans  to  pack  their  attache  cases, 
collect  their  fees,  and  head  for  South- 
ampton. But  forgive  them  if  they  take  a 
moment  to  crow.  They  won  a  sweet 
victory  on  July  14  when  Delaware's 
Chancery  Court  delivered  the  judicial 
equivalent  of  a  knockdown  punch  to 
Par.imount  Communications  Inc.'s  at- 
tern;;!.  to  destroy  Time  and  Warner's 
merge!'  plans. 

Bruc"  Wasserstein,  a  Time  invest- 
ment bdnker  and  perhaps  the  de- 
cade's top  merger  strategist,  had  spe- 
cial reason  \o  stand  up  and  cheer. 
After  listemiit;'  to  Delaware  judges 
harshly  criticize  his  firm  for  its  hard- 
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ball  plays  in  two  earlier  cases,  Wasser- 
stein had  finally  won  a  court  ruling  he 
could  love.  He  hailed  the  court's  decision 
as  "very  flattering  to  the  board  of  Time 
and  to  the  process  they  followed." 
Wasserstein's  measured,  diplomatic 


J 


tone  reflects  more  than  just  a  keen 
awareness  of  whose  cash  keeps  Wasser- 
stein Perella  &  Co.  in  English  shoes  and 
French  cuffs.  As  the  celebrations  wind! 
down,  Time  and  Warner  have  lots  of{ 
work — and  worrying — to  do.  Although  I 
the  odds  are  low,  Paramount  Chair- 
man Martin  S.  Davis  could  return 
with  a  bid  for  a  newly  merged  Timet 
Warner  Inc.  And  even  if  Davis  walks 
away,  prospective  co-chief  executives) 
Steven  J.  Ross  and  J.  Richard  Munro,' 
along  with  President  Nicholas  J. 
Nicholas  Jr.,  will  likely  begin  selling, 
assets  to  make  next  year's  payments! 
on  the  company's  debt  of  up  to  $15' 
billion.  The  payments  come  to  an  esti- 
mated $1.6  billion. 
Moreover,  there's  no  ruling  out  the 


MUNRO:  VINDICATED 


DAVIS:  HE  MAY  BE  BACK 


)ssibility  that  after  Delaware's  Su- 
■eme  Court  hears  Paramount's  appeal 
1  July  24,  it  could  overturn  Chancellor 
illiam  Allen's  decision.  But  don't  count 
1  it:  The  high  court,  led  by  Justice  An- 
ew G.  T.  Moore  II,  has  been  a  bit  more 
otective  of  management  than  Allen 
id  the  lower  court's  other  chancellors 
ox).  And  in  this  case,  Allen  left  no 
lubt  that  he  stood  with  Time's  officers 
id  directors  on  Paramount's  two  chief 
guments  in  its  attempt  to  block  the 
me- Warner  combination. 
Allen  first  concluded  that  Time  had 
it  put  itself  up  for  sale  after  announc- 
g  on  Mar.  4  its  original  plan  to  merge 

a  stock  swap  with  Warner.  Time 
3uld  have  had  to  hold  an  auction  and 
riously  consider  the  Paramount  bid  if 
e  judge  had  decided  that  the  March 
an  effectively  put  Time  on  the  block, 
len  also  might  have  halted  the  deal  if 
I  felt  Ross  had  snookered  Munro  into 
ving  control  of  Time  to  Warner. 
Allen  additionally  ruled  that  Time 
.dn't  overreacted  to  the  Paramount 
reat.  On  June  16,  Time's  directors 
minated  the  need  for  a  shareholder 
'te  on  the  merger  by  scrapping  the 
3ck  swap  with  Warner.  Time  chose  in- 
sad  to  buy  Warner  and  its  movie,  mu- 

and  cable  operations  outright  for  as 
uch  as  $14  billion,  or  $70  a  share,  a 
ove  which  under  Time's  bylaws  didn't 
quire  a  vote  of  stockholders.  That  sec- 
id  Time-Warner  deal,  Allen  found,  had 
i  origins  in  Time's  "bona  fide  strategic 
Lsiness  planning  and  not  in  questions 

corporate  control."  Had  Allen  decided 
fferently,  Time  investors  then  might 
ive  been  free  to  grab  Paramount's  of- 
r  of  $200  a  share. 

ISHFUL  THINKING.  Some  investors  in 
me,  who  are  sharply  disappointed  in 
lien's  ruling,  hope  that  Davis  might 
row  all  caution  aside  and  make  a  bid 
r  Time-Warner.  "Paramount  didn't  go 
rough  all  this  to  quit  now,"  says  one 
ajor  Time  shareholder.  That  may  be 
ishful  thinking.  All  Davis  has  said  is 
at  he  wouldn't  pay  $200  a  share  for 
e  debt-laden  conglomerate.  Such  an  of- 
r  could  wind  up  costing  $30  billion. 
He  might  be  tempted  to  lunge  after 
me-Warner  if  he  were  to  line  up  buy- 
s  for  some  of  the  resulting  company's 
ggest  properties,  particularly  those 
at  might  give  him  antitrust  problems, 
iramount  competes  with  Time  and 
arner  with  a  leading  movie  and  TV 
udio  and  the  country's  biggest  book 
iblishing  house.  The  Warner  movie  and 
^  operation,  for  example,  might  fetch 
1.6  billion,  while  Time  and  Warner's 
>ok  publishing  companies  could  go  for 
-.6  billion,  figures  analyst  Raymond  L. 
atz  of  Mabon,  Nugent  &  Co. 
If  Davis  does  want  to  move  against 
me-Warner,  analysts  speculate  further 
at  he  would  wait  until  takeover  fe- 


ver— and  the  price  of  Time- Warner  stock 
— subsides.  Although  analysts  have  dif- 
ferent views  on  where  the  price  of  Time- 
Warner  stock  might  settle,  several  put  it 
at  around  $140  or  more.  More  likely,  Da- 
vis will  decide  to  buy  or  try  a  joint  ven- 
ture with  a  company  such  as  Tribune, 
MCA,  Columbia  Pictures,  Dun  &  Brad- 
street,  Houghton  Mifflin,  or  McGraw- 
Hill,  publisher  of  BUSINESS  WEEK. 
It's  also  possible  that  Paramount 


could  do  business  with  a  surprising  new- 
comer— Time  Warner — if  Ross  and  Mun- 
ro decide  to  sell  some  properties  to  help 
cut  the  company's  debt  and  lift  the  value 
of  their  stock.  The  executives  have  in- 
sisted that  they  wouldn't  have  to  sell 
anything  once  they  merge,  but  they've 
issued  strong  hints  to  bankers  that 
they'll  choose  to  unload  units  that  aren't 
central  to  the  new  company. 
The  most  promising  candidates  at 


THE  BETTING  IS  THAT 
JUDGE  MOORE  WON'T  STOP  TIME 


Ei 


larly  on  Saturday,  July  15,  the 
morning  after  the  Delaware  Su- 
I  preme  Court  agreed  to  hear  Para- 
mount's appeal  in  the  Time  case,  Jus- 
tice Andrew  G.  T.  Moore  II  decided  to 
mow  the  lawn  before  heading  for 
work.  The  lawn  mower  broke  three 
times  before  Moore  gave  up.  He  says 
he  was  preoccupied:  "I  don't  think  my 
mind  ever  left  this  case." 

Moore  has  lots  to  ponder  in  a  little 
time.  The  court  is  expected  to  decide 
by  July  24  whether  a  lower  court  judge 
rightly  allowed  Time's  tender  offer  for 
Warner  to  go  ahead.  The  spotlight  is 
on  Moore  because  he  has  written  the 
big  takeover  decisions  in  recent  years. 

Moore,  53,  will  be 
joined  on  the  bench  by 
Henry  R.  Horsey,  64, 
and  Randy  J.  Holland, 
42.  Neither  is  a  light- 
weight. Yet  it's  the 
tough,  persuasive  Moore 
who  counts.  Says  take- 
over lawyer  and  Time  ad- 
viser Arthur  Fleischer 
Jr.:  "He  is  the  spokes- 
man for  Delaware  corpo- 
rate law  and  corporate 
law  in  general." 

Moore  built  his  name 
in  Delaware,  the  nation's 
preeminent  forum  for 
corporation  law,  one  step 
at  a  time.  Born  and  edu- 
cated in  New  Orleans,  the  justice  first 
found  himself  in  Delaware  during  a 
tour  of  duty  in  the  Air  Force.  He  re- 
turned in  1962  as  law  clerk  to  then- 
Chief  Justice  Charles  L.  Terry  Jr.,  who 
became  his  mentor.  Terry  not  only 
talked  Moore  into  staying  in  the  state 
but  also  advised  him  on  which  firm  to 
join. 

PROMANAGEMENT.  For  the  next  18 
years,  Moore  honed  his  skills  as  a  cor- 
porate litigator  at  the  Wilmington  firm 
of  Connolly,  Bove,  Lodge  &  Hutz.  In 
1970,  he  ran  for  the  attorney  general's 
office.  Although  he  lost,  Pierre  S.  du 


Pont  IV,  then  running  for  Congress, 
took  notice.  When  Republican  du  Pont 
became  governor,  he  named  Moore,  a 
Democrat,  to  the  state's  top  court. 
There,  he  earns  $95,200 — a  pittance 
next  to  the  megasalaries  of  the  law- 
yers arguing  before  him.  His  12-year 
term  ends  in  1994. 

Once  on  the  court,  his  training  and 
promanagement  leanings  quickly  be- 
came apparent.  In  1984,  he  wrote  two 
opinions  that,  he  says,  "definitively" 
set  the  standards  for  applying  the  busi- 
ness judgment  rule,  which  gives  corpo- 
rate boards  broad  latitude  in  directing 
businesses.  Importantly,  he  expressly 
extended  the  rule  to  takeovers. 

A  year  later,  Moore 
wrote  the  landmark  Uno- 
cal decision.  When  re- 
viewing Unocal  Corp.'s 
efforts  to  fend  off  raider 
T.  Boone  Pickens  Jr., 
Moore  created  a  new 
standard  for  evaluating 
antitakeover  maneuvers. 
It  requires  a  court  to  de- 
termine if  a  company's 
response  to  a  takeover 
threat  is  reasonable  be- 
fore applying  the  busi- 
ness judgment  rule.  And 
it's  that  standard  he'll 
most  likely  apply  when 
evaluating  the  judgment 
of  Time's  board. 
Moore  doesn't  hesitate  to  disagree 
with  lower  courts — or  to  rule  against 
management.  Last  fall,  he  reversed  a 
lower  court  and  stopped  Macmillan  Inc. 
from  conducting  a  management-spon- 
sored buyout,  while  blasting  Macmillan 
directors  and  investment  bankers  for 
acting  unfairly. 

How  Moore  and  his  fellow  judges 
will  rule  isn't  something  they  can  dis- 
cuss. But  analysts  and  lawyers  are  bet- 
ting they'll  uphold  the  business  judg- 
ment of  Time's  12  directors.  Until  then, 
Moore's  lawn  will  just  have  to  wait. 

By  Michele  Galen  in  Wilmington 
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Time  include  those  operations  tliat  the 
company  bought  in  recent  years.  Since 
they  would  have  a  fairly  high  book  val- 
ue, Time  Warner  wouldn't  have  to  re- 
cord large,  taxable  capital  gains.  Bank- 
ers believe  Munro  and  Nicholas  will 
revive  efforts  to  sell  their  Scott,  Fores- 
man  &  Co.  textbook  unit.  The  company 
bought  the  operation  in  1986  for  $540 
million  and  tried  to  sell  it  last  year  for 
about  $800  million.  On  the  magazine 
side,  Time — which  has  its  sights  on  over- 
seas business — could  make  as  much  as 
$700  million  by  selling  its  highly  profit- 
able Southern  Progress  Corp.  subsid- 
iary. The  group  publishes  six  magazines 
mostly  aimed  at  readers  in  the  South, 
such  as  Southern  Living,  and  offers 
books  about  the  region  through  Oxmoor 
House  Inc. 

BELT-TIGHTENING.  Other  Time  outfits 
should  also  prepare  for  new  rounds  of 
belt-tightening.  Company  managers 
have  already  said  that  they  could  cut 
costs  as  much  as  $100  million,  according 
to  Wasserstein  Perella  &  Co.  The  bank- 
ers also  testified  to  the  Delaware  courts 
that  they  believe  those  estimates  are 
conservative. 

Don't  expect  equally  big  asset  sales  or 
budget  cuts  at  Warner,  whose  entertain- 
ment engine  is  expected  to  propel  the 
merged  company's  future  growth.  But 
Ross  could  unload  some  real  estate  in 
Los  Angeles  and  New  York,  along  with 
Warner's  investment  portfolio,  which  in- 
cludes holdings  in  Hasbro,  Atari,  Via- 
com, Berkey,  and  the  Franklin  Mint. 
Time  Warner  might  pick  up  as  much  as 
$800  million  if  it  sold  these  holdings. 
Warner  might  also  sell  its  minority 
stake  in  the  BHC  Inc.  TV  station  unit  back 
to  majority  owner  Chris-Craft  Industries 
Inc.  There's  a  new  focus  on  such  a  deal 
since  July  18  when  Warner  and  Chris- 
Craft  settled  a  suit  over  how  Chris-Craft 
will  be  paid  for  its  177'  stake  in  Warner. 

While  asset  sales  might  make  Time 
Warner  stock  more  attractive.  Time  in- 
vestors clearly  don't  believe  that  there's 
much  of  a  chance  that  they'll  have  an- 
other opportunity  to  see  $200  a  share  in 
the  near  future.  Time  stock  plummeted 
after  Allen  announced  his  decision.  On 
July  19,  it  closed  at  139%. 

That  leaves  Time  Warner  with  an  au- 
dience full  of  scowling,  restless  share- 
holders. One  of  them,  Heine  Securities 
President  Michael  F.  Price,  complains: 
"The  shareholders  had  no  say  whatso- 
ever." F-ioss,  Munro,  and  Nicholas  won't 
have  much  time  to  win  over  the  crowd 
once  the  Time  Warner  show  makes  its 
premiere.  Ah  Price  warns:  "It's  up  to 
them  whethe/  they  become  vulnerable 
again." 

By  David  Lielicnucui,  with  Micitele 
Galen,  in  New  York 


Commentary/by  Judith  H.  Dobrzynski 

FROM  ONE  DECISION 
FLOW  A  LOT  OF  HARD  LESSONS 


Shareholders  and  economists  are 
aghast.  Chief  executives  and  cor- 
porate planners  are  cheered.  Di- 
rectors are  feeling  vindicated — and 
more  powerful.  And  attorneys  are  ea- 
gerly trying  to  figure  out  how  best  to 
apply  the  decision  of  Delaware's  Court 
of  Chancery  in  Paramount  Commu- 
nications Inc.  vs.  Time  Inc. 

Chancellor  William  T.  Allen  set  no 
new  law  when  he  refused  to  block 
Time's  plan  to  buy  Warner  Communi- 
cations Inc.  Essentially,  he  reaffirmed 
the  business  judgment  doctrine,  which 
grants  wide  discretion  to  directors  to 
decide  corporate  policy.  But  his  lan- 
guage shocked  many  shareholders, 
who  believe  that  directors  represent 
them.  "The  corporation  law  does  not 
operate  on  the  theory  that  directors,  in 
exercising  their  powers  to  manage  the 
firm,  are  obligated  to  follow  the  wishes 
of  a  majority  of  shares,"  Allen  wrote. 
His  stark  assertion  that  boards  can  ig- 
nore shareholders  will  deeply  affect 
U.  S.  business.  Some  key  implications: 
■  The  business  judgment  rule,  in  it- 
self, is  sound.  Shareholders  must  dele- 
gate authority  to  directors  to  oversee 
management.  It  would  be  chaotic  if 
shareholders  took  legal  action  every 
time  they  disagreed  with  corporate  pol- 
icy. In  this  case,  Allen  ruled  that  it  was 
reasonable  for  Time's  directors  to 
choose  to  merge  with  Warner  rather 
than  take  the  $200-a-share  bid  from 


Paramount.  The  judge  looked  at  how 
Time's  directors  made  their  decision, 
then  determined  that  their  reasoning  ; 
was  not  so  outrageous  that  he  should  ! 
overrule  it.  Allen  didn't  determine 
what  was  right,  only  what  was  legal. 

■  It's  a  mistake  to  infer  too  much  from 
the  Time  ruling.  This  battle  has  little  in 
common  with  other  hostile  takeover 
tries.  Key  to  Allen's  decision  was  the 
fact  that  Time  had  announced  a  plan  to 
merge  with  Warner  before  Paramount 
made  its  bid — so  the  deal  had  a  well 
documented,  independent  business  pur-  k 
pose.  It  was  not  strictly  defensive. 

Cynics  thus  see  the  ruling  as  a  great 
boost  to  strategic  planners,  whose  sta- 
tus has  declined  in  recent  years.  In 
fact,  at  least  one  prominent  attorney 
has  already  advised  clients  as  follows: 
If  you  have  a  documented  strategic 
plan  in  place  and  a  raider  appears  on 
the  scene,  you're  in  a  better  position  to 
implement  your  plan  free  of  interfer- 
ence. While  this  may  be  constructive, 
in  some  cases  it  will  merely  mean  es- 
tablishing a  paper  trail  for  all  sorts  of  ; 
contingencies — except,  of  course,  any- 
thing suggesting  that  management 
would  consider  a  leveraged  buyout  or 
leveraged  recapitalization.  The  court 
has  determined  that  they  can  be  equiv- 
alent to  a  change  in  corporate  control. 

■  Allen's  decision  doesn't  endorse  the 
"just  say  no"  defense.  Says  investment 
banker  Roger  Altman  of  the  Black- 
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;tone  Group:  "The  whole  case  is  not 
•elevant  to  most  companies  that  are 
ittacked  by  bidders  with  full  prices 
md  a  fully  financed  deal."  Further- 
nore,  Allen  specifically  noted  that  he 
lid  not  rule  on  Time's  poison  pill.  In 
wo  recent  cases,  Delaware  has  or- 
iered  boards  to  rescind  poison  pills  and 
et  shareholders  decide  between  fully 
'inanced  tender  offers  and  whatever 
ilternative  management  has  devised. 
Phis  ruling  doesn't  change  that. 
I  The  offer  price  matters.  The  decision 
night  have  been  different  had  Para- 
nount  bid  much  higher.  Allen  consid- 
!red  whether  Time's  long-term  strate- 


■  The  inevitable  result  is  more  conten- 
tiousness. "The  whole  idea  of  share- 
holders having  no  say  is  repulsive," 
says  Robert  S.  Pirie,  president  of  Roth- 
schild Inc.,  investment  bankers.  Boards 
that  make  decisions  with  one  eye  on 
the  courts  instead  of  on  shareholders 
will  force  shareholders  to  use  the  only 
governance  tool  they  have — the  right 
to  vote  their  shares.  If  they  don't  like 
what  directors  are  doing,  they  can  at- 
tempt to  vote  them  out.  But  this  is 
cold  comfort:  It  comes  after  the  harm 
has  been  done,  it's  costly,  and  it's 
unproductive. 
'The  courts  could  help  solve  the  prob- 


contain  the  potential  for  conflicts. 

The  Time-Warner  deal  is  a  case  in 
point.  It  has  many  characteristics  that 
suggest  it  is  a  "management-sponsored 
transaction"  that  is  good  for  manage- 
ment but  not  for  shareholders.  Among 
those  characteristics:  a  stock  swap  be- 
tween Time  and  Warner  that  made 
competing  deals  difficult;  an  unwieldy 
management  structure  that  gives  the 
CEO  job  to  the  current  CEOs  of  both 
companies  and  insures  the  succession 
of  Time  President  Nicholas  J.  Nicholas; 
a  hefty  management-compensation 
package;  the  payment  of  fees  to  banks 
to  forestall  their  funding  of  competing 


ly  to  merge  with  Warner  could  result 
iventually  in  a  stock  price  near  $200. 
Concluding  yes,  he  declined  to  second- 
juess  directors.  But  he  might  have 
'ound  otherwise  if  Paramount  had  of- 
fered, say,  $260  a  share.  Some  experts, 
;uch  as  Gregg  Jarrell,  a  former  Securi- 
;ies  &  Exchange  Commission  chief 
economist  who  teaches  at  the  Universi- 
:y  of  Rochester,  even  beheve  that  Par- 
imount  could  restart  the  whole  process 
A^ith  a  higher  bid  conditioned  on  Time's 
abandoning  its  Warner  deal.  Directors 
tvould  then  have  to  reexamine  their  fi- 
luciary  duties. 

I  There  may  be  a  modest  increase  in 
stock-swap  mergers.  Since  Allen  ruled 
chat  they  are  not  equivalent  to  a  sale 
Df  the  company,  some  managers  will 
feel  freer  to  attempt  preemptive  merg- 
ers, safe  in  the  knowledge  that  they 
are  not  putting  themselves  in  play. 
And  some  companies — in  pharmaceuti- 
cals or  high  technology,  for  example— 
that  avoided  cash  deals  because  the 
balance  sheet  damage  was  too  great 
may  now  reconsider  mergers. 


lem.  In  applying  the  business  judgment 
rule,  they  usually  presume  that  direc- 
tors are  acting  in  the  best  interest  of 
shareholders.  Yet  in  Time's  case,  for 
example,  only  incredible  arrogance 
would  suggest  that  directors  know 
what's  better  for  shareholders  than 
they  do  themselves.  In  reality.  Time's 
directors — like  those  at  many  other 
companies — were  probably  too  quick  to 
go  along  with  managers  sitting  in  the 
same  boardroom.  And  they  relied  too 
heavily  on  data  from  management. 

The  courts  could  fix  that  by  looking 
more  closely  for  signs  of  management 
entrenchment  and  conflicts  of  interest. 
So  far,  judges  have  dealt  with  those 
issues  as  if  they  were  pornography: 
They  say  they  know  it  when  they  see 
it.  But  they  don't  always.  Even  in  deal- 
ing with  management-sponsored  lever- 
aged buyouts,  for  example — where  the 
CEO  represents  both  buyer  and  seller  in 
a  clear  conflict — the  courts  have  yet  to 
mandate  the  creation  of  a  special  panel 
of  outside  directors  to  ensure  that  the 
sale  process  is  fair.  And  all  takeovers 


bids;  and  Time's  failure  to  negotiate  a 
way  to  terminate  the  Warner  deal  if 
need  be.  Shouldn't,  then,  directors  have 
dealt  with  management  at  arm's 
length?  Allen  did  not  comment  on  the 
issue. 

Until  courts  are  ready  to  examine 
such  questions  more  closely,  sharehold- 
ers will  have  to  exert  pressure  by  pay- 
ing much  more  attention  to  board  com- 
position and  board  performance.  Short 
of  changing  the  law  to  give  them  prior 
review  of  major  management  actions — 
takeovers,  big  asset  sales,  important 
changes  in  strategy  and  in  capital 
structure — shareholders  will  have  to 
speak  up  more  forthrightly  and  more 
often.  Otherwise,  what  recourse  is 
there?  That  shareholders  should  be  al- 
lowed to  sue  Time's  directors  if,  in  a 
few  years,  the  company's  stock  never 
comes  close  to  $200  a  share? 

The  Delaware  Supreme  Court  may 
yet  weigh  in  with  a  different  view.  Un- 
less it  does,  the  battle  between  man- 
agement and  shareholders  is  likely 
only  to  get  more  intense. 
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CORPORATE  PROFITS 


CHURNING  OUT  EARNINGS 

AS  THE  ECONOMY  STARTS  TO  SlOW 


Gannett  and  Amgen  are  counting  on  recession-resistant  niches  to  ride  out  a  downturn 


As  corporations  report  their 
results  for  the  second  quar- 
ter, there 's  lots  of  anxiety  on 
Wall  Street  over  the  poten- 
tial damage  a  sloiving  econo- 
my may  do  to  earnings.  Two 
companies  hoping  to  avoid 
such  trouble — by  filing  re- 
cession-resistant niches — are 
Amgen  Inc.  and  Gannett  Co. 

A  BIOTECH  BONAMZA  

All  of  a  sudden,  Amgen  Inc. 
is  a  pharmaceutical  company. 
After  nine  years  of  juggling 
test  tubes  and  making  pil- 
grimages to  Washington,  Am- 
gen on  June  1  won  the  Food 
&  Drug  Administration's  ap- 
proval to  market  its  genetical- 
ly engineered  brand  of  eryth- 
ropoietin, better  known  as 
EPO,  for  the  treatment  of  ane- 
mia in  kidney-dialysis  pa- 
tients.  On  June  2,  Amgen 


GREAT  EXPECTATIONS 
FOR  AMGEN 

15- 


■86  '87  '88  89  '90 
▲  MILLIONS  OF  DOLURS 


DAW  COMPANY  REPORTS, 
PRUDENTIAL  BACHE  SECURITIES  INC.  ESTIMATE 


shipped  the  first  commercial 
batch  to  UCLA  Medical  Center. 
And  by  the  end  of  the  month, 
Amgen  had  sold  close  to  $17 
million  worth.  Before,  about 
the  only  thing  Amgen  had 
ever  sold  was  research 
contracts. 

That  allowed  the  fledgling 
Thousand  Oaks  (Calif.)  bio- 
tech  company  to  report  earn- 
ings for  the  first  quarter  end- 
ed June  30  of  $835,000,  up 
1747<  from  a  year  ago.  Only 


the  quarter  before,  Amgen 
had  lost  $9  million.  Revenues 
hit  $30.2  million,  a  55%  jump. 
"A  lot  of  it's  pipeline  filling," 
says  Viren  Mehta  of  Mehta  & 
Isaly,  a  drug  industry  consult- 
ing firm,  "but  it's  not  a  flash 
in  the  pan"  (chart).  None  of 
this  is  news  to  Wall  Street, 
which  has  bid  up  Amgen 
shares  above  45,  from  around 
30  at  the  start  of  the  year. 
DUAL  DUELS.  Amgen's  version 
of  the  drug,  called  Epogen, 
should  add  at  least  $80  million 
to  revenues  this  year.  Wall 
Street  analysts  figure,  and 
double  that  next  year.  It's  not 
just  Street  talk:  In  late  June, 
after  approving  EPO  for  medi- 
care reimbursement,  the  fed- 
eral government's  Health 
Care  Financing  Administra- 
tion figured  that  supplying 
kidney  patients  will  cost  $300 
million  a  year. 

For  now,  Amgen  has  the 
market  to  itself.  But  the  com- 
pany is  embroiled  in  a  pair  of 
debilitating  legal  wrangles 
that  will  resume  next  month. 
On  Aug.  7,  it  goes  to  court  in 
Boston  against  Genetics  Insti- 
tute Inc.,  which  also  holds  an 
EPO  patent.  Gl's  product,  li- 
censed to  a  joint  venture  of 
Upjohn  Co.  and  Japan's  Chu- 
gai  Pharmaceutical  Co.,  is 
awaiting  FDA  approval,  which 
is  expected  before  the  end  of 
the  year.  For  its  part,  oi 
hopes  eventually  to  grab  half 
of  the  market. 

Also  next  month,  arbitra- 
tion is  set  to  begin  in  a  dis- 
pute with  Amgen's  U.  S.  mar- 
keting partner,  Johnson  & 
Johnson's  Ortho  Pharmaceuti- 
cal Corp.  To  raise  cash  for  re- 
search, Amgen  in  1985  sold 
Ortho  the  rights  to  make  and 
market  Epogen  in  Europe  and 
for  nondialysis  patients  in  the 
U.  S.  Among  other  issues,  the 
arbitration  panel  will  deter- 
mine what  profits  Amgen  can 


extract  on  bulk  sales  of  Epo- 
gen to  Ortho  and  how  the  two 
companies  will  compensate 
each  other  for  sales  in  each 
other's  markets. 
NEXT  TRICK.  In  any  event,  an- 
alysts figure  that  Amgen  has 
a  huge  head  start.  "Even  if 
Chugai-Upjohn  gets  quick  ap- 
proval, it  will  always  be  a  mi- 
nority player,"  Mehta  says. 
Adds  analyst  Teena  L.  Lerner 
of  Shearson  Lehman  Hutton 
Inc.:  "There's  no  more  chal- 
lenge for  Amgen  in  EPO." 

Amgen's  next  trick  is  get- 
ting its  second  drug  to  mar- 
ket. It's  called  Neupogen,  and 
it  helps  cancer  and  AIDS  pa- 
tients generate  the  white 


A  SAMPLE  OF 
SECOND-QUARTER 
PROFITS  

Prices  and  trading  on  Wall 
Street  escalated,  and  that 
buoyed  two  big  retail  firms, 
Merrill  Lynch  and  Charles 
Schwab.  The  good  times,  how- 
ever, didn't  roll  up  the  street 
to  Morgan  Stanley,  where 
margins  narrowed  sharply  and 
profit  sank  17%  despite  a 
45%  jump  in  sales. 

Genentech  also  sufFered 
skimpier  margins,  resulting  in  a 
sharp  38%  drop  in  profit.  At 
Apple  Computer,  narrower 
margins  meant  profit  advanced 
just  5%  on  a  26%  sales  gain. 
IBM,  by  contrast,  sow  margins 
widen  and  net  soar,  as  did 
Tandem  Computers. 

Coca-Cola  posted  a  smart 
14%  gain  in  profit  on  5% 
higher  sales.  But  its  bottling  af- 
filiate, Coca-Cola  Enterprises, 
saw  both  sales  and  earnings 
edge  down  a  bit.  At  Adolph 
Coors,  narrower  margins  meant 
a  13%  decline  in  profit  de- 
spite higher  sales. 


blood  cells  needed  to  ward  oi 
infections.  Amgen  hopes  t 
apply  for  approval  next  yeai 
A  go-ahead  probably  is  mor 
than  a  year  away.  But  unlik 
Epogen,  Amgen  holds  th 
sole  patent  and  hasn't  neede 
to  license  away  the  bulk  o 
the  market. 

By  Larry  Armstrong  in  Lc 
A  ngeles 

McPROHTABILITY 

These  are  tough  times  fo 
many  newspapers.  A  slowin) 
economy  and  stiffer  compet 
tion  from  other  media  meai 
minimal  growth  for  advertis 
ing  space.  That  has  led  t 
some   rate-cutting,  which 


ABBOn  LABORATORIES 

1 
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1 
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1 
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1 
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CBS 

CINCINNATI  MILACRON 

CLEVELAND-CLIFFS 
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2 
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1 
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2 
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1 
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1 

DOW  JONES 

E-SYSTEMS 

FEDERAL  NATL  MTGE.  ASSN. 

2 
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2 
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13 
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1 

GREAT  NORTHERN  NEKOOSA 
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4 
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15 
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)ng  with  flat  industrywide 
culation,  turns  into  lower 
jfits. 

Not  so  at  Gannett  Co.,  the 
ishington  (D.  C.)-based  me- 
L  giant  that  is  the  nation's 
■gest  newspaper  group.  Net 
;ome  jumped  14.9%  in  the 
;ond  quarter,  to  $112.1  mil- 
n,  on  a  6.7%  revenue  gain. 
iULATED.  Credit  the  good 
ws  to  lower  newsprint  costs 
i  rising  ad  revenues  at  the 
lin's  national  daily,  USA  To- 
y.  Dubbed  McPaper  by  crit- 

of  its  bite-size  journalism, 
!  seven-year-old  paper  saw 

first  second-quarter  profit 

the  number  of  ad  pages 
!e  5%.  Linage  grew  despite 

increase  in  ad  rates  of 
ighly  7%,  effective  Apr.  1. 
)re  ads  and  higher  rates, 
lich  had  been  held  down  as 
k  Today  established  itself, 
asted  quarterly  revenues 
ifc.  "All  of  that  falls  straight 

the  bottom  line,"  notes 
m  Morton,  president  of  his 
V.  Washington-based  news- 
per  research  firm. 
ISA.  Today  isn't  Gannett's 
iy  second-quarter  story.  Its 
al  papers  also  did  well,  es- 


pecially in  the  Midwest 
and  South.  Those  econ- 
omies have  not  yet  felt 
the  slowdown  now 
gripping  the  North- 
east. Circulation  reve- 
nues grew  4%  compa- 
nywide,  in  sharp 
contrast  to  the  rest  of 
the  industry.  And  the 
papers'  locations  insu- 
late Gannett  from 
sharp  gyrations  in  ad 
income.  "Their  papers 
tend  to  be  in  small  and 
middle  markets,"  notes 
First  Boston  Corp.  me- 
dia analyst  Kevin 
Gruneich.  "There's  less 
exposure  to  cyclical 
turns  in  classified 
ads." 

With  other  newspa- 
per-dependent compa- 
nies reporting  poor  re- 
sults— Dow  Jones  & 
Co.,  publisher  of  The 
Wall  Street  Journal  and  the 
Ottaway  Newspapers  Inc. 
chain  of  small-city  papers, 
saw  net  fall  2.3%-  in  the  quar- 
ter— Gannett's  second  period 
appears  all  the  more  impres- 
sive. Chairman  John  J.  Cur- 


USA  TODAY:  MORE  ADS  AND  HIGHER  RATES 


ley's  toughest  challenge  will 
come  in  the  fourth  quarter, 
the  bellwether  for  most  media 
companies  that  rely  heavily 
on  holiday  advertising. 

The  key  will  be  USA  Today. 
It  has  been  profitable  in  the 


past  two  fourth  quar- 
ters. But  it's  also 
heavily  dependent  on 
automobile  ads,  and 
car  sales  are  slumping. 
And  despite  the  weak- 
ening economy,  the  pa- 
per plans  to  hit  adver- 
tisers with  yet  another 
rate  hike  on  Oct.  1. 
How  much  of  one  has 
not  been  determined. 
"We  seem  to  be  on  tar- 
get for  a  profit  for  the 
year  or  a  small  loss," 
says  Curley.  Gannett's 
broadcasting  proper- 
ties have  been  slug- 
gish, posting  a  meager 
4%  increase  in  reve- 
nues in  the  second 
quarter.  Its  16  TV  sta- 
tions are  running  flat, 
and  only  strength  in 
radio  revenues  let  the 
segment  grow  at  all. 
Even  if  the  economy 
keeps  cooling,  Curley  may  be 
able  to  continue  Gannett's 
two-decade  string  of  higher 
earnings.  But  the  second 
quarter's  double-digit  jump 
will  be  a  lot  harder  to  match. 
By  Tim  Smart  in  Washington 


Profits 

%  chg. 

Margins 

Sales 

%  chg. 

Profits 

%  chg. 

Morgins 

$  mil. 

vs.  1988 

1989 

1988 

$  mil. 

vs.  1988 

$  mil. 

vs.  1988 

1989 

1988 

212.6 

+  15 

16.1 

15.1 

LOUISIANA-PACIFIC 

526.1 

+  11 

48.4 

+  23 

9.2 

8.3 

12.1 

-54 

4.4 

8.5 

MARRIOTT 

1,887.0 

+  11 

67.0 

+  4 

3.6 

3.8 

12.4 

-23 

9.0 

11.5 

McGRAW-HILL 

482.2 

+  9 

50.8 

+  13 

10.5 

10.1 

285.2 

+  20 

10.3 

9.5 

MCI 

1,594.0 

+  31 

150.0 

+  142 

9.4 

5.1 

236.7 

+  10 

16.9 

15.7 

MEAD 

1,207.4 

+  4 

62.2 

-15 

5.2 

6.3 

.8 

+  174 

2.8 

1.6 

MERRILL  LYNCH 

3,138.3 

+  26 

70.2 

+  31 

2.2 

2.1 

96.1 

+  5 

7.7 

9.2 

MONSANTO 

2,348.0 

+  4 

241.0 

+  10 

10.3 

9.7 

75.3 

+  4 

6.9 

7.2 

MORGAN  STANLEY 

1,516.1 

+  45 

112.1 

-17 

7.4 

12.9 

35.2 

-6 

5.1 

6.0 

MOTOROLA 

2,385.0 

+  14 

154.0 

+  28 

6.5 

5.7 

118.8 

-8 

15.4 

17.4 

NCR 

1,527.1 

+  2 

110.4 

-2 

7.2 

7.5 

4.0 

-32 

2.1 

3.0 

OWENS-CORNING 

721.0 

-2 

54.0 

0 

7.5 

7.3 

17.9 

+  20 

15.5 

13.5 

PHILIP  MORRIS 

11,595.0 

+  46 

745.0 

+  22 

6.4 

7.7 

345.5 

+  14 

14.2 

13.1 

POTLATCH 

296.1 

+  11 

25.7 

+  5 

8.7 

9.2 

38.8 

-5 

3.6 

3.7 

RAYTHEON 

2,290.0 

+  12 

133.7 

+  9 

5.8 

6.0 

65.4 

+  42 

2.2 

1.8 

RUBBERMAID 

333.6 

+  18 

28.2 

+  16 

8.5 

8.6 

15.1 

+  54 

6.6 

5.3 

SCHWAB  (CHARLES) 

139.0 

+  45 

4.2 

+  100 

3.0 

2.2 

16.9 

-13 

4.0 

5.0 

SERVICE  MERCHANDISE 

716.9 

+  7 

13.9 

+  72 

1.9 

1.2 

69.4 

-14 

12.0 

16.2 

SHERWIN-WILLIAMS 

584.0 

+  7 

38.7 

+  7 

6.6 

6.6 

83.1 

+  15 

6.6 

5.9 

SONOCO  PRODUaS 

415.4 

+  1 

28.6 

+  9 

6.9 

6.4 

130.0 

NM 

6.6 

NM 

STUDENT  LOAN  MKT6 

829.2 

+  57 

62.5 

+  14 

7.5 

10.4 

48.4 

-2 

11.0 

12.0 

TANDEM  COMPUTERS 

2,348.0 

+  4 

241.0 

+  10 

10.3 

9.7 

19.4 

+  1 

4.9 

5.3 

TELEDYNE 

1,159.3 

+  4 

46.8 

-31 

4.0 

6.1 

193.0 

+  60 

6.8 

4.6 

TELERATE 

126.7 

+  16 

21.8 

-6 

17.2 

21.3 

32.0 

+  16 

3.0 

3.2 

TEMPLE-INLAND 

476.6 

+  6 

52.9 

0 

11.1 

n.8 

112.1 

+  15 

12.4 

11.5 

TIME 

1,218.0 

+  11 

94.0 

+  12 

7.7 

7.6 

9.6 

-38 

10.2 

18.0 

TRIBUNE 

643.1 

+  5 

69.2 

+  9 

10.8 

10.4 

58.4 

+  25 

2.3 

2.0 

TRW 

1,844.0 

+  1 

70.0 

-1 

3.8 

3.9 

972.0 

+  16 

7.2 

7.0 

UNITED  TECHNOLOGIES 

5,300.0 

+  18 

197.3 

+  1 

3.7 

4.4 

44.6 

-24 

3.0 

4.0 

UNITED  TELECOM 

1,852.7 

+  19 

90.5 

+  138 

4.9 

2.4 

90.2 

+  6 

9.1 

10.0 

UPJOHN 

736.5 

+  2 

94.6 

+  8 

12.8 

12.2 

329.0 

+  10 

7.7 

7.1 

WARNER-LAMBERT 

1,024.7 

+  8 

112.4 

+  23 

11.0 

9.6 

1,340.0 

+  39 

8.8 

6.9 

WESTINGHOUSE  ELEaRIC 

3,177.7 

+  4 

228.3 

+  6 

7.2 

7.1 

20.4 

-13 

9.3 

11.5 

WESTWOOD  ONE 

29.5 

+  2 

-6.6 

-1043 

-22.4 

2.4 

229.0 

+  22 

7.6 

7.9 

WEYERHAEUSER 

2,644.0 

+  8 

154.9 

+  3 

5.9 

6.2 

217.1 

+  20 

19.4 

17.8 

WHITMAN 

935.8 

+  13 

45.3 

+  30 

4.8 

4.2 

NM  ~  not  meoningful 


DATA:  STANDARD  &  POOR'S  COMPUSTAT  SERVICES  INC. 
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Commentary/by  Richard  Fly  and  Blanca  Riemer 


MELIOW  GEORGE  AND 
THE  DON'T  WORRY,  BE  HAPPY  SUMMIT 


Soviet  leader  Mikhail  S.  Gorba- 
chev is  the  acknowledged  master 
of  the  "charm  offensive,"  but  at 
the  July  14-16  Paris  economic  summit, 
George  Bush  showed  that  he,  too, 
could  play  the  game.  In  a  studiously 
low-key  performance,  the  President 
turned  the  annual  gathering  of  the 
leaders  of  the  West's  principal  econo- 
mies into  a  love  fest  largely  by  steer- 
ing clear  of  divisive  economic  issues. 

As  a  result,  the  leaders  of  the  U.  S., 
France,  Japan,  West  Germany,  Britain, 
Canada,  and  Italy  left  the  summit  with 
self-satisfied  smiles,  fond  memories  of 
Gallic  pomf) — and  precious  few  eco- 
nomic commitments.  They  agreed  on 
modest  aid  for  Poland  and  Hungary. 
They  pledged  action  on  the  imperiled 
environment.  And  they  gave  a  boost  to 
Treasury  Secretary  Nicholas  F.  Bra- 
dy's plan  to  help  debt-strapped  Third 
World  nations.  When  it  came  to  such 
touchy  subjects  as  rising  inflation,  pro- 
tectionism, and  the  flagging  U.  S.  econ- 
omy, the  summiteers  took  a  cue  from 


hand  the  program  over  to  the  Europe- 
an Commission. 

The  President  also  decided  not  to  de- 
bate nettlesome  macroeconomic  policy 
issues.  The  U.  S.  economy  is  braking 
sharply — too  sharply,  according  to 
some  analysts.  But  Germany  and  Ja- 
pan are  too  busy  ratcheting  up  interest 
rates  to  pick  up  the  slack. 

Rather  than  trying  to  whip  the  allies 
into  line  behind  a  U.  S.  position.  Bush 


BUSH  IN  PARIS:  NEXT  YEAR,  THE  TOUGH  STUFF 


QUAKER  OATS' 
PET  PEEVE 


Its  Gaines  line  is  slipping  in  a  | 
dog-eat-dog  world  | 

These  days,  in  the  never-ending  bat-f 
tie  for  the  loyalty  of  pet  owners,; 
Quaker  Oats  Co.  looks  like,  well,  a 
dog.  Marketing  and  operating  blunders, 
made  worse  by  red-hot  competition,  have 
scuttled  the  big  plans  the  Chicago  food 
giant  had  in  late  1986,  when  it  bought 
Anderson  Clayton  &  Co.  just  to  get  its 
hands  on  the  Gaines  dog-food  line. 

After  selling  off  the  rest  of  Anderson 
Clayton,  Quaker  wound  up  paying  $225 
million  for  the  dog-food  operation.  That 
seemed  a  fair  price  when  pet  food  looked 
like  a  growth  business.  But  now,  Quaker 
is  struggling  simply  to  shore  up  the 
unit's  U.  S.  operating  margins,  which 
sank  from  S7"  in  1986  to  6%  last  year. 
BIG  HEADACHE.  Those  pet  peeves  arei 
part  of  what  prompted  Chairman  Wil- 
liam D.  Smithburg  to  shuffle  executives 
and  management  duties  at  Quaker  Tow- 
er on  July  12,  say  company  insiders. 
Smithburg  denies  the  reports.  With 
Quaker  President  Frank  J.  Morgan' 
scheduled  to  retire  in  October,  1990, 
Smithburg  merely  wanted  "to  give  sev- 
eral managers  broader  responsibilities," 
he  says.  "It's  a  succession  issue."  In  a 
key  change,  Smithburg  named  Philip  A. 
Marineau  to  the  newly  created  position 
of  executive  vice-president  for  U.  S.  gro- 
cery products.  Marineau,  who  had  been 
running  Quaker's  international  opera- 
tions, will  oversee  the  company's  core 
businesses.  With  Gatorade,  cereals,  and, 
other  major  food  lines  humming  along, 
pet  food  will  be  his  biggest  headache. 

The  troubles  with  pet  food  have 
punched  a  hole  in  corporate  earnings. 
Since  buying  Anderson  Clayton,  Quaker 
has  taken  $112  million  in  charges  related: 
to  the  pet-food  business.  In  the  fiscal! 
year  ended  June  30,  $91  million  of  those- 
charges,  plus  about  $61  million  in  write- 
offs related  to  plant  consolidations,  lay- 
offs, and  a  change  in  accounting  meth- 
ods, led  to  a  14%  drop  in  net  earnings,  to 
$220  million,  on  a  sales  jump  of  10%,  to 
$5.9  billion,  says  John  M.  McMillin,  a 
food-industry  analyst  for  Prudential- 
Bache  Securities  Inc.  Since  fiscal  1987, 
corporate  operating  margins  have  slid 
from  11.2%  to  about  10%. 

Quaker  started  out  with  high  expecta- 
tions for  pet  food.  The  potential  seemed 
huge:  After  cereals,  pet  food  is  the  sec- 
ond-largest line  for  supermarkets,  gen- 


Bush  and  muted  their  differences. 

Bush's  decision  to  play  genial  toast- 
master  wasn't  accidental.  He  ap- 
proached the  meeting  much  as  he  did 
the  Democratic-controlled  Congress, 
stressing  consensus  over  confronta- 
tion. That  allowed  him  to  draw  a  sharp 
contrast  with  Ronald  Reagan. 
NO  LECTURES.  While  the  allies  came  to 
grudgingly  admire  the  Gipper,  they 
chafed  under  his  ideological  rigidity.  In 
Paris,  Bush  was  deliberately  un-Rea- 
ganesque,  eschewing  lectures  on  the 
evils  of  government  and  paeans  to  "the 
magic  of  the  marketplace." 

Bush's  Group  of  Seven  counterparts 
loved  the  new  style.  "There  have  been 
some  changes  in  U.  S.  thinking,"  said 
Toyoo  Gyohten,  Japan's  vice-minister 
for  finance.  There  were  similarly  kind 
words  for  Treasury  chief  Brady.  "Very 
practical  fellow,"  noted  one  top  finan- 
cial official.  "He's  not  the  type  to  go  in 
for  flag-waving  or  imposing  regimenta- 
tion over  different  economies." 

Just  how  accommodating  was  Bush 
in  Paris?  Very.  Although  the  U.  S.  has 
been  pushing  the  idea  of  economic  aid 
for  Eastern  Europe,  the  allies  were  re- 
luctant to  ;  1  the  U.  S.  direct  the  effort. 
So  Bush  acc  nted  a  proposal  by  West 
German  Chancellor  Helmut  Kohl  to 


agreed  that  Japan,  Germany,  and  Brit- 
ain will  go  on  fighting  inflation  while 
the  U.  S.  will  concentrate  on  sustaining 
growth.  Says  Japan's  Gyohten:  "It's  up 
to  every  individual  country  to  tackle 
the  biggest  problem  it  has."  Adds  a 
U.  S.  summit  planner:  "Why  get  all 
worked  up  about  future  troubles  when 
everyone  is  feeling  so  good?" 

Bush's  flexibility  delighted  France's 
Socialist  leaders,  who  had  long  ago 
tired  of  Reagan's  constant  proselytiz- 
ing. Bush  looked  on  benignly  as  the 
French  purged  the  communique  of  cap- 
italist taint.  "They  removed  all  refer- 
ences to  'deregulation,'  'competitive 
forces,'  and  'the  free  market,'  "  smiles 
an  unperturbed  U.  S.  official. 

Such  noblesse  oblige  wasn't  all  cal- 
culated, of  course.  Some  of  it  repre- 
sents Bush's  desire  to  get  off  on  the 
right  foot  with  his  summit  partners — 
and  to  build  goodwill  for  the  interna- 
tional schmoozathon  he'll  host  next 
year,  possibly  in  Texas. 

Still,  as  the  G-7  leaders  filed  out  of 
Paris,  there  were  nagging  doubts 
about  just  what  was  accomplished. 
Thanks  to  George  Bush,  harmony 
reigned  in  Paris.  But  an  important  op- 
portunity to  get  the  West's  diverging 
economies  in  sync  may  have  been  lost. 
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ating  $5.5  billion  in  1988  sales.  In  the 
■ady  early  days  after  the  deal,  compa- 
r  executives  predicted  double-digit  op- 
ating  margins. 

The  Anderson  Clayton  deal,  figured 
aaker,  would  give  it  the  momentum  it 
■eded  to  achieve  those  returns.  By  add- 
g  the  Gaines  and  Cycle  lines  to  Quak- 
's  Ken-L  Ration  and  Kibbles  'n  Bits 
ands,  the  company  doubled  its  market 
are  to  14%  and  jumped  from  No.  5  to 
0.  2,  behind  Ralston  Purina  Co.  It  also 
losted  pet  food  to  25%  of  total  compa- 
'  revenues. 

But  sales  in  dog  food  have  been  flat 
r  several  years.  Cats  have  supplanted 
igs  as  the  pet  of  choice  for  Americans. 
:  the  same  time,  many  dog  owners  are 
passing  supermarkets  to  buy  premi- 
n  food  in  specialty  stores.  As  a  result, 
dustry  sales  in  dry  and  semi-moist  dog 
od — Quaker's  biggest  niches — have 
opped  8.6%'  and  28.9%>,  respectively, 
ice  1986.  And  the  Anderson  Clayton 
les  didn't  carry  quite  the  cachet  that 
jaker  expected  Admits  Smithburg: 
Ve  put  a  lot  of  money  in  restaging 
ands,"  including  reformulating  the 
od  and  creating  new  packaging  and 
Ivertising  programs. 
RECT  ATTACK.  Just  as  damaging, 
aaker's  effort  to  jump-start  established 
oducts  distracted  it  from  opportunities 

growing  segments  such  as  dog 
acks.  "They  tried  everything  in  the 
arid  to  revitalize  semi-moist.  None  of 
e  new  flavors  have  gone  over,"  says  a 
it-food  buyer  for  a  California  super- 
arket  chain.  A  flood  of  new  dog-food 
oducts  and  stepped-up  promotions  and 
Ivertising,  especially  from  Ralston, 
30  hurt.  In  fact,  Ralston  introduced 
^0  products  aimed  squarely  at  Quaker: 

semi-moist  product  called  Moist  & 
eaty  and  Purina  Grrravy,  an  un- 
•ashed  knockoff  of  Gaines's  Gravy 
•ain.  The  results  have  been  startling: 
hile  still  the  leader  in  semi-moist, 
aaker's  sales  have  plunged  16.4%  while 
ilston's  have  jumped  16%  since  1986. 
Clearly,  the  Anderson  Clayton  acquisi- 
)n  hasn't  lived  up  to  its  promise.  Car- 
ition  Co.,  maker  of  Friskies  cat  food, 
ipped  past  Quaker  in  1988  to  become 
e  No.  2  pet-food  maker,  with  a  14.1% 
lare  to  Quaker's  13.2%.  There's  little 
lance  for  improvement  in  that  measure 
lis  year.  But  higher  returns — not 
•owth — is  the  priority,  says  Smithburg. 
e  wants  margins  to  reach  "close  to 
)uble  digits  within  a  few  years." 
That  job  falls  to  Marineau,  42.  In  five 
!ars,  the  marketing  whiz  turned  Gator- 
ie  from  a  regional  brand  into  Quaker's 
?st-selling  product,  with  $350  million  in 
•88  sales.  Marineau  isn't  expected  to 
ork  a  similar  miracle  with  pet  food, 
ist  getting  the  dog-food  business  to 
op  nipping  at  profits  will  likely  suffice. 

By  Lois  Therrien  in  Chicago 


TAKEOVERS  I 


UNILEVER  IS  ALL  MADE  UP, 
WITH  EVERYWHERE  TO  GO 


The  Faberge  deal  makes  it  a  top  global  player  in  cosmetics 


When  the  world's  largest  con- 
sumer products  company  de- 
cides to  expand  its  presence  in 
an  industry,  it  doesn't  fool  around.  Wit- 
ness the  latest  plunge  into  perfume  and 
cosmetics  by  Anglo-Dutch  giant  Uni- 
lever. In  recent  weeks,  Unilever  has 
spent  $2  billion  on  three  cosmetics  acqui- 
sitions, the  largest 
being  an  agreement 
revived  on  July  13  to 
buy   Faberge  Inc. 


WHO'S  WHO  IHTHE 
BEAUTY  BUSIHESS 


1988  shares  of  the  $5  billion  U.S. 
prestige  cosmetics  end  fragrances  market 

Manufacturer     Brands                           Market  share 

ESTEE  LAUDER  ESTEE  LAUDER.CLINIQUE, 
PRESCRIPTIVES 

37.8% 

COSMAIR 

LANCOME,  BIOTHERM, 
DESIGNER  FRAGRANCES 

13.4 

UNILEVER 

ELIZABETH  TAYLOR'S  PASSION, 
CALVIN  KLEIN  FRAGRANCES,* 
ELIZABETH  ARDEN* 

8.3 

REVLON 

REVLON,  PRINCESS  MARCELLA 
BORGHESE,  OTHERS 

8.2 

AVON 

GIORGIO,  OSCAR  DE  LA  RENTA, 
OTHERS 

5.3 

SSan               'Pending  Unilever  acquisitions 
^^H\                    DATA:  MOnUS  &  ASSOCIATES 

UNILEVER:  FROM  WISK  TO  PASSION  PERFUME 


and  Elizabeth  Arden  Inc.  from  financier 
Meshulam  Riklis  for  $1.55  billion. 

Assuming  the  Riklis  deal  goes 
through,  Unilever  will  leap  from  its  mid- 
dle-ranking position  to  run  neck  and 
neck  with  Japan's  Shiseido  Cosmetics 
Ltd.  as  the  world's  second-largest  cos- 
metics group,  behind  France's  L'Oreal. 
And  in  the  $5  billion  U.  S.  prestige  cos- 
metics and  fragrance  business,  Uni- 
lever will  grow  from  a  tiny  pres- 
ence to  the  third  most  powerful 
marketer,  behind  Estee  Lau- 
der Inc.  and  L'Oreal's  Cos- 
mair  (table). 

What's  a  company  better 
known  for  Imperial  marga- 
rine and  Wisk  detergent  do- 
ing in  the  rarefied  atmo- 
sphere  of   the  perfume 
counter?  Long  a  player  in  the 
broader  field  of  personal 
products,    which  includes 
shampoos  and  toothpaste, 
Unilever  has  targeted  the 
beauty  business  as  a  growth 
area.  The  acquisition  of  Chese- 
brough-Pond's  Inc.  in  1987  was  one 
big   step   in   that  direction.  But 
Chesebrough's  mass-market  Prince 
Matchabelli  perfumes  and  Pond's 
cold  cream  left  Unilever  without 
much  presence  in  the  high-margin 
prestige  segment — the  $200-an- 
ounce  perfumes  and  $40  wrinkle- 
retarding  face  creams  hawked  at 
department-store  counters. 
UPPER  CRUST.  The  action  in  that 
market  is  too  hot  to  miss,  says  Uni- 
lever. By  its  own  estimate,  the 
prestige  category  accounts  for  a 
third  of  worldwide  sales  and  more 
than  half  of  perfume  sales,  with 
the  entire  worldwide  prestige 
market  valued  at  $8  billion 
annually  and  growing  10%'  a 
year.  And  the  margins  are  a 
thing  of  beauty.  Compared 
with  Unilever's  overall  10% 
operating  margins  on  all  per- 
sonal products  last  year,  Fa- 
berge and  Arden  last  year 
had  margins  of  12%.  Ana- 
lysts guess  Unilever  can 
raise  those  figures  to  15% 
and  20%,  respectively.  They 
also  argue  that  while  cos- 
metics in  general  is  a  slow- 
growth  industry,  with  profit- 
ability falling  for  the  past 
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decade,  consolidation  under  players  such 
as  Unilever  will  increase  savings  and 
boost  profitiibility. 

That's  why  Unilever  was  ready  to  deal 
when  Riklis  approached  the  company 
early  this  year  about  selling  Faberge 
and  Arden,  one  of  the  last  prestige 
names  available.  But  the  sale  foundered 
in  May  after  Riklis  tried  to  raise  the 
agreed-upon  $1.55  billion  price  tag — to 
around  $2  billion,  industry  sources  say. 
He  returned  with  his  original  offer  in 
early  July,  and  two  weeks  later,  he  and 
Unilever  had  come  to  terms. 

If  the  deal  is  consummated,  Unilever 
will  be  a  power  at  department-store  cos- 
metics counters.  Elizabeth  Arden  is  a 
venerable  company  with  a  loyal,  if 
shrinking,  customer  base.  Complement- 
ing Arden's  rather  stately  image  is  Min- 
netonka  Inc.'s  Calvin  Klein  fragrance 
operation,  which  Unilever  bought  for 
$306  million  in  early  July.  The  steamy 
advertisements  for  Klein's  Obsession 
perfume  have  made  it  a  huge  hit  in  the 
U.  S.— at  $175  an  ounce. 
CULTURE  SHOCK.  Moving  into  high-price 
fragrances  represents  something  of 
a  cultural  leap  for  Unilever.  "Per-  wf,j 
fume  is  a  delicate,  fragile  business 
that  calls  for  a  little  spirit  of  adven-  ^ 
ture,"  says  Maurice  Roger,  chair-  <  ' 
man  of  Parfums  Christian  Dior  in  [ 
Paris.  "It's  hard  to  have  this  men- 
tality  and  a  mass-market  culture 
in  the  same  company."  He  notes 
that  Colgate-Palmolive  Co.  failed  to 
make  a  go  of  Helena  Rubenstein  Inc.  in 
the  1970s  and  eventually  sold  at  a  loss. 

Unilever  Chairman  Michael  R.  Angus 
says  his  company  can  adjust.  He  notes 
its  success  with  Elizabeth  Taylor's  Pas- 
sion perfume  and  Erno  Laszlo  skin  prod- 
ucts. "We  have  a  deep  understanding  of 
consumer  institutions  and  needs,"  he 
says.  "I've  no  doubt  about  our  market- 
ing skills  in  this  area."  To  minimize  cu 
ture  shock,  Calvin  Klein  and  Arden  will 
function  for  now  as  separate  divisions. 

The  new  owner,  with  $28  billion  in 
revenues  and  $2.36  billion  in  pretax  prof- 
its in  1988,  will  also  put  more  marketing 
muscle  behind  Faberge  and  Arden  than 
Riklis,  who  was  more  interested  in 
squeezing  costs.  And  Angus  even  thinks 
that  Unilever  scientists  studying  the 
likes  of  Wisk  detergent  can  teach  a 
thing  or  two  to  Arden's  skin  care  ex- 
perts. Using  research  into  the  effects  of 
soap  on  skin,  Angus  says,  his  labs  have 
devc!(jped  proprietary  skin  care  technol- 
ogy. Those  skills  could  eventually  give 
Ardc/i  .s  skin  creams  a  competitive  edge. 
That  '^ould  boost  Unilever's  hopes  for 
some  sweet-smelling  profits. 

By  Marl:  Maremont  in  London,  with 
Stewart  Toy  in  Paris  and  Andrea  Rothman 
in  New  York 


SPORTS  BUSINESS  I 


CAN  TEX  SCHRAMM  MAKE 
PIGSKIN  FASHIONABLE  IN  PARIS? 


The  commissioner  of  the  NFL's  new  World  League  has  his  work  cut  oui 


Former  Dallas  Cowboys  General 
Manager  Texas  E.  Schramm  fash- 
ioned one  of  the  most  successful 
franchises  in  National  Football  League 
history.  Schramm's  Cowboys  won  two 
Super  Bowls  and  put  together  an  un- 
precedented string  of  20  winning  sea- 
sons during  his  29-year  reign.  Long  be- 
fore other  teams,  Schramm  packaged 
the  Cowboys,  using  flashy  blue  uni- 
forms, scantily  clad  cheerleaders,  and  a 
weekly  newspaper.  By  the  late  1970s, 
"America's  Team"  was  drawing  top  TV 
ratings  and  accounting  for  25%  of  NFL 
merchandise  sales. 

Schramm  left  the  Cowboys  in  April, 
after  new  owner  Jerry  Jones  arrived  and 
set  about  remaking  the  club.  But  he 
didn't  leave  football.  On  July  19, 
NFL  owners  voted  to  cre- 
ate  a  12-team  internation- 


sales  in  Europe  totaled  $50  million,  com 
pared  with  none  five  years  ago.  Anc' 
football  leagues  have  sprung  ui 
throughout  the  continent.  Some  200  am; 
ateur  teams  square  off  in  Britain.  Thi 
French  field  48  squads.  The  fans; 
though,  want  the  real  thing:  the  NFL 
When  the  Cleveland  Browns  play  th( 
Philadelphia  Eagles  in  London  on  Aug 
6,  the  NFL  expects  to  sell  out  78,000-sea 
Wembley  Stadium.  By  contrast,  on\] 
20,000  fans  are  expected  to  watch  thf 
Euro  Bowl,  the  European  amateu) 
championship,  in  Milan  on  July  23. 

So  the  NFL's  owners  plan  to  give  Eu 
ropeans  a  steady  diet  of  American  foot 
ball — or  at 
least  a  rea- 
sonable  fac- 
simile. The 
owners  hope 


al  league  and  named  Schramm  the  com- 
missioner. The  World  League  of 
American  Football  could  kick  off  next 
March,  fielding  teams  in  Europe  and 
North  America — if  threatened  legal  ac- 
tion by  developer  Donald  J.  Trump 
doesn't  get  in  the  way.  Says  the  man 
who  made  the  Cowboys  a  surefire  brand 
name:  "I  look  forward  to  the  challenge." 

Schramm  isn't  creating  a  market  out 
of  thin  air.  U.  S.  football  has  made  in- 
roads in  Europe  since  the  NFL  began 
showing  weekly  highlight  films  in  Brit- 
ain in  1983.  Last  year,  NFL  merchandise 


that  European  growth  will  offset  disap 
pointing  U.  S.  returns.  Domestic  TV  revc 
nues  peaked  in  1986  at  $493  million,  dip 
ping  last  year  to  $478  million.  But  th( 
average  player  contract  has  doubled  l( 
more  than  .$200,000  since  1982. 
SPRING  FLING.  The  WLAF's  Structure 
still  evolving.  Schramm  expects  to  fieli 
four  teams  in  Europe,  six  in  the  U.  S. 
and  one  each  in  Mexico  and  Cana(l:i 
Plans  include  a  spring  league  will 
teams  shuttling  across  the  Atlantic  t( 
play.  Schramm  says  the  NFL  will  be  th( 
sole  stockholder  of  the  WLAF  teams.  Tlu 
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ague  will  sell  operating  licenses  and, 
:e  the  Arena  Football  League,  the 
LAF  will  sign  a  pool  of  players,  then 
low  teams  to  draft  from  that  pool.  The 
heme  is  designed  primarily  to  keep 
ists  down.  Says  Schramm:  "This  league 
ill  only  work  if  average  contracts  are 
!ld  at  $40,000." 

Even  if  he  meets  that  goal,  Schramm 
jures  a  wlaf  team  will  still  cost  at 
ast  $4  million  a  year.  He's  looking  to 
rporate  sponsors  for  help.  He  doesn't 
le  out  naming  teams  after  their  busi- 
!ss  backers,  a  practice  common  among 
aropean  basketball  franchises.  He  also 
ms  to  generate  cash  through  TV  con- 
acts  in  Europe  and  the  U.  S.  He's  al- 
ady  holding  talks  with  ESPN,  among 
hers.  Says  ESPN  Inc.  President  Roger 

Werner  Jr.:  "We're  intrigued." 
Will  fans  really  turn  out?  After  all, 
r  the  kind  of  bucks  Schramm  is  talk- 
g,  he  won't  be  fielding  superstars.  He 
:pects  to  stock  teams  with  a  few  talent- 
I  Europeans  and  a  lot  of  second-rate 
mericans.  Asks  Robert  Payton,  an 
merican  expatriate  who  once  narrated 
e  NFL  highlight  films  in  Britain:  "If 
>u  could  watch  NFL  football  on  TV, 
ould  you  watch  the  London  Beefeaters 
ay  the  German  Commandos?" 
You  would,  thinks  Schramm,  if  the 
ime  offered  a  bit  of  spectacle.  He 
ans  to  export  cheerleaders  to  Mexico 
id  Europe,  along  with  marching  bands, 
)t  dogs,  and  U.  S.-style  scoreboards, 
lat  show-biz  style  paid  off  last  year  in 
ublin.  Before  a  college  game  there,  or- 
mizers  staged  a  parade,  launched 
1,000  balloons,  and  arranged  for  a 
[uad  of  parachutists  to  swoop  down  on 
,e  field  and  deliver  the  game  ball.  The 
t  drew  40,000  fans.  Says  Schramm: 
rhey'll  come  for  the  experience,  and 
ley'll  learn  to  love  the  game." 
tENCH  LESSONS.  If  they  ever  get  the 
lance,  that  is.  Trump,  who  says  he 
anted  to  form  his  own  international 
ague,  plans  to  sue  the  NFL  for  anti- 
ust  violations  "for  hundreds  of  mil- 
)ns."  And  the  NFL  Players  Assn.,  wor- 
ed  that  wlaf  players  could  cross  over 
I  the  NFL  and  drag  down  salaries,  may 
reck  Schramm's  cost  structure  by  or- 
anizing  WLAF  players.  Says  NFLPA 
resident  Gene  Upshaw:  "We  have  to 
;'Otect  our  members." 
The  69-year-old  Schramm  doesn't  seem 
orried.  He  plans  to  jet  over  for  the 
uro  Bowl,  then  come  back  and  start 
nding  sponsors.  Schramm  says  his  big- 
est  headache  is  not  knowing  any  for- 
gn  languages.  "You  know  those  Pari- 
ans," he  grumbles.  "They  probably 
now  English  but  won't  speak  it  any- 
ay."  That's  why  this  old  dog  is  learn- 
ig  a  new  trick:  Tex  Schramm,  the  pride 
f  Dallas,  is  studying  French. 

By  Kevin  Kelly  in  Dallas,  with  Thomas 
%rnke  in  Lo7idon  and  bureau  reports 


REAL  ESTATE  I 


CROWDER:  "HOW  CAN  YOU  BE  EFFICIENT  IF  YOU  WAKE  UP  WITH  NO  PLUMBING?" 


CHARLIE  CROWDER  SEES  UTOPIA, 
AND  IT'S  A  BORDER  TOWN 


The  New  Mexico  land  trader  vv^ants  to  build  a  maquiladora  metropolis 


Charlie  Crowder  points  to  a  path 
stretching  behind  a  lone  bulldozer 
in  the  desert.  "That,"  he  says,  "is 
the  Santa  Teresa  International  Belt- 
way." A  fast-talking,  chain-smoking  land 
trader,  Charles  L.  Crowder  has  big  plans 
for  his  chunk  of  desert  about  10  miles 
west  of  El  Paso  along  the  U.  S.-Mexico 
border.  He  envisions  a  brand-new  city, 
half  in  Mexico,  half  in  the  U.  S.,  built 
around  a  group  of  border-zone  assembly 
plants,  the  maquiladoras. 

The  maquiladora  industry,  based  on 
$4-a-day  Mexican  labor,  has  tripled  in 
this  decade,  with  U.  S.  and  Japanese 
companies  employing  some  400,000.  And 
that  has  stretched  Mexico's  border  cities 
thin.  They're  grievously  short  of  water, 
roads,  bridges,  and  housing.  South  of  El 
Paso,  Ciudad  Juarez,  the  maquiladora 
capital  of  North  America,  alone  is  short 
some  40,000  housing  units. 

The  lack  of  services  makes  it  hard  on 
workers,  one  reason  why  annual  labor 
turnover  at  many  plants  tops  100%.  But 
it's  frustrating  for  suppliers  and  ship- 
pers, too,  with  trucks  often  waiting  a 
full  day  to  cross  the  border.  Crowder  is 
betting  that  businesses  are  so  anxious 
for  efficiency  that  they  will  bankroll  an 
entire  industrial  city — his,  Santa  Teresa. 

Crowder' s  Utopia  is  an  orderly  town 
straddling  the  border,  where  workers 
and  managers  live  within  walking  dis- 
tance of  factories  and  customs  inspec- 
tors tour  the  premises,  as  he  says,  "like 
security  guards  at  a  shopping  mall' 


That's  not  an  image  that  Judy  Turner, 
a  spokeswoman  at  the  U.  S.  Customs 
Service  in  Houston,  likes  much.  But  she 
allows  it's  "not  totally  outside  the  realm 
of  possibility."  More  to  the  point, 
Crowder  has  some  rock-hard  assets:  He 
controls  25,000  acres  on  the  U.  S.  side  of 
the  border  and  even  more  on  the  Mexi- 


NEW 
MEXICO 


MEXICO 


can  side — "all  the  way  to  those  moun- 
tains," he  says,  pointing  to  distant 
peaks.  Santa  Teresa  even  has  an  airport. 

It  also  lies  atop  large  groundwater 
supplies.  "Charlie's  sitting  on  enough 
water  to  take  him  well  into  the  21st,  if 
not  the  22nd,  century,"  says  Jeffrey  B. 
Peters,  president  of  the  U.  S.-Mexican 
Development  Corp.  and  an  adviser  to 
Crowder.  Hy])e?  Yes,  but  the  fact  is, 
there's  so  much  water  on  Crowder's  par- 
cel that  El  Paso  has  spent  12  years  and 
$8  million  in  legal  fees  trying  to  tap  it. 

Grubb  &  Ellis  Co.,  a  big  San  Francis- 
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co-based  real  estate  developer,  recently 
agreed  to  promote  Santa  Teresa.  Grubb 
formed  a  50-member  team  that  will  tour 
Northeastern  and  Midwestern  cities,  try- 
ing to  lure  companies  south.  "The  Pitts- 
burghs,  Philadelphias,  Detroits,  and  Bos- 
tons of  this  world  have  many  companies 
that  will  come  down  here,"  says  Frank- 
lin K.  Skinner,  the  team's  director.  None 
has  yet  signed  up,  however. 
'ALWAYS  A  CONCERN.'  The  hitch  is  fi- 
nancing. Crowder  needs  to  build  housing 
first.  For  that,  he  needs  up-front  money, 
and  efforts  since  1987  to  raise  it  have 
failed.  The  developer  dismisses  ques- 
tions about  financing  with  one-liners:  "I 
have  people  all  over  the  world  making 
installments  on  my  MasterCard,"  he 
says,  referring  to  those  trying  to  drum 
up  funds.  But  Grubb's  chief  executive, 
Harold  A.  Ellis  Jr.,  admits  that  financing 
is  "always  a  concern."  Crowder's  part- 
ner and  financial  adviser,  Christopher  0. 
Lyons,  says  that  the  project  needs  $30 
million  to  get  started. 

The  other  potential  worry  is  Mexico. 
Although  Crowder  has  an  authorized 
border  crossing  for  cattle  on  his  land,  he 
hasn't  yet  received  permission  from 
Mexico  for  an  industrial  crossing.  Such 
paperwork  can  paralyze  projects.  But 
here,  Crowder  can  count  on  a  powerful 
friend,  outgoing  Juarez  Mayor  Jaime 
Bermiidez,  the  biggest  maquiladora  de- 
veloper in  Mexico,  who's  helping  to  de- 
velop Santa  Teresa.  Says  Crowder: 
"Jaime  wrote  the  book." 

Crowder  has  scrawled  a  few  pages 
himself.  The  57-year-old  made  himself  a 
legend  in  the  Southwest  as  a  politically 
connected  land  trader.  He  built  his  for- 
tune by  purchasing  plots  of  land — such 
as  a  chunk  of  Arizona  that  in  1987  was 
annexed  to  the  Navajo  reservation — and 
then  trading  them  for  better  lots  else- 
where. But  to  date,  his  development  ef- 
forts have  been  one-man  shows,  rarely 
exceeding  the  scope  of  his  checkbook. 

Driving  the  sandy  red  roads  of  his 
border  domain,  Crowder  sounds  more 
like  Mother  Teresa  than  a  developer. 
The  key  to  success,  he  says,  is  meeting 
the  workers'  needs.  "How  can  you  be 
efficient,"  he  asks,  "if  you  wake  up  with 
no  plumbing,  walk  through  a  slum  to 
work,  and  worry  about  your  grandmoth- 
er's .safety?" 

That  sentiment  inspired  Harvard  Uni- 
versity design  classes  to  draw  up  blue- 
prints for  the  new  town.  But,  as  Don  C. 
Shuffstall,  international  marketing  direc- 
tor at  El  Paso  maquiladora  contractor 
Elamex,  notes,  "it's  going  to  be  a  mam- 
moth task."  And  until  Crowder  per- 
suades someone  to  finance  him,  no  road 
in  North  America  will  be  dustier  than 
the  Santa  Teresa  International  Beltway. 
By  Stephen  Baker  in  Santa  Teresa 


AIRLINES  I 


COFFEE,  TEA,  AND  THE  POWER 
OF  POSITIVE  THINKING 


Seminars  teach  Continental's  workers  that  good  service  'feels'  better 


C 


|ould  I  see  a  little  more  enthusi- 
_asm,  please?" 

It's  nine  o'clock  on  a  recent 
Monday  morning  at  the  Holiday  Inn  Jet- 
port  in  Elizabeth,  N.  J.  Among  the  Conti- 
nental Airlines  Inc.  employees  here  for  a 
two-day  seminar  on  service,  enthusiasm 
seems  in  short  supply.  One  young  wom- 
an is  trying  hard  not  to  nod  off,  while  a 
man  across  the  aisle  sits  stolidly,  with- 
out a  flicker  of  emotion  on  his  face. 

But  Theodora  M.  Pierakos,  the  "facili- 
teacher"  from  the  Quality  Service  Insti- 


they  will  provide  better  service 
As  the  day  wears  on,  the  invincibi 
cheerful  Pierakos  teaches  the  class  o 
flight  attendants,  ticket  agents,  pilots 
and  cargo  workers  the  creeds  of  th 
Swedes.  If  something  goes  wrong  ii 
your  life  or  job,  "own  the  problem"  an( 
fix  it.  When  you  reprimand  somebody 
do  it  in  private.  List  the  skills  you  wan 
to  acquire — and  cross  off  the  list  any 
thing  you're  not  prepared  to  work  for. 

Pierakos  also  throws  out  tidbits  abou 
society  and  the  psyche:  We  live  in  a  ser 


'FACILITEACHER'  PIERAKOS:  POP  PSYCHOLOGY,  PEP  TALKS,  AND  STROKE  NOTES 


tute,  wants  a  fired-up  audience.  "Don't 
you  feel  better  when  you  give  good  ser- 
vice?" she  asks. 

The  Quality  Service  Institute  is  a  joint 
effort  of  Frank  Lorenzo's  Texas  Air 
Corp.  and  Scandinavian  Airlines  Sys- 
tems, the  Swedish  carrier  that  is  now  a 
marketing  ally  of  Continental,  Texas 
Air's  main  carrier.  SAS  is  renowned  for 
its  service,  while  Continental  has  yet  to 
shake  its  reputation  as  an  airline  where 
the  seats  are  as  frayed  as  the  staffs 
tempers.  The  goal  of  the  institute  is  to 
teach  all  Continental  employees  the  se- 
cret of  the  .SAS  approach. 
CREEDS  OF  THE  SWEDES.  The  institute  of- 
fers a  smorgasbord  of  pop  psychology, 
pep  talks,  and  game-playing  to  put  work- 
ers in  touch  with  themselves.  "We  want 
people  to  attend  not  because  it's  good 
for  Continental  but  because  it's  good  for 
them,"  says  Jan  Lapidoth,  the  Swedish 
president  of  the  institute.  If  people  feel 
good  about  themselves,  the  theory  goes. 


vice  economy.  Most  people  use  a  fractini- 
of  their  brain's  potential.  Baby  monke\> 
deprived  of  physical  contact  die.  (Tlie 
point  of  that  insight  is  that  humans  also 
suffer  when  neglected  by  others,  such 
as  bosses.)  Pierakos  hands  out  "stroke 
notes,"  for  dashing  off  compliments  or 
corrections  to  fellow  workers. 

The  employees  gradually  warm  up  to 
the  seminar.  They  seem  gratified  that 
Continental  is  paying  enough  attention 
to  them  to  set  up  these  courses,  and 
they  enjoy  the  psychology  lessons  and 
self-help  tips. 

But  as  its  employees  try  to  feel  good. 
Continental  must  watch  out  for  Ameri- 
can Airlines  Inc.  and  Delta  Air  Lines 
Inc. — no  slouches  when  it  comes  to  ser- 
vice. Continental  seems  to  be  turning 
around,  and  it's  ordering  new  planes. 
But  to  compete  long-term  with  its  richi 
rivals,  stroke  notes  won't  be  enough. 

By  Christopher  Power  in  Elizabeth,  N. ./., 
with  Mark  Ivey  in  Houston 
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When  a  page  is  captured,  the  film,  camera, 
scanner,  chemicals  and  processor  are  likely  to 
be  from  Kodak.  As  are  the  experts  who 
stand  behind  them. 

Kodak  has  been  a  leader  in  film, 
chemical  and  processor  technology 
almost  since  there  was  a  graphic  art. 
Now  we  are  leaders  in  electronics, 
easing  the  evolution  from  one  technology 
to  another  Whatever  the  product,  there  are 
always  Kodak  people  backing  it  up,  helping 
customers  "get  it  right  the  first  time" 
sharing  knowledge.  And  there 
always  will  be. 

We  are  more  than  photographs.  We  are 
the  world's  premier  graphics  imaging  company. 
For  more  details  on  enhancing  the  graphic  arts 
tradition,  call  1 800  445-6325,  Ext.  960G. 


man 


The  new  vision  of  Kodak 


EDITED  BY  HARRIS  COLLINGWOOD 

REFIGURING  THE  COST 
OF  OIL  SPILLS 


►  The  Interior  Dept.  may 
have  to  go  back  to  the  draw- 
ing board  with  its  plan  for 
getting  compensation  from 
companies  that  foul  public 
waters  and  lands.  In  a  deci- 
sion that  may  affect  Exxon 
and  other  companies  involved 
in  accidents  that  unleash  haz- 
ardous substances,  the  feder- 
al appeals  court  in  Washing- 
ton on  July  14  struck  down 
agency  rules  for  "natural  re- 
source damage  assessments." 

The  judges  said  Interior's 
approach  could  result  in  far 
smaller  payments  than  Con- 
gress had  intended  when  it  or- 
dered up  a  plan  a  decade  ago. 
Interior's  computer  model, 
which  puts  price  tags  on  the 
values  of  particular  animals, 
was  thrown  out,  too.  Any 
overhaul  of  the  rules  could 
change  how  Interior  handles 
Exxon's  liability  for  last 
March's  massive  Alaskan  oil 
spill. 


THE  ARBS  GET  BURHED 
OH  CUMMIHS  EHGIHE 


►  Heirs  of  Cummins  Engine's 
founding  family  have  spoiled 
the  fun  for  takeover  specula- 
tors by  buying  out  a  potential 
raider.  On  July  17,  the  family 
shelled  out  $72  million  for  the 
8.87'^  stake  of  a  unit  of  Brit- 
ain's Hanson  that  some 
thought  was  readying  a  run 
at  the  diesel-engine  maker. 

Irwin  Miller  and  his  sister, 
Clementine  Tangeman,  ac- 
quired the  shares,  raising 
their  investment  in  the  compa- 
ny to  157".  Disappointed  arbi- 
trageurs drove  the  stock 
down  4%,  to  59%,  following 
news  of  the  transaction. 


IS  LOCKHEED  STOCK 
SET  FOR  TAKEOFF? 


►  What's  Harold  Simmons  up 
to?  On  July  18,  the  Dallas  in- 
vestor said  he  had  raised  his 
stake  in  Lockheed  to  more 
than  87'.  But  last  April,  one 


day  after  Lockheed  Chairman 
Daniel  Tellep  announced  a  de- 
fensive restructuring,  Sim- 
mons slashed  his  holdings 
from  5.3%  to  4.2%.  Since  then, 
Simmons  has  increased  his 
stake  after  meeting  at  least 
once  with  Tellep  to  discuss  his 
intentions. 

Simmons  insists  that  Lock- 
heed is  a  long-term  invest- 
ment— even  though  he's  pay- 
ing for  roughly  40%-  of  his 
stake  with  borrowed  cash.  "I 
don't  need  to  take  over  a  com- 
pany to  get  a  payoff,"  says 
Simmons.  But  he  may  be  try- 
ing to  put  Lockheed  in  play. 
Says  Howard  Rubel,  an  ana- 
lyst at  C.  J.  Lawrence:  "I  find 
it  hard  to  believe  that  any 
long-term  investor  can  have 
such  a  large  position  with  so 
much  of  it  on  margin." 


DOW  PAYS  A  STIFF 
PRICE  FOR  HEW  DRUGS 


►  Dow  Chemical  has  taken 
some  strong  medicine  to  boost 
its  drug  business.  On  July  17, 
it  agreed  to  pay  $4  billion  to 
$5.5  billion  in  cash  and  stock 
for  two-thirds  of  Kansas  City- 
based  Marion  Laboratories. 
The  final  tab,  determined  by 
Marion's  future  stock  price, 
will  equal  28  to  39  times  Mar- 
ion's projected  1989  earnings 
of  $210  million. 

That  "huge  premium,"  says 
Salomon  Brothers  analyst 
Leslie  Ravitz,  reflects  the 
wave  of  consolidation  sweep- 
ing through  the  pharmaceuti- 


WHAT  DO  THEY  BRIHG  IH  FOR  SHOW-AHD-TELL- 


At  most  schools,  a  fund-raiser 
means  a  car  wash  or  bake  sale. 
That's  normally  good  for  a  cou- 
ple of  thousand  dollars.  Well, 
the  Wildwood  School  in  Santa 
Monica,  Calif.,  is  different.  Its 
195  elementary  school  kids  in- 
clude the  children  of  actors  such 
as  Cheers '  Ted  Danson  and  L.  A. 
Law's  Jill  Eikenberry  and  Mi- 
chael Tucker.  So  it's  a  special 
occasion  when  Wildwood  holds  a 
fund-raiser  to  supplement  its  $6,000-a-year  tuition. 

The  school's  recent  shindig  featured  a  Ferris  wheel  and  re; 
elephants.  But  the  action  was  at  the  auction.  No  stale  cookii' 
and  lopsided  cakes  here.  Lucky  bidders  took  home  a  Chee/ 
walk-on  role,  a  glove  worn  by  Jack  Nicholson  in  Batman,  an 
the  right  to  nam.e  a  new  character  on  the  TV  show  tkirt/, 
something.  The  most  sought-after  item?  An  L.  A.  Lakers'  ba^ 
ketball,  signed  by  the  whole  team.  It  fetched  a  cool  $2,300.  A 
for  the  school,  it  pulled  in  well  over  $100,000,  netting  $70,00( 


cals  industry.  Last  year,  Ko- 
dak paid  26  times  earnings 
for  Sterling  Drug.  Marion 
will  merge  with  Merrill  Dow 
to  form  a  $2.3  billion  drug 
company. 


COHTROL  DATA 

IH  A  PLATO  RETREAT 


►  Control  Data  got  rid  of  80%' 
of  its  Plato  computerized-edu- 
cation business,  a  darling  of 
retired  founder  William  Nor- 
ris.  In  the  1960s,  Norris  began 
putting  computers  in  the 
classroom  as  a  way  to  com- 
bine the  pursuit  of  profit  with 
social  responsibility.  The  prob- 
lem with  Norris'  .scheme  was 


r  STfLLK>NT^E 
WHERE  we  WENT 
WRONG-.. 


that  it  required  big  mail 
frames,  making  Plato  an  eN 
pensive  proposition.  And  th 
company  never  successfull; 
managed  the  transition  to  per 
sonal  computers.  Plato  will  gi 
for  an  undisclosed  sum  to  ; 
buyer  group  headed  by  Wil 
liam  Roach,  a  veteran  of  th< 
job-training  business. 


EASTERH'S  DEBT  PLAH 
WIHS  KEY  BACKIHG 


►  Eastern  Air  Lines'  unse 
cured  creditors  have  approvec 
the  company's  bankruptcy  re 
organization  plan,  due  to  b( 
filed  in  court  on  July  21.  Un' 
der  the  plan,  some  unsecurecj 
creditors  would  have  two  opi 
tions  for  being  repaid.  Om 
calls  for  interest-rate  reduc; 
tions  of  one  percentage  poinij 
or  so  in  return  for  repaymeni 
of  principal  in  accordance 
with  a  fixed  schedule  by  1994 
The  other  option  would  allow 
creditors  to  maintain  their 
current  interest  rates,  but 
does  not  reschedule  retire- 
ment of  the  debt. 

Sources  close  to  the  situ  a-, 
tion  say  most  of  the  unse- 
cured creditors,  who  are  owed 
about  $700  million,  will  opt  for 
the  fixed-repayment  plan, 
which  calls  for  a  total  of  some 
$75  million  in  principal  pay- 
ments at  yearend.  s 
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Because  they  combine  high  quality  and 
ease  of  use,  Kodak  printing  plates  satisfy  the 
most  demanding  printers  and  customers. 

Whether  the  printing  press  is  a  small  sheet-fed 
model  or  a  web-fed  monster,  there  is  a  Kodak 
printing  plate  to  fit.  Kodak  plates  offer  wide 
exposure  and  processing  latitude  and  consistent 
performance  on  press.  That  means  less  downtime, 
fewer  makeovers,  longer  runs... all  the  things 
that  increase  productivity  and  make  printers'  lives 
easier  and  more  profitable. 

We  are  more  than  photographs.  We  are  the 
world's  premier  graphics  imaging  company. 
For  more  details  on  enhancing  the  graphic  arts 
tradition,  call  1 800  445-6325,  Ext.  960H. 


The  new  vision  of  Kodak 


OUR  SALES  SOLUTIONS 
ARE  AS  VARIED  AS  OUR 
CLIENTS'  PRODUCTS. 


We  prescribed  sales  systems  for  several  SmithKline  Beckman  subsidiaries 
including  Smith  Kline  &  French  Laboratories, 


Uuraccii  gui  a  jump  on  the  competition  through 
improved  sales/marketing  communications. 


We  helped  The  House  of  Seagram  find 
a  better  way  to  generate  and  monitor  sales. 


When  it  comes  to 
automating  the  sales  forces  of 
large  corporations,  with  their 
varied  products,  marketing  and 
sales  support  needs,  one  com- 
pany leads  the  field:  Sales 
Technologies,  Inc.® 

We  excel  in  the  design, 
installation  and  support  of 
tailored  software  for  large  field 
sales  forces.  Our  experienced 
project  teams  offer  specialized 
skills  in  a  wide  variety  of  indus- 
tries, enabling  us  to  work  with 
you  to  develop  a  state-of-the- 
art  system  to  meet  your  specific 
needs.  In  fact.  Sales  Tech- 
nologies has  already  installed 
highly  successful  field  sales 
automation  systems  for  many 
major  corporations  worldwide. 

If  you've  decided  that 
sales  force  automation  is  an 
idea  whose  time  has  come,  find 
out  why  Sales  Technologies,  a 
company  of  The  Dun  &  Brad- 
street  Corporation,  has  become 
the  leading  choice.  Call  Chris 
Bradford  at  (404)  841-4000 
for  more  information. 

Sales  Technologies.  We're 
known  by  the  company  we  keep. 


Sales  Technologies,  Inc. 


3399  Peachtree  R-l  NF  .Atlinl.i CA  '!n32H    11- ',t  Orenfell  Rd,  Maidenhead,  Berkshire, S1.6  lES 
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WHAT  JACK  KEMP  IDYES  ABOUT 
THE  HUD  SCANDAL 


emocrats  began  this  year  thinking  their  strength  in 
Congress  and  the  more  moderate  policies  of  the  Bush 
Administration  would  allow  them  to  reverse  some  of 
the  social  spending  cuts  of  the  Reagan  years.  But  the  hai-d 
realities  of  the  budget  deficit  frustrated  most  of  their  plans. 
The  one  exception  seemed  to  be  housing  policy,  where  the 
lobbying  of  the  real  estate  industry  gave  the  National  Afford- 
able Housing  Act  the  sort  of  potent  backing  that  programs  for 
poor  and  moderate-income  Americans  usually  lack. 

But  continuing  revelations  of  fraud  and  influence-peddling 
at  HUD  during  the  Reagan  era  have  stopped  the  legislation — 
co-sponsored  by  Senators  Alan  Cranston  (D-Calif.)  and  Alfonse 
M.  D'Amato  (R-N.  Y.) — in  its  tracks.  And  HUD  Secretary  Jack 
F.  Kemp  is  preparing  an  assault  on  the  measure.  "Kemp  once 
viewed  the  bill  as  something  he  couldn't  stop,"  admits  a  Kemp 
adviser.  "Now  he  has  good  reason  to  shift  away  from  it." 

The  danger  of  the  legislation  is  that  it 
would  throw  good  money  after  bad.  For 
example,  the  Federal  Housing  Adminis- 
tration's mortgage-insurance  program, 
already  hit  by  massive  defaults,  would 
get  a  big  boost  in  underwriting  author- 
ity. The  bill  would  raise  the  ceiling  on 
federally  insured  mortgages  from  a  flat 
$101,500  to  95%  of  the  median  home 
price  in  each  market  and  would  lower 
downpayments. 

The  measure  also  would  create  the 
Home  Corp.,  an  agency  that  would  pro   '     ---^ston:  a  developer-s  best  friend? 


vide  $3  billion  a  year  to  finance  housing  construction.  Critics 
charge  that  the  scheme  is  disturbingly  susceptible  to  the  sort 
of  waste  and  fraud  that  riddled  HUD's  construction  programs. 
"The  bill  is  socially  unacceptable  and  fiscally  irresponsible," 
says  William  H.  Lacy,  president  of  Mortgage  Insurance  Cos. 
of  America.  Private  mortgage  insurers  fear  that  any  expan- 
sion of  FHA  authority  will  cut  into  their  business. 

Cranston,  chairman  of  the  Senate  housing  subcommittee, 
knows  that  his  bill  is  in  trouble.  He  has  postponed  indefinitely 


a  planned  July  18  session  at  which  Kemp  was  to  testify  on  the 
measure.  He  has  also  shelved  a  plan  to  begin  committee  action 
on  the  bill  on  Aug.  1. 

Kemp  has  made  no  secret  of  his  distaste  for  traditional 
housing  programs  and  has  used  the  scandal  as  an  opportunity 
to  promote  his  free-market  alternatives.  He  has  suspended 
three  corrupt  housing  programs  and  is  reviewing  at  least  50 
others.  Aware  of  charges  that  he  is  using  the  scandal  as  an 
excuse  to  cut  hud's  subsidy  programs,  Kemp  told  a  House 
subcommittee:  "I  am  not  out  to  wage  a  war  on  programs." 
'MR.  HOUSING.'  In  fact,  scandal  or  not,  Kemp  knows  he  must 
tread  lightly.  The  homebuilding,  real  estate,  and  mortgage- 
finance  industries  pack  an  enormous  punch  on  Capitol  Hill. 
Cranston  is  widely  known  as  "Mr.  Housing"  in  the  Senate  and 
traditionally  has  been  the  biggest  recipient  of  campaign  contri- 
butions from  real  estate  interests.  D'Amato,  a  master  of  pork 
barrel  politics,  used  his  influence  to  win 
hud  funding  of  a  swimming  pool  in  his 
hometown  of  Island  Park,  N.  Y. 

Developers  are  the  major  constituency 
for  Cranston-D'Amato.  The  legislation  is 
based  largely  on  proposals  from  a  task 
force,  most  of  whose  26  members  have 
close  ties  to  the  development  industry. 
Says  Ira  Gribin,  president  of  the  Nation- 
al Association  of  Realtors:  "We  hope  the 
scandal  doesn't  put  so  much  heat  on 
Kemp  that  the  White  House  can't  sup- 
port" the  bill. 


Backers  of  the  legislation  argue  that,  under  new  leadership, 
both  hud's  existing  programs  and  the  new  ones  included  in 
the  bill  can  avoid  abuse.  Says  Representative  Barney  Frank 
(D-Mass.):  "Nothing  would  have  protected  the  programs 
against  [former  hud  Secretary]  Samuel  Pierce  and  [Assistant 
Secretary]  Deborah  Dean."  But  the  Hill  is  likely  to  think  twice 
before  rushing  to  pass  a  bill  that  promises  more  of  the  same 
and  then  some. 

By  Ron  Stodghill  II  and  Douglas  A.  Harbrecht 


CAPITAL  WRAPUPI 


TRADE 


A bureaucratic  squabble  in  Wash- 
ington may  undermine  a  diplo- 
matic victory  in  Paris.  At  the  recent 
economic  summit,  Japanese  Prime  Min- 
ister Sosuke  Uno  agreed  to  a  U.  S.  call 
for  high-level  talks  aimed  at  reducing 
Japan's  structural  barriers  to  Ameri- 
can goods.  The  announcement  came  as 
a  bit  of  a  surprise  because  Japan  had 
sworn  it  would  never  negotiate  under 
the  threat  of  America's  "Super  301" 
trade  sanctions.  But  after  the  Japanese 
got  an  eyeful  of  U.  S.  plans  for  orga- 
nizing a  "Structural  Impediments  Ini- 
tiative," they  may  have  decided  they 
have  nothing  to  fear.  The  initiative 


called  for  negotiations  with  the  Japa- 
nese to  reduce  the  barriers  to  U.  S. 
imports  posed  by  such  things  as  the 
complex  Japanese  distribution  system 
and  the  country's  tax  code. 

Treasury  Secretary  Nicholas  F.  Bra- 
dy has  been  the  strongest  backer  of 
the  SH.  But  Secretary  of  State  James 
A.  Baker  III  and  U.  S.  Trade  Represen- 
tative Carla  A.  Hills  insisted  on  a  piece 
of  the  action,  so  President  Bush  has 
appointed  "tri-chairmen,"  representing 
all  three  agencies.  Now,  the  Commerce 
Dept.  is  miffed  at  being  left  out.  Trea- 
sury officials  predict  that  if  the  free- 
trade  State  Dept.  emerges  at  the  top  of 
the  interagency  heap,  chances  for  pro- 
gress will  be  even  smaller. 


CLEAN  AIR 


I  oth  industry  and  environmentalists 
^are  upset  as  the  Bush  Administra- 
tion puts  finishing  touches  on  clean-air 
legislation.  Environmental  groups 
claim  the  fine  print  on  auto  emissions 
might  allow  an  increase  in  pollution. 
Industry  lobbyists  are  unhappy  that 
most  manufacturers  may  have  less 
flexibility  than  the  carmakers.  They 
complain  the  legislation  could  double 
the  current  $35  billion-a-year  cost  of 
pollution  control.  It's  unlikely  a  bill  will 
pass  this  year,  but  the  White  House's 
willingness  to  compromise — and  seize 
the  middle  ground — could  greatly  im- 
prove the  chances  of  passage  in  1990. 
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e  off ice,weVe  changed  how  you  work  in  it. 


# 


Our  PCs  are  being  seen  in 
more  and  more  offices. 

They're  also  being  seen  out  of 
more  and  more  offices. 

That's  because  not  only  can 
our  machines  do  anything  a  desktop 
can  do,  they  can  do  it  just  about 
anywhere  you  want. 

They're  small  enough  and 


rugged  enough  to  stand  up  to  con- 
stant traveling.  And  they  have  the 
power  to  run  whatever  software 
you're  using. 

What's  more,  our  full  line  of 
PCs  includes  three  new  machines. 
First,  our  T1600,  a  battery  pow- 
ered 286.  Second,  our  TSlOOe,  the 
enhanced  successor  to  our  award 


winning  T3100/20.  And,  finally 
our  20MHz,  386-based  T5200,  a 
portable  workstation. 

All  are  capable  of  being  inte- 
grated in  your  networked  system. 

Or  of  being  packed  up  and 
taken  with  you. 

Even  if  you're  only  taking 
them  down  the  hall. 


In  Touch  with  Tomorrow 

TOSHIBA 

TJjshiba  America  Infumiation  Systems,  Inc.,  Computer  Systems  Divisiim 
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EUROPE 


'NOTHING  IS  SACRED, 
AND  NO  ONE  IS  TOO  BIG' 


Goldsmith's  bid  for  BAT  is  forcing  European  companies  to  rethink  their  survival  strategies 


ack  in  March,  Britain's  industrial 
power  elite  gathered  in  the  Bank  of 
■^r  England's  Oak  Room  for  a  panel 
discussion  of  the  merits  of  contested  take- 
overs. Among  the  speakers  was  Sir  James 
Goldsmith,  just  back  from  nearly  a  decade 
of  corporate  raiding  in  the  U.  S.  After  90 
minutes  of  debate,  the  debonair  Anglo- 
French  financier  got  to  his  main  point: 
"The  very  best  takeovers,"  he  thundered, 
"are  hostile." 

Goldsmith  wasn't  kidding.  Four  months 
later,  Europe's  biggest  raider  would  unveil 
his  biggest  and  most  audacious  bid  ever:  a 
$21  billion,  junk-bond-financed  bid  to  take 
over  and  break  up  British  conglomerate 
BAT  Industries  PLC.  In  so  doing.  Goldsmith 
sharply  accelerated  the  pace  of  and  nar- 
rowed the  differences  between  two  power- 
ful trends      European  business.  One  is 
the  emergen;  e  of  the  large-scale  corporate 
breakup,  of  which  Goldsmith  is  a  master. 
He  has  raised  the  stakes  to  an  unheard-of 

scale  for  all  of  the  Continent's  corpora- 
tions. The  other  is  the  trend  by  many  tradi- 
tional European  managements  to  plunge 
ahead  with  their  own  restructuring  plans 
in  anticipation  of  a  much  freeer  market  in 
1992.  Now,  as  a  result  of  the  BAT  deal,  Eu- 
ropean industrialists  are  coming  to  realize 
that  simply  accumulating  corporate  bulk — 
the  trend  of  the  1970s — is  no  longer  a 
guarantee  of  independence.  The  BAT  bid, 
says  Italian  industrialist  Raul  Gardini,  "is 
going  to  unleash  some  big,  big  deals." 
CHIPPING  AWAY.  Talk  of  hostile  takeovers 
is  gripping  Britain,  France,  Italy,  Spain, 
and  even  West  Germany,  where  until  re- 
cently an  unfriendly  bid  was  unthinkable. 
As  raiders  such  as  Goldsmith  hammer 
away  at  breakup  deals,  others  are  putting 
together  mergers  designed  to  strengthen 
their  companies  against  tougher  competi- 
tion from  Japan  and  America. 

In  food  processing,  insurance,  banking, 
supermarkets,  trucking,  and  high  tech  the 

dealmaking  race  is  on.  American  Tele- 
phone &  Telegraph  Co.'s  sale  of  its  22% 
stake  in  Italian  office-equipment  maker 
Olivetti,  for  example,  will  spark  a  feverish 
consolidation  among  European  computer 
makers.  Says  Chief  Executive  Francis  Lo- 
rentz  of  France's  Groupe  Bull:  "Every- 
one's talking  with  everyone  else."  The 
prospect  of  heated  foreign  competition 
may  force  Europe's  big  three  semiconduc- 
tor manufacturers — Philips,  SGS-Thomson, 
and  Siemens — to  merge  their  chipmaking 
operations  into  one.  Even  in  countries  such 
as  Italy,  where  a  handful  of  industrial 
groups  controls  the  bulk  of  big  business 
through  interlocking  shareholdings,  alli- 
ances are  booming  through  joint  ventures 
and  other  strategic  tie-ups. 

But  nowhere  is  takeover  fever  hotter 
than  in  Britain,  home  of  Europe's  biggest 
stock  market  and  half  of  the  region's  pub- 
licly traded  companies.  Many  well-known 
British  companies  trade  for  a  small  frac- 
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tion  of  their  book  value  (table).  Although 
[lostile  takeovers  long  have  been  a  stan- 
iard  practice  in  the  City,  it  wasn't  until  re- 
cently that  American-style,  highly  lever- 
iged  raiding  techniques  made  their  British 
jebut.  Indeed,  only  days  after  the  Gold- 
;mith  bid  was  announced,  another  group 
ed  by  S.  G.  Warburg  &  Co.  clinched  the 
Hity's  first  major  unfriendly  leveraged 
juyout  of  a  public  company:  a  $3.4  billion 
:akeover  of  supermarket  and  sporting 
joods  retailer  Gateway  Corp. 

But  Goldsmith's  BAT  offer  dwarfs  all  of 
;he  others  both  in  size  and  in  its  financing. 
Sacked  by  a  who's  who  of  money,  Gold- 
smith expects  to  raise  $17  billion 
n  debt  through  Bankers  Trust 
]o.  and  Drexel  Burnham  Lam- 
)ert  Inc.  Another  $1.4  billion  in 
;quity  is  to  come  from  Jacob 
ilothschild,  a  British  financier, 
ind  Australian  billionaire  Kerry 
i^acker.  Also  joining  in  are  Brit- 
lin's  General  Electric  Co.  PLC; 
i^rance's  Banque  Paribas  and 
ilothschild  &  Cie.  Banque;  Swit- 
zerland's Pargesa;  and  Italy's 
\.gnelli  family. 

VULNERABLE.  Goldsmith's  junk- 
)ond  financing  may  in  the  end 
"ail  to  attract  sufficient  interest 
"rom  conservative  European  in- 
vestors. But  even  if  the  bid  fails, 
t  will  have  demonstrated  that 
my  undervalued  European  com- 
)any,  whether  in  real  estate, 
"ood,  finance,  or  manufacturing, 
s  now  fair  game.  With  many  in- 
;ernational  investors  looking  for 
uicy  Eurodeals,  even  companies 
;hat  have  tried  restructuring  on 
;heir  own  may  now  be  vulnera- 
3le.  Observes  John  Cahill,  managing  direc- 
;or  of  British  conglomerate  btr  PLC: 
'Nothing  is  sacred,  and  no  one  is  too  big." 

Take  insurer  Assicurazioni  Generali,  Ita- 
y's  most  valuable  public  company  and  its 
Slo.  1  owner  of  real  estate.  Generali's  prop- 
erties are  worth  $1.2  billion  on  its  books, 
3ut  they  are  widely  regarded  as  drastical- 
y  undervalued.  "Looking  at  what  has  hap- 
3ened  elsewhere,"  concedes  Chairman  En- 
"ico  Randone,  "a  takeover  is  theoretically 
possible."  Or  maybe  not  just  theoretically, 
[ndustrialist  Carlo  De  Benedetti,  who  tried 
insuccessfully  18  months  ago  to  break  up 
;he  1,200-company  Societe  Generale  de 
Belgique,  now  is  said  to  be  sniffing  around 
Gienerali.  In  fact,  many  believe  that  De 
Benedetti's  Belgian  foray  helped  pave  the 
way  for  Goldsmith  to  attack  BAT. 

Germans,  too,  see  the  merger  climate 
rieating  up,  with  a  flurry  of  possible  deals 
in  the  range  of  $1  billion  to  $2  billion  over 
the  next  year.  Germany's  big  banks  hold 
large  stakes  in  many  companies  and  stand 
ready  to  defend  them.  But  even  the  pros- 
pect of  bankers  protecting  affiliates 
doesn't  scare  some  investors  anymore. 
"Hostile  takeovers  will  take  place,"  pre- 


dicts Giinther  Moeser,  mergers  chief  at 
Siemens.  "There  are  many  shareholders 
who  would  welcome  the  chance  to  make 
big  money."  Some  even  say  that  the  Ger- 
man electronics  giant,  with  a  $13  billion 
cash  hoard,  may  have  even  felt  vulnerable. 
In  what  some  now  regard  as  a  protective 
move,  Siemens  made  a  $3  billion  bid  last 
fall  with  Britain's  GEC — itself  seen  as  a 
takeover  target,  too — for  Plessey  PLC,  the 
defense  and  telecommunications  maker. 
That  deal  is  still  pending. 

The  prospect  of  big,  hostile  deals  is  a 
new  headache  for  politicians  and  financial 
regulators,  who  are  used  to  protecting 


BRITAIN'S  CORPORATE  BARGAINS 


Price  Book  value  Discount  from 
per  share  *    per  share  *    book  value 


Percent 

SUNALUANCE  Insurance 

$4.86 

$17.37 

72% 

MT.  CHARlOnE  Real  estate 

1.48 

4.40 

66 

VAUX  GROUP  Beer 

4.87 

13.84 

65 

NATIONAL  WESTMINSTER  BANK  Banking 

5.09 

12.44 

59 

BRITISH  &  COMMONWEALTH  Real  estate 

2.75 

5.25 

48 

LAND  SECURITIES  Real  estate 

9.85 

13.94 

29 

BRITISH  LAND  Real  estate 

6.34 

8.66 

27 

BRITISH  STEEL  Steel 

2.23 

2.80 

20 

MEPC  Real  estate 

9.75 

11.85 

18 

TSB  GROUP  Banking 

1.71 

2.09 

18 

QUEENS  MOAT  Real  estate 

1.83 

2.20 

17 

TAYLOR  WOODROW  Contracting 

5.35 

6.26 

15 

MIDLAND  BANK  Banking 

5.57 

6.44 

13 

GREAT  PORTLAND  ESTATES  Real  estate 

6.73 

7.76 

13 

ROYAL  BANK  OF  SCOTLAND  GROUP  Banking 

6.35 

7.18 

12 

*July  14,  converted  at  rate  of  $1 .63  per  British  pound 

DATA:  JAMES  CAPEL  &  CO. 

their  national  companies.  Now  some  sug- 
gest companies  are  taking  on  too  much 
debt  and  leveraged  takeovers  should  be 
curbed.  They  are  also  concerned  that  cor- 
porate raiders  may  squeeze  companies  for 
short-term  profits  at  a  time  when  the  com- 
panies need  to  invest  for  the  more  competi- 
tive Europe  expected  in  the  early  1990s. 
And  like  many  of  their  counterparts  in  the 
U.  S.,  they  fret  about  too  many  foreign 
raiders  dominating  their  economies. 

But  the  heated  pace  of  restructuring 
isn't  just  raider-driven.  Europe  has  been 
building  up  to  a  BAT-style  restructuring. 
Inspired  first  by  the  economic  ravages  of 
the  early  1980s,  then  by  foreign  competi- 
tion and  government  deregulation,  and 
more  recently  by  1992,  a  wide  array  of  Eu- 


Regulators  'worry  that 
companies  will  be  too 
debt-laden  to  compete  in 
the  post- 1992  market 


ropean  companies  have  been  shuffling  as- 
sets madly,  dumping  peripheral  operations 
to  focus  on  core  activities. 

In  Britain,  many  industrial  conglomer- 
ates have  been  unwound,  stripped  of  as- 
sets, or  are,  like  BAT,  under  attack.  Few 
old-fashioned  industrial  conglomerates  re- 
main, and  those  left,  principally  Hanson 
PLC  and  BTR,  seem  relatively  safe  from 
takeover  because  of  their  strong  profit- 
ability. In  fact,  Hanson's  1986  acquisition 
of  Imperial  Group  PLC  seems  to  have  been 
the  prototype  for  Goldsmith's  plan  for 
BAT.  Hanson  sold  nearly  all  of  Imperial's 
operations,  keeping  its  tobacco  unit  for  its 
lush  cash  flow.  Now,  Han- 
son is  about  to  dismember 
another  conglomerate:  min- 
ing giant  Consolidated 
Gold  Fields  PLC,  which  ac- 
cepted a  $5.6  billion  Han- 
son bid  in  early  July  after 
fending  off  a  hostile  offer 
by  Minorco. 

CRASH  DIET.  Others  may  be 
in  for  ConsGold's  fate.  In 
May,  Goldsmith,  Packer, 
and  Rothschild  bought  a 
29.97c  stake  in  food  giant 
Ranks  Hovis  McDougall 
PLC.  And  brand-rich  food 
companies,  such  as  Cad- 
bury  Schweppes  and  Unit- 
ed Biscuits,  and  a  conglom- 
erate or  two,  including 
Financial  Times  publish- 
er Pearson,  also  remain 
vulnerable. 

Most  are  running  hard  to 
slim  down:  United  Biscuits 
is  trying  to  unload  its  ham- 
burger and  pizza  chains  to 
focus  on  packaged  foods.  For  other  compa- 
nies, dealmaking  seems  the  fastest  way  to 
prepare  for  an  era  with  no  trade  barriers 
within  Europe.  French  food  giant  BSN,  for 
example,  spent  $2.5  billion  for  the  Europe- 
an cookie  and  potato  chip  units  of  RJR  Na- 
bisco, when  they  came  on  the  market  as 
part  of  the  breakup  of  RJR.  BSN  then  re- 
couped $1.3  billion  by  .selling  the  chips  unit 
to  PepsiCo  Inc. 

At  the  same  time,  BS.\  is  also  edging  its 
way  into  the  Italian  food  industry  through 
IFIL,  an  investment  group  controlled  by 
the  Agnellis.  The  foray  will  help  cement 
bsn's  new  European  role — and  many  simi- 
lar ventures  are  in  the  works.  But  other 
companies  may  not  be  as  fortunate. 

Few  believe  that  raiders  such  as  Gold- 
smith will  stay  with  a  company  long 
enough  to  help  it  compete  in  the  new  Eu- 
rope. And  even  today's  strategic  mergers 
may  become  tomorrow's  breakup  candi- 
dates if  managers  aren't  careful.  Hostile 
or  not,  Europe's  dealmania  has  a  long  way 
to  run. 

By  Richard  A.  Melcher  in  London,  with 
Gail  Schares  in  Bonn,  John  Rossant  in 
Rome,  and  Blanca  Riemer  in  Paris 
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VENEZUELA  I 


A  CRACKDOWN  IN  CARACAS 

SENDS  FOREIGN  EXECUTIVES  FLEEING 


The  probe  into  a  currency  scheme  could  touch  dozens  of  companies 


Few  took  it  seriously  until  June 
when  heads  of  some  of  Venezuela's 
largest  foreign  companies,  includ- 
ing Ford,  Pillsbury,  and  others,  learned 
that  the  government  in  Caracas  had  is- 
sued warrants  for  their  arrest.  Now,  the 
affair  has  mushroomed  into  a  bizarre, 
billion-dollar  financial  scandal  that  ob- 
servers say  has  caused  dozens  of  top 
executives  to  flee  the  country  out  of 
fear  of  being  jailed.  "It's  the  first  time 
in  my  career  I've  had  anyone  try  to  ar- 
rest me  for  doing  nothing,"  says  Corne- 
lius Koreman,  the  president  of  Ford  Mo- 
tor Co.'s  Venezuelan  operations,  who  is 
now  working  out  of  the  company's  head- 
quarters in  Dearborn,  Mich. 

The  scandal  is  rocking  the  highest  ech- 
elons of  Venezuelan  government  and  in- 
dustry. It  centers  on  schemes  in  which 
foreign  and  Venezuelan  companies  are 
alleged  to  have  illegally  funneled  up  to 
$8  billion  out  of  the  country  by  exchang- 
ing local  currency  for  dollars  at  favor- 
able exchange  rates  through  a  now-de- 
funct government  agency  called  Recadi. 
The  agency  was  most  active  from  1984 
through  1988,  during  the  reign  of  ex- 
President  Jaime  Lusinchi,  who  wanted 
to  give  preferential  rates  to  companies 
that  used  funds  to  import  raw  materials 
or  remit  dividends  home.  Multinationals 
were  able  to  buy  dollars  at  half  the  mar- 
ket exchange  rate  for  Venezuelan  boli- 
vars through  Recadi. 
HUGE  SUMS.  A  Venezuelan  congressional 
committee,  a  judge,  and  a  judicial  panel 
are  studying  allegations  that  Recadi  tol- 
erated massive  corruption  by  cashing  in 
bolivars  for  dollars  for  many  uses.  In 
return,  companies  may  have  given  gov- 
ernment officials  unspecified  favors.  The 
investigators  are  also  looking  into 
charges  that  companies  falsified  records 
to  cover  up  the  practice  of  importing 
inferior  raw  materials  or  fewer  materi- 
als than  documented.  Since  Recadi  han- 
dled some  $40  billion  worth  of  foreign 
exchange  transactions  over  six  years, 
the  sums  involved  are  huge.  The  judge 
says  the  amount  of  possibly  illegal 
transactions  was  as  much  as  $8  billion 
since  Recadi's  inception.  Recadi  "became 
the  major  source  of  corruption  this  coun- 
try has  ever  known,"  says  Farid  Antak- 
ly,  president  of  the  Venezuelan-Ameri- 
can Chamber  of  Commerce. 
The  investigation  began  early  this 


year  after  newly  elected  President  Car- 
los Andres  Perez  abolished  the  agency 
and  unified  exchange  rates.  That  move 
and  other  reforms  sent  consumer  prices 
soaring  and  prompted  riots  in  February. 
In  April,  a  former  Minister  of  Develop- 
ment, Hector  Meneses,  attempted  sui- 
cide and  left  a  note,  reprinted  by  news- 
papers, that  implicated  two  former 
officials  in  the  Finance  Ministry. 

Now,  local  papers  say  four  of  the  five 
former  directors  of  Recadi  are  under  in- 
vestigation, as  are  27  former  members 
of  Lusinchi's  government,  including 
Blanca  Ibanez,  his  private  secretary.  The 


the  inquiry.  But  observers  say  that  oth 
ers  left  specifically  to  escape  the  crack 
down.  So  far,  the  judge  has  issued  war 
rants  for  47  foreign  executives  and  hit 
ordered  dozens  of  others  not  to  leave  tht 
country.  Among  U.  S.  companies,  arresl; 
warrants  were  issued  for  the  heads  oi 
Pillsbury  and  Ford.  Executives  reachecj 
at  those  two  companies  and  elsewhert' 
say  they  did  nothing  illegal,  but  others 
say  abuses  were  widespread  at  othei 
companies. 

SCAPEGOATS?  Observers  say  that  what 
caused  many  corporate  heads  to  flee — oi 
to  decide  not  to  return  to  Venezuela- 
was  the  possibility  of  getting  thrown  in 
jail  without  bail  before  charges  an 
brought.  That's  allowed  under  a  unique 
local  anticorruption  law.  Although  many 
corporate  officials  think  they  are  being 
set  up  as  scapegoats  for  the  country's 
deepening  social  and  economic  problems, 
few  are  ready  to  return  to  defend  them- 
selves. Already,  political  pressures  have 
led  courts  to  i'ind  other  examples  of  al- 


ON  GUARD:  RIOTS  BROKE  OUT  AFTER  ECONOMIC  REFORMS  FUELED  RUNAWAY  INFLATION 


Venezuelans  have  also  issued  a  warrant 
for  the  arrest  of  Argentina's  newly  ap- 
pointed Economics  Minister,  Nestor  Ra- 
panelli,  who  once  dealt  with  Recardi. 

Executives  contacted  at  many  multina- 
tionals with  Venezuelan  operations  say 
they  are  not  a  target  of  the  probe.  The 
judge  heading  the  investigation  says 
that  the  companies  under  scrutiny  in- 
clude General  Motors,  Toyota,  Johnson 
&  Johnson,  Bristol-Myers,  Firestone,  and 
Goodyear.  Anyone  who  had  to  get  dol- 
lars through  Recadi,  which  means  just 
about  everyone,  is  suspect.  Many  execu- 
tives at  the.se  companies,  including  Ford, 
say  they  left  the  country  for  business  or 
vacation,  not  for  the  sake  of  avoiding 


leged  wrongdoing.  On  July  12,  a  Caracas 
judge  ordered  the  arrest  of  the  Venezue- 
lan presidents  of  Procter  &  Gamble  and 
Colgate-Palmolive  for  supposedly  mis- 
leading advertising  of  their  products,  ;i 
case  entirely  separate  from  the  foreign- 
exchange  scandal. 

How  much  further  the  investigations 
will  go  is  unclear.  But  multinational  ex- 
ecutives are  clear  on  several  things. 
They  won't  be  returning  anytime  soon, 
and  they  won't  be  ordering  new  invest- 
ment for  their  Venezuelan  operations. 
Meanwhile,  Korman  of  Ford  and  others 
are  running  their  companies  with  faxed 
messages  and  phone  calls. 

By  Gail  DeGeorge  in  Caracas 
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Things  of  inspiration. 
How  profound  to  think  that  these  have 
meaning  only  because  we  give  it  to  them. 

How  marvelous  to  consider,  that  in  our 

uniqueness,  we  can 
imbue  ordinary  cloth, 
or  stone,  or  words, 
with  values  and 
abilities  and  feeling 
Phillips  Petroleum 
Company  celebrates 
in  human  genius 
that  which  hungers 
to  inspire  and  be 
inspired.  Without  it, 
the  products  that 
we  make  would  forever  remain  only  objects.  That 
without  vision,  an  advanced  composite  could  never 
make  a  plane  lighter,  a  Petromat  make  a  road  safer 
A  polyethylene  save  a  life. 

A  humbling  thought,  we  think. 
And  our  inspiration  to  keep  on  inspiring 
others  toward  a  better  world. 

PHILLIPS  PETROLEUM  COMPANY  @ 

For  a  copy  ojmr  annual  report,  write  to  GregDemck,  Phillips  Petroleum  Company,  16A-1  Phillips  Bldg.,  Bartlesville,  OK  7i004. 

®Traikmark  Philips  Peitokum  Company 


for  power  am  value, 
it's  tne  smart  idea  fax 


Fax  buyers  have  a  tough  choice:  Choose  a  fax 
with  lots  of  features-and  a  hefty  price  tag. 
Or  choose  a  low-priced  (ax— without  some  of  the 
capabilities  that  make  fax  so  convenient. 

Now  there's  another  choice-the  dex^  150 
PowerFax™  facsimile  from  Fujitsu.  It  combines  the 
most  useful  fax  features  with  one  you  won't  find  on 
any  other  fax  in  its  class-a  reasonable  price. 

With  a  dex  150  PowerFax^^',  you  get  features 
you  won't  find  on  many  low-cost  facsimiles.  Like  an 
automatic  cutter.  A  full  20-page  memory.  And  an 
extra-large  operator  panel  that  makes  it  remarkably 
easy  to  progi'am  up  to  228  one-touch  and  speed  dial 
phone,  fax  and  backup  fax  numbers-or  to  broad- 
cast a  message  to  multiple  locations. 

Then  there's  the  dex  150's  automatic  step-up 
modem  and  CCITT  error  correction  for  faster, 
more  accurate,  more  reliable  transmissions.  Plus 


conveniences  like  Fax  Forwarding"^"  (a  memory 
storage  and  remote  retrieval  feature),  custom  head- 
ers and  voice  messaging  you'll  seldom  find  on  other 
facsimiles-at  any  price. 

Best  of  all,  every  dex  150  is  designed  and  built 
for  rugged  reliability,  by  a  world  leader  in  com- 
puters and  communications.  And  it's  backed  by  a 
dedicated  nationwide  fax  service  organization  with 
over  20  years  of  experience. 

When  you've  seen  Fujitsu's  dex  150  PowerFax^", 
you'll  know  it's  something  very  special-a  full- 
featured  fax  at  a  reasonable  price. 

For  complete  information,  contact  Fujitsu 
Imaging  Systems  of  America,  Corporate  Drive, 
Commerce  Park,  Danbury,  CT  06810.  Or  call: 
1-800-243-7046. 


s  a  registered  trademark  and  Fax  Forwarding  and  PowerFax 
are  trademarks  of  Fujitsu  Imaging  Systems  of  America.  Inc 


FUJITSU 


The  global  computer  &  communications  company. 


International  Outloo 


EDITED  BY  STANLEY  REED 


ALGERIA  TRIES  UNTYING 
THE  KNOTS  OF  SOCIALISM 


Few  nations  have  attempted  the  vast  transformation  now 
shaking  Algeria,  once  one  of  the  Third  World's  most 
committed  socialist  states.  President  Chadli  Benjedid  is 
leading  a  top-to-bottom  overhaul  of  the  economy  and  political 
system  in  hopes  of  bringing  in  foreign  investment  and  reduc- 
ing his  country's  growing  reliance  on  imports. 

A  cautious  consensus  builder,  Benjedid  has  been  pushing  for 
a  freer  economy  since  he  gained  power  in  1979.  But  die-hard 
revolutionaries  in  his  own  National  Liberation  Front  (FLN) 
would  not  admit  to  the  need  for  change  until 
rioting  over  food  shortages,  high  unemployment, 
and  price  increases  left  hundreds  dead  last  Octo- 
ber. After  those  disturbances,  Benjedid  obtained 
a  new  constitution  that  drops  socialism  as  the 
required  economic  system. 

Foreign  companies  will  soon  be  invited  to  take 
a  majority  position  in  joint  ventures,  although 
perhaps  only  with  state-owned  partners  at  first. 
Finance  Minister  Ahmed  Ghozali  says  state  enter- 
prises should  either  make  a  profit  or  be  shut 
down.  "I  hope  two  or  three  state-owned  compa- 
nies will  go  broke,"  says  Ghozali,  who  took  up  his 
post  after  the  October  riots.  Algeria  needs  strong 
economic  medicine.  With  oil  and  gas  producing 
97%  of  its  exports,  the  country's  foreign  earnings  have 
plunged  40%'  since  prices  fell  in  1986.  The  resulting  lack  of 
funds  for  investment  in  industry  has  helped  send  unemloy- 
ment  over  20%.  Last  June,  Benjedid  obtained  a  $600  million 
loan  from  the  International  Monetary  Fund  to  finance  imports 
as  well  as  payments  on  Algeria's  $22  billion  in  foreign  debt. 
LOOKING  ABROAD.  Like  many  other  leaders  now  trying  to  re- 
vive their  economies,  Benjedid  is  counting  on  foreign  partners 
to  bring  in  jobs  and  stimulate  exports  by  using  Algerian 
energy  resources.  One  U.  S.  company  is  now  discussing  a 
helium  plant,  and  another  a  gasoline  additive  factory.  A  gas 
pipeline  to  Spain  is  on  the  drawing  boards.  Benjedid  already 
has  a  few  wins:  Sweden's  L.  M.  Ericsson  has  set  up  a  small 
telephone  switch  plant,  and  Italy's  Fiat  will  build  Algeria's 


first  auto  factory  to  produce  40,000  cars  per  year  for  the  local 
market.  Peugeot  is  discussing  setting  up  an  Algerian  plant. 

In  addition,  foreign  investors  may  be  attracted  by  the  fledg- 
ling common  market  that  Algeria  recently  set  up  with  Tunisia, 
Morocco,  Mauritania,  and  Libya.  These  countries  aspire  to  be 
hosts  to  a  network  of  North  African  manufacturing  operations 
that  would  supply  the  EC  much  as  the  system  of  plants  in 
northern  Mexico  serves  U.  S.  companies.  The  EC  countries  have 
an  interest  in  encouraging  healthy  economies  in  these  coun- 
tries, if  only  to  help  slow  the  immigration  of  job- 
seeking  North  Africans.  For  Algeria  to  be  a  seri- 
ous candidate  for  offshore  production  it  will  have 
to  find  a  way  to  offset  labor  costs  that  are  now 
four  times  that  of  Tunisia,  which  now  looks  more 
attractive  for  such  projects. 

Already,  U.  S.  oil  and  gas  companies,  which 
have  shunned  Algeria  since  contract  disputes  in 
the  early  1980s,  are  coming  back.  Anadarko  Pe- 
troleum, a  unit  of  Panhandle  Eastern,  is  likely  to 
sign  an  exploration  agreement  shortly,  and 
Amoco  and  Conoco  are  talking  to  the  government 
about  similar  deals.  Benjedid  is  turning  to  foreign 
oil  companies  because  Algeria  hasn't  discovered  a 
new  field  since  1962.  Poor  production  techniques 
mean  Algeria  can't  even  ship  its  OPEC  quota  of  730,000  barrels 
a  day.  Recently,  Halliburton  Co.  signed  a  $40  million  deal  to 
boost  output  through  secondary  recovery  of  oil. 

Political  renewal  may  be  tougher.  Benjedid's  reforms  face 
lingering  opposition  from  FLN  stalwarts,  who  may  fight  him  at 
a  crucial  party  congress  in  October.  Hardliners  could  split  into 
a  new  party.  Moreover,  although  the  new  constitution  permits 
multiple  parties,  it's  not  clear  how  committed  the  Benjedid 
camp  is  to  real  democracy.  Party  formation  laws  and  proposed 
election  rules  seem  designed  to  keep  the  FLN  firmly  in  power. 
Still,  most  Algerians  seem  to  feel  their  country  is  finally 
moving  in  the  right  direction.  Benjedid's  task  is  to  produce 
results  fast  enough  so  that  the  mobs  stay  out  of  the  streets. 

By  Stewart  Toy  in  Algiers 


GLOBAL  WRAPUP I 


ARGENTINA 


The  sudden  death  of  Economics  Min- 
ister Miguel  Roig  during  Bastille 
Day  activities  at  the  French  embassy 
in  Buenos  Aires  may  set  back  Presi- 
dent Carlos  Menem's  fiscal  reforms. 
Many  observers  question  whether 
Roig's  successor,  Nestor  Rapanelli, 
also  from  the  conglomerate  Bunge  y 
Born,  supports  the  deep  cuts  in  state 
enterprise  budgets  needed  to  curb  in- 
flation and  has  the  political  strength  to 
enforce  his  program.  July  price  in- 
creases are  expected  to  hit  260%.  While 
Menem  has  obtained  a  price-restraint 
agreement  from  business,  the  Interna- 
tional Monetary  Fund  and  other  credi- 


tors are  holding  up  new  loans  until 
they  see  results. 

ARMS  CONTROL  

Recent  statements  from  Moscow 
may  have  brightened  the  pros- 
pects for  a  strategic  arms  agreement. 
Russian  arms  experts  said  they  would 
consider  banning  multiple-warhead 
missiles  carried  on  mobile  launchers. 
This  is  an  encouraging  development 
from  the  U.  S.  point  of  view  because 
only  the  Soviet  Union  has  deployed 
such  weapons.  And  the  Soviets  have 
agreed  to  consider  a  novel  American 
approach  to  the  thorniest  arms  control 
issue:  verification.  Under  the  American 
propsosal,  both  sides  would  be  permit- 


ted to  try  out  experimental  measures 
before  the  treaty  is  signed. 

SOUTH  AFRICA  

President  P.  W.  Botha's  recent 
meeting  with  jailed  black  leader 
Nelson  Mandela  is  being  taken  by  the 
black  trade  unions  as  a  sign  that  pres- 
sure on  the  government  gets  results. 
COSATU,  the  federation  of  trade  unions, 
plans  to  raise  the  stakes  by  calling  a 
week  of  job  actions  before  the  Sept.  6 
general  election,  when  F.  W.  de  Klerk 
is  expected  to  take  over  as  president. 
COSATU  wants  to  challenge  the  govern- 
ment's efforts  to  improve  its  interna- 
tional image.  But  observers  fear  such 
tactics  will  lead  to  more  repression. 


JTERNATIONAL  OUTLOOK 
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RETAILING  I 


NOW  SALESPEOPIE  REALLY 
MUST  SELL  FOR  THEIR  SUPPER 


More  department  stores  are  changing  to  straight  commission 


J 


Iohn  L.  Palmerio,  a  25-year  veteran 
of  the  men's  shoe  salon  at  Bloom- 
ingdale's  flagship  store  in  Manhat- 
tan, thought  working  on  commission 
would  prove  lucrative.  He  hasn't  been 
disappointed.  Since  February,  when  his 
department  switched  from  an  hourly 
wage  scale  to  a  10%  commission  on 
sales,  Palmerio  has  been  pulling  in  an 
extra  $175,  or  25%,  in  his  average  week- 
ly paycheck.  And  overall  sales  in  the 
nine-person  department  have  increased 
22%.  "So  far,  everybody  has  done  much 
better  than  we  anticipated,"  he  says. 

But  upstairs  in  women's  sleepwear 
and  lingerie,  sales  associate  Andrea  Col- 
lier isn't  wild  about  the 
prospect  of  giving  up 
the  security  of  a  base 
salary.  "It  makes  me 
nervous,"  admits  Col- 
lier, whose  department 
will  be  converting  to 
straight  commission 
within  the  next  few 
months.  "You  have  to 
work  a  lot  harder  to 
earn  the  same  money." 
APATHY  CURE.  Palmerio 
and  Collier  are  part  of  a 
quiet  revolution  sweep- 
ing department-store  re- 
tailing. To  boost  sales 
and  upgrade  service, 
major  retail  chains  are 
converting  thousands  of 
hourly  sales  employees 
to  commission  pay.  De- 
partment stores  have 
always  had  salespeople 
on  straight  commission. 
But  in  recent  decades, 
the  practice  has  been 
limited  to  high-ticket  ar- 
eas such  as  furniture, 
electronics,  and  men's 
suits,  where  extra  sales- 
manship really  pays  off. 
Now,  ihey're  applying 
the  idea  throughout  the 
store,  forcing  clerks 
who  sell  anything  from 
bed  linen  to  pots  and 
pans  to  earn  their  keep. 
Says  James  E.  Gray, 


president  of  the  30-store  Burdines  chain 
in  Florida:  "In  the  olden  days,  there  was 
room  for  apathy.  Now,  you've  got  to  sell 
to  stay  employed." 

The  retailers  hope  to  use  commissions, 
and  their  promise  of  higher  pay,  to  moti- 
vate staff  and  attract  better  salespeople. 
Many  have  been  inspired  by  Nordstrom 
Inc.,  a  Seattle-based  department  store 
that  has  moved  east  and  captivated 
shoppers  with  its  service-oriented  mer- 
chandising. A  key  ingredient  of  Nord- 
strom's  success  has  been  its  reliance  on 
skilled  salespeople  paid  by  commission. 

But  the  Nordstrom  formula  can't  be 
easily  duplicatrd.  Years  of  understaff- 


MAKING  COMMISSIONS  PAY 


Example  covers  earnings  for  a  salesclerk  in  the  women's  ready-to-wear  depart 
ment  of  Bloomingdale's  maintaining  sales  volume  of  $500,000  a  year.  Clerk  is 
guaranteed  a  minimum  about  equal  to  prior  year's  salary,  to  be  paid  as  a  draw 
against  commissions.  Pension  benefits  will  increase  as  compensation  rises. 


1         OLD  PLAN 

mi 

$7  per  hour  for  1 ,950  hours     $  1 3,650 
0.5%  commission  on  $500,000  2,500 

5%  commission 
on  $500,000 

$25,000 

TOTAL  ANNUAL  PAY  $16,150 

TOTAL  ANNUAL  PAY 

$25,000 

ing,  neglect,  and  poor  merchandising 
have  sliced  department  stores'  market 
share  for  general  merchandise,  apparel, 
and  furniture  by  three  points  since  1982, 
to  18%'  in  1988,  according  to  trade  jour- 
nal Chain  Store  Age  Executive.  Simply 
switching  to  commissions  won't  solve 
such  problems.  "You  do  not  create  more 
customer-oriented  salespeople  by  putting 
in  an  incentive,"  says  Bernadette  Dupon- 
chel,  a  consulting  manager  for  the  Man- 
agement Horizons  retail  consulting  unit 
of  Price  Waterhouse.  "Customer  service 
is  part  of  a  culture  that  has  to  be  com- 
municated throughout  the  organization." 
HIGH  TURNOVER.  If  handled  poorly,  com- 
missions may  even  work  against  good 
service.  "You  are  less  harmed  by  some- 
one who  leaves  you  alone  than  someone 
who  is  attacking  you,"  says  Michael  D. 
Sullivan,  president  of  Merry-Go-Round 
Enterprises  Inc.,  a  chain  of  610  apparel 
stores  based  in  Joppa,  Md.  The  company 
has  used  commissioned  sales  help  since 
its  founding  in  1970. 

Commissions  haven't  been  a  cure-all 
for  Nordstrom's  crosstown  rival,  Freder- 
ick &  Nelson.  The  Seattle-based  chain  of 
11  stores  had  about  90'' 
of  its  departments  on 
commission  by  1987. 
"It's  been  slower  than  I 
had  anticipated  in  terms 
of  the  benefits  taking 
root,"  says  Robert  W. 
Presser,  senior  vice- 
president  and  director 
of  stores.  One  problem: 
Sales  staff  turnover  has 
increased  from  less 
than  5%  a  year  to  a  dis- 
ruptively  high  18%'.  Part 
of  that  reflects  the  loss 
of  longtime  employees 
who  could  not  meet 
more  stringent  perfor- 
mance standards.  But 
even  promising  new 
hires  have  not  made  the 
grade.  "It's  not  a  ques- 
tion of  age  or  tenure 
but  whether  people  are 
really  cut  out  to  sell," 
Presser  says. 

While  department 
stores  see  it  as  an  in- 
vestment that  should 
boost  sales,  converting 
to  commissions  is  ex- 
pensive at  first.  The 
process  costs  $700,000 
to  $1  million  per  store, 
estimates  James  M. 
Zimmerman,  president 
of  Campeau's  Federat- 
ed and  Allied  chains. 
That  includes  training 
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marketing: 


Todays  DisplayWrite. 

Word  processing  that  works  for  you 
on  many  different  levels. 


The  word  processing 
standard,  company-wide. 

And  worldwide.  IBM  DisplayWrite*^ 
word  processing  can  handle  any  job,  at  any  level,  from 
one  end  of  your  company  to  the  other. 

Wliich  is  why  DisplayWrite  is  a  standard  from  one 
end  of  the  Fortune  1000  to  the  other.  For  everything 
from  basic  text  editing  to  text-and-graphics  design. 

For  DOS,  DisplayWrite  writes  a 
whole  new  chapter.  For  DOS  users. 

DisplayWrite  4  Version  2  "  now  has  convenient  pulldown 
menus,  and  easily  handles  multicolumn  text. 
It  worLs  with  more  than  60  printers,  IBM  and 
non-IBM  alike.  There's  even  a  free  user  sup- 
port hotline.  The  powerful  spell-checker  uses 
multiple  dictionaries  in  one  pass,  a  tiniesaving 
DisplayWrite  exclusive.  There  are  optional  dic- 
tionaries for  legal/medical  terms  and  17  foreign 
mguages.  DisplayWrite  also  worlds  with  IBM 
mainframe  hosts  and  LAIN  environments,  in- 
cluding the  new  IBM  OfficeVision/2  LAN  series. 


DisplayWrite  4  Version  2 
Composer  and  OS/2 
are  trademarks  and  IBM 
and  DisplayWrite  are 
registered  trademarks  ol 
International  Business 
Machines  Corporation  E'%^*^E 
©IBM  Corp  1989  .Ijfejfe 


DisplayWrite  and  the  power 

of  OS/2  .  For  OS/2'"  users,  DisplayWrite 
5/2  has  all  the  features  above,  and  more.  You 
can  multitask,  to  work  on  multiple  documents 
simultaneously.  Choose  easy  menus  or  speedy 
fast-path  commands.  Consult  online  help 
screens  anytime.  And  the  optional  Composer" 
Extension  adds  soj)histicated  graphics  and 
j>age  layout  features. 

To  get  on  the  DisplayWrite  stan- 
dard (or  discover  how  most  current 
Dis|)layWrite  users  can  upgrade  for 
under  $100),  call  your  IBM  Author- 
ized Dealer,  IBM  marketing  repre- 
sentative or  1  800  IBM-2468, 
ext.  126. 

Let  todays  DisplayWrite  take  your 
written  communications  to  the  high- 
est level  yet. 
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STRATEGIES  I 


BLACK  &  DECKER  CUTS 
A  NEAT  POVETAH  JOINT 

Its  merger  with  Emhart  brings  a  close  fit  of  outlets  and  customers 


programs,  computer  changes,  and  pay, 
which  often  goes  up  immediately  (table, 
page  50).  Still,  Campeau  Corp.  plans  to 
have  90''f  of  the  sales  associates  in  its 
nine  department  store  chains  on  some 
form  of  commission  by  the  end  of  1990. 

At  Bloomingdale's,  the  crown  jewel  of 
Federated  Department  Stores  Inc.,  13  of 
the  17  stores  now  pay  commissions 
across  the  board.  In  July,  the  company 
reached  an  agreement  with  Local  3  of 
the  Retail,  Wholesale  &  Department 
Store  Union  to  put  the  1,500  salespeople 
at  its  Manhattan  store  on  commissions. 
Workers  will  earn  57f  to  107'  on  sales, 
depending  on  the  merchandise  they  sell. 
To  prepare  for  the  change,  sales  staffers 
will  participate  in  a  two-day  symposium 
designed  to  explain  the  system  and 
teach  better  sales  techniques.  "Intense 
training  plays  a  critical  role  in  the  transi- 
tion and  relieves  the  apprehension  em- 
ployees may  feel,"  says  Margaret  Hof- 
beck,  senior  vice-president  for  personnel 
and  labor  relations  for  Bloomingdale's. 
EASING  IN.  At  other  retailers,  the  move 
to  commissions  has  evolved  more  slowly. 
The  Broadway,  a  department  store  chain 
owned  by  Los  Angeles-based  Carter 
Hawley  Hale  Stores  Inc.,  began  the 
changeover  five  years  ago.  "We  started 
out  with  a  group  incentive  first,"  says 
Cyndi  J.  Bohm,  manager  of  the  Mont- 
clair  (Calif.)  store.  "If  a  department  did 
better  than  the  plan,  everyone  would 
share  the  extra  pay.  Then,  beginning 
with  apparel.  The  Broadway  switched  to 
individual  commissions."  All  113  depart- 
ment stores  in  Carter  Hawley's  five  divi- 
sions are  now  fully  on  commission. 

Is  all  this  trouble  and  expense  worth- 
while for  retailers?  Store  executives  say 
that  departments  such  as  better  apparel, 
handbags,  and  towels  and  linens  often 
enjoy  rapid  improvements  in  sales  after 
changing  to  commissions.  But  small-tick- 
et areas  such  as  food  and  stationery, 
where  purchases  often  fall  below  $25, 
don't  do  so  well.  Still,  commissions  may 
ultimately  help  reduce  expenses.  Freder- 
ick &  Nelson's  selling  costs  as  a  percent- 
age of  sales  fell  by  nearly  17'  last  year, 
even  though  the  chain  increased  the 
number  of  sales  staff  hours  by  107'. 
"We  can  add  more  people  because  they 
pay  for  themselves,"  Presser  says. 

It's  harder  to  judge  the  impact  of  com- 
missions on  service.  Any  incentive  to  im- 
prove selling  skills  has  to  be  a  step  in 
the  right  direction,  though,  and  commis- 
sions do  seem  to  help.  But  if  department 
stores  ST  ill  give  customers  a  hard  time 
on  refunds  or  exchanges,  or  don't  hire 
enough  sa!  .  help,  or  don't  offer  excit- 
ing merchai  !ise,  then  pay  incentives 
won't  neces.  arily  make  them  better 
places  to  shop. 

By  Amy  Dunkui  in  New  York,  with 
Kathleen  Kenrin  in  Los  Angeles  and  bu- 
reau reports 


52  BUSINESS  WEEK/JULr  31.  1989 


Only  days  after  wrapping  up  the 
$2.8  billion  purchase  of  Emhart 
Corp.,  Nolan  D.  Archibald  set 
out  on  a  victory  tour.  In  five  weeks  dur- 
ing May  and  June,  the  chief  executive  of 
Black  &  Decker  Corp.  visited  40  plants 
in  11  countries.  On  one  leg  of  the  trip,  he 
and  a  few  colleagues  flew  26  hours  to 
Australia  and  were  reviewing  plant  oper- 
ations just  IVa  hours  after  touching 
down — leaving  barely  time  for  a  shower 
and  shave.  For  a  former  Emhart  execu- 
tive who  went  along,  the  regimen 
brought  back  old  memories:  "It  was  like 
the  Marines,"  he  said. 

Archibald  needs  to  stay  on  the  attack. 
His  ambitious  catch  has  saddled  B&D 
with  a  combined  debt  of  $4  billion,  push- 
ing its  ratio  of  debt  to  total  capital  above 
827.  What's  more,  the  deal  will  deva.s- 
tate  earnings,  with  analysts  predicting  a 
slide  from  last  year's  $97  million  in  net 


BLACK  &  DECKER  PLUS 
EMHART;  AFTER  THE  MERCER 

INDUSTRIAL  PRODUCTS  $1.4  billion  in 
sales*  A  former  Emhart  unit  that  makes 
capacitors  is  on  the  block;  also  includes 
footwear  materials,  glass-making 
machineiy,  adhesives,  and  fasteners 

POWER  TOOLS  AND  SERVICE  $1.1  billion 
Products  such  as  electric  saws  and 
portable  drills  sold  under  the  Black  & 
Decker  label  remain  the  company's 
most  important  franchise 

HOUSEHOLD  APPLIANCES  $749  million 
A  lucrative  line  of  space-saving  coffee 
makers,  Dustbusters,  and  irons 

HARDWARE  AND  HOME  IMPROVEMEHT 

$745  million  Door  locks  and  decorative 
faucets  can  be  distributed  through  the 
same  channels  as  B&D's  bolts,  drill  bits, 

and  saws 

INFORMATIOH  SYSTEMS  $654  million 
Computer  software  and  services  from 
Emhart  will  be  sold 

OUTDOOR  PRODUCTS  $430  million 
B&D's  lineup  of  hedge  trimmers  and 
leaf  blowers  fits  with  Emhart's  outdoor 
lighting  and  rakes 

*Based  on  1988  results.  DATA:  COMPANY  REPORTS,  BW 


income  to  as  little  as  $36  million  this 
year.  And  next  year?  Profits  should  re- 
bound to  about  $100  m.illion.  Many  inves- 
tors have  opted  to  sit  out  the  digestion 
period,  driving  B&D's  stock  price  from  a 
pre-merger  25  to  as  low  as  18  Vi  before 
settling  at  about  20. 

Early  critics  felt  the  acquisition  wasn't 
a  particularly  good  fit.  But  the  logic  has 
become  clearer:  Many  of  the  two  compa- 
nies' product  lines  (table)  share  similar 
channels  of  distribution.  Emhart's  Kwik- 
set  door  locks  and  decorative  faucets, 
for  instance,  can  be  sold  to  do-it-your- 
selfers, who  also  buy  B&D  power  tools. 
And  Emhart's  industrial  adhesives.  glue 
guns,  and  Molly  bolts  can  be  pitched  to 
customers  who  use  B&D's  heavy-duty 
commercial  tools.  Already,  retailers  who 
carry  only  B&D  lines  are  being  pressed  to 
look  at  Emhart's,  too.  With  B&D's  over- 
seas clout,  little-known  Emhart  products 
will  find  new  markets.  The  merger,  says 
Archibald,  "will  double  the  earnings  ca- 
pacity of  our  corporation." 
HOUSEHOLD  HITS.  Once  Archibald  com- 
pletes his  handiwork,  a  $5  billion  power- 
house of  home,  garden,  and  industrial 
products  should  emerge.  In  the  past 
three  years,  he  has  turned  once-floun- 
dering B&D  into  a  global  overachiever — 
snatching  back  dominance  of  the  world's 
power-tool  market  from  Japanese  and 
German  rivals  and  making  a  name  for 
B&D  in  the  kitchen  with  stylish  coffee 
makers  and  hot-air  corn  poppers.  In  the 
next  three  years,  he'll  turn  B&D's  mar- 
keting and  design  staffers  loose  on  Em- 
hart products.  Jerry  Peluso,  a  merchan- 
dising vice-president  at  retailer  Best 
Products  Co.,  marvels  at  B&D's  ability  to 
"create  categories  and  reposition  prod- 
ucts in  the  consumer's  mind." 

The  pressure  is  on.  Archibald  figures 
it  will  be  a  few  years  before  B&D  gets 
back  on  a  157"-a-year  profit  growth 
track.  Already,  he  has  trimmed  157" 
from  the  $200  million  combined  capital 
budget.  He  figures  initial  consolidation 
savings  of  $100  million  a  year  and  asset 
sell-offs  of  $1  billion  will  help  trim  debt 
down  to  507  of  capital  by  1992.  But 
what  if  there's  a  recession  in  the  mean- 
time? Indeed,  some  competitors  think 


THE  CORPORATION 


B&D'S  CEO  ARCHIBALD:  HIS  DEAL  MAY  DEVASTATE  EARNINGS  IN  THE  SHORT  RUN 


the  Emhart  deal  is  great — for  them. 
Says  J.  Kenneth  Duncan,  marketing 
I'ice-president  for  rival  appliance  maker 
Mr.  Coffee  Inc.:  "It's  a  big  acquisition, 
and  it's  going  to  take  some  attention." 

If  B&D  hadn't  gone  after  Emhart, 
though,  Emhart  might  have  come  after 
B&D.  "Surprising  things  happen  in  busi- 
ness. We  were  on  each  other's  [acquisi- 
tion] lists,"  notes  Richard  H.  Campbell, 
now  a  B&D  group  vice-president.  The 
companies  also  share  fresh  turnaround 
histories.  When  Chairman  Peter  L.  Scott 
moved  into  Emhart's  Farmington 
(Conn.)  offices  in  1985,  he  inherited  an 
unfocused  corporate  laggard.  After 
plunging  it  into  the  red  with  a  costly 
festructuring  in  1986,  Scott  led  Emhart 
to  a  fivefold  growth  in  operating  income 
in  1987  and  more  gains  last  year,  mainly 
through  acquisitions.  Among  his  savvier 
buys:  Price  Pfister  Inc.,  a  big  splash  in 
the  faucet  business,  and  GardenAmerica 
Corp.,  a  landscape  lighting  company. 
While  his  work  wasn't  done,  says  Scott, 
"we  got  things  moving." 
PRODUCT  PIZZAZZ.  Down  the  coast,  in 
Towson,  Md.,  Archibald  was  pulling  off 
his  own  rescue.  Within  three  months  of 
joining  B&D  as  president  in  September, 
1985,  he  had  installed  a  new  manage- 
ment team,  had  begun  slashing  3,000 
jobs,  and  had  pushed  designers  to  inject 
more  pizzazz  into  sagging  product  lines. 
In  March,  1986,  he  became  chairman  and 
CEO.  Archibald  had  come  to  B&D  from 
Beatrice  Co.,  where  he  had  managed  a 
$2  billion  consumer  durables  unit.  A  de- 
vout Mormon  with  eight  children,  Archi- 
bald finds  time  after  a  60-hour  work- 


week to  teach  an  adult  Bible  class. 

B&D  innovators  churned  out  some 
head-turning  improvements:  shelf-hug- 
ging coffee  makers  with  thermal  ca- 
rafes, toasters  with  wider  slots,  and  pric- 
ey food  choppers.  B&D  started  selling 
drill  bits  that  lasted  seven  times  longer 
than  before.  Powered  ratchet  wrenches 
and  screwdrivers  went  cordless.  For  the 
construction  site,  B&D  came  up  with  bat- 
tery packs  to  run  cordless,  heavy-duty 
drills  and  other  tools.  With  all  that,  the 
payoff  came  fast:  A  $160  million  operat- 
ing loss  in  1985  turned  into  a  $34.7  mil- 


A  $5  billion  powerhouse  of 
home,  garden,  and  industrial 

products  should  emerge 
when  the  handiwork  is  over 


lion  profit  in  1986,  which  doubled  in  1987 
and  nearly  redoubled  last  year — to 
$125.7  million  on  $2.3  billion  in  sales. 

Unlike  B&D,  Emhart  couldn't  avoid 
Wall  Street  raiders  while  it  recast  itself. 
With  its  results  and  stock  price  pared  by 
a  fuzzy  corporate  identity  and  by  a  puz- 
zling diversification  into  electronics,  Em- 
hart drew  a  $35-a-share  tender  offer 
from  New  York's  Topper  Limited  Part- 
nership early  this  year.  Enter  Archibald 
as  white  knight,  agreeing  to  pay  $40  a 
share.  He  had  been  eager  to  get  B&D 
growing,  and  Emhart  offered  more  syn- 
ergy than  his  ill-fated  $2.5  billion  quest 


last  year  for  plumbing 
giant  American  Stan- 
dard Inc.,  which  slipped 
away  in  an  LBO. 

The  Emhart  merger 
seems  to  be  going 
smoothly.  Archibald,  46, 
agreed  to  relinquish  the 
chairman's  title  to  Scott 
temporarily,  to  get  his 
help  in  the  transition. 
Scott,  62,  plans  to  retire 
early  next  year — he'll 
remain  a  director — and 
his  job  now  is  advisory. 
In  fact,  his  cherished 
move  into  information 
and  electronic  systems 
is  the  first  unit  slated 
for  sale.  Says  a  re- 
signed Scott:  "There 
can  only  be  one  CEO." 

Scott,  says  Archibald, 
knows  where  the  fat  is, 
since  he  was  only  207" 
of  the  way  into  his  own 
cost-cutting  effort  when 
B&D  came  along.  Clos- 
ing Emhart's  headquar- 
ters in  Farmington  and 
eliminating  220  jobs  there  will  save  $30 
million.  Consolidation  in  manufacturing 
and  distribution  will  save  a  like  amount. 
In  the  near  future,  for  example,  the 
combo  will  operate  just  two  plants  in 
Brazil  instead  of  four. 
TRY,  TRY  AGAIN.  All  of  Emhart's  100  fa- 
cilities worldwide  are  under  scrutiny.  Ar- 
chibald expects  to  slash  10%  from  a  com- 
bined $1  billion  in  overhead.  "We  are 
very  tenacious  and  aggressive  when  it 
comes  to  cutting  expenses,"  he  says. 
Selling  off  three  Emhart  operations — in- 
formation and  electronics,  the  Dynapert 
circuit-board  assembly  machine  unit,  and 
a  capacitor  unit — could  fetch  $750  mil- 
lion to  $1  billion.  Other  vulnerable  Em- 
hart segments:  a  footwear  materials  di- 
vision and  a  glass  machinery  maker. 

Charismatic  and  self-assured,  Archi- 
bald thinks  he  has  got  the  right  stuff  for 
this  merger.  He  loves  to  illustrate  how 
persistent  a  guy  he  is  with  this  story: 
Cut  from  his  high  school  basketball 
team  three  times,  the  6-foot,  5-inch  Ar- 
chibald kept  at  the  game  long  enough  to 
become  an  All-American  center  at 
Utah's  Dixie  College  and  a  standout  at 
Weber  State  College,  and  later,  after 
earning  a  Harvard  MBA,  to  win  an  un- 
successful tryout  on  the  Chicago  Bulls. 
"Everybody  in  the  world  suffers  set- 
backs," he  says.  "It's  how  one  deals 
with  setbacks  and  disappointments  that 
ultimately  determines  success."  Archi- 
bald's seldom  on  the  basketball  court 
these  days.  But  coping  with  the  over- 
night doubling  in  size  of  Black  &  Decker 
may  be  the  ultimate  test  of  his  pluck. 

By  Joseph  Weber  in  Towson,  Md. 
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HOT  GROWTH  COMPANIES,  ENTREPRENEURS,  AND  SMALL  BUSINESSES 


THIS  COULD  BE  THE  KEY  TO 
KEEPIHG  COMPUTEH  IHTRUDERS  OUT 


STRAUB  EYES  OVERSEAS  MARKETS  WHERE  COPYRIGHTS  ARE  TOOTHLESS 


Computer  hackers,  software  piracy,  viruses.  What's  bad 
news  for  software  companies  and  personal  computer  users 
is  good  news  for  Rainbow  Technologies  Inc.  With  headlines 
blaring  concern  about  computer  security.  Rainbow  has  dou- 
bled sales  and  earnings  for  three  years  running. 

The  Irvine  (Calif.)  company  makes  products  that  protect 
software  from  pilferage.  Its  main  offering  is  a  $25  matchbox- 
size  key  that  software  publishers  package  with  computer  pro- 
grams. The  key  snaps  into  the  back  of  a  PC,  and  the  program 
sends  it  coded  electronic  signals  that  it  decodes  and  sends 
back.  If  the  key  isn't  there,  the  program  is  useless. 

Chief  Executive  Walter  W.  Straub  sees  big  potential  in 
software  sold  overseas — where  copyright  laws  are  laxly  en- 
forced. Last  summer,  Straub  signed  a  multimillion-dollar  con- 
tract with  Microsoft  Corp.,  which  will  attach  the  key  to  prod- 
ucts destined  for  the  Middle  East.  In  February,  Ashton-Tate 
signed  Rainbow  to  a  similar  deal.  Now,  Rainbow  is  going  after 
computer  users,  a  much  bigger  market  than  software  publish- 
ers. It  has  adapted  its  key  so  that  individual  users  can  shield 
their  own  data  files  from  hackers  and  other  intruders.  Called 
Data  Sentry,  it  sells  for  $195  through  computer  dealers. 

None  of  this  has  escaped  Wall  Street's  attention.  After 
Rainbow's  1988  profits  soared  1577<',  to  $971,000  on  sales  of 
$6.2  million,  up  1237f',  the  stock  went  wild.  Since  early  January, 
Rainbow  shares  have  nearly  tripled,  to  around  17.  Notes  co- 
founder  Alan  K.  Jennings:  "Daily  stories  about  computer  vi- 
ruses and  hackers  don't  hurt."  Just  keep  the  bad  news  coming. 

By  Larry  Armstrong  in  Irvine,  Calif. 


A  BETTER  GAUGE  FOR  MEASURIHG 
HOW  HEART  PATIEHTS  ARE  DOIHG 


or  all  the  strides  made  in  treating  heart  disease,  doctors 
are  still  stumped  when  it  comes  to  accurately  measuring 
one  vital  siu'n:  the  amount  of  blood  being  pumped  by  the  heart. 
For  heart  attack  and  bypass  surgery  patients,  that's  crucial. 
But  the  current  method,  which  involves  injecting  cold  water 
into  the  heart  through  a  catheter,  is  time-consuming  and  can- 
not produce  continuous  readings. 

InterFlo  Medical  Inc.,  a  Dallas-based  startup,  thinks  it  has  a 
solution.  Co-founder  Dr.  Mark  L.  Yelderman  has  patented  a 
process  that  takes  constant  readings  of  cardiac  blood  flow. 


eliminating  the  need  for 
water  injections.  Doc- 
tors treating  intensive- 
care  patients  could  spot 
trouble  at  a  glance. 
"And  that  could  save 
Hves,"  says  Dr.  George 
Noon,  a  top  heart  sur- 
geon at  Baylor  College 
of  Medicine  who  has  re- 
viewed InterFlo's  tech- 
nology. 

The  secret?  Yelder- 
man, who  has  degrees 
in  both  medicine  and 
electrical  engineering, 
realized  that  the  same 
signal-processing  tech- 
nology used  in  low-level 
radar  could  be  used 
with  a  catheter  to  moni- 
tor the  flow  of  blood  through  the  heart  by  tracking  heat 
signals.  Backed  by  $2.1  million  in  venture  capital,  the  company 
is  now  conducting  tests  to  meet  Food  &  Drug  Administration 
standards.  It  hopes  to  ship  its  first  product  by  late  1990. 

Meanwhile,  Yelderman  and  co-founder  Stephen  W.  Griffin,  a 
former  medical-products  salesman,  are  also  developing  a  new 
catheter  for  measuring  blood  flow  in  coronary  arteries.  Griffin 
figures  the  two  products  could  generate  $50  million  in  annual 
sales  within  five  years.  But  first,  InterFlo  must  get  the  fda's 
nod  and  start  generating  a  critical  flow  of  its  own:  profits. 

By  William  C.  Symonds  in  Dallas 


TRENDS  I 


AS  VEHTURE  CAPITAL  FLOWS  IN, 
CONTROL  EBBS  AWAY 


I 


s  venture  capital  worth 
pursuing?  That  depends 
on  your  outlook.  Coopers  & 
Lybrand,  the  big  accounting 
firm,  recently  studied  85 
high-tech  startups  to  quanti- 
fy the  real  cost  of  tapping 
the  venture  market.  The  con- 
clusion: Successful  entrepre- 
neurs can  enrich  themselves 
handsomely,  but  they  tend  to 
relinquish  control  of  their 
company  in  the  process.  On 
average,  the  study  showed, 
by  the  end  of  three  rounds  of 
venture  financing,  the  origi- 
nal entrepreneurs  had  sold 
587o  of  their  company  to  ven- 
ture capitalists — while  re- 
taining just  25%  for  them- 
selves. But  the  value  of  their 
stake  grew  128%  during  the 
same  period. 

Some,  such  as  Ronald  T. 
Maheu,  chairman  of  Coopers 


&  Lybrand's  National  High 
Tech  Group,  think  the  trade- 
off is  worth  it.  "Real  control 
is  the  ability  to  run  the  com- 
pany successfully,"  Maheu 
says.  "If  you're  pulling  that 
off  they  won't  mess  with 
you."  But  those  who  would 
call  it  "vulture  capital"  can 
find  ammunition  in  the  data 
as  well. 


OWNERSHIP  RETAINED  BY  FOUNDERS 


VALUE  Of  OWNERSHIP 

IN  MILLIONS  Of  mm 


STAGE  1       STAGE  2       STAGE  3 

WITHIN  WITHIN  WITHIN 
1  YEAR         3  YEARS        6  YEARS 

'  fINANCING  ROUND  ' 

▲  PfRCENT 

DATA;  COOPERS  S  LYBRAND 
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FINANCIERS 


EVEN  BEHIND  THE  SCENES, 

THE  TIME-WARNER  DRAMA  HAS  ITS  STARS 


Money  manager  Sarofim  and  Warner  adviser  Aboodi  both  have  a  lot  at  stake  in  the  deal 


SAROFIM  IS  ROOTING  FOR  TIME-WARNER— BUT  WILL  MAKE  MONEY  NO  MATTER  WHAT  HAPPENS 


Steve  Ross.  Dick  Munro.  Marty  Davis. 
They  are  the  most  visible  players  in  the 
battle  for  control  of  Time  Inc.  (page 
26).  But  while  money  manager  Fayez 
Sarofim  and  numbers  man  Oded 
Aboodi  may  not  have  made  many 
headlines,  they  both  have  huge  stakes 
in  the  deal — one  as  an  outside  inves- 
tor, one  as  an  insider.  Here  are  their 
stories: 


FAYEZ  SAROFIM  HAS 
THE  CONFETTI  READY 

On  July  14,  the  day  a  Delaware 
judge  ruled  that  Time  Inc.  could 
proceed  with  its  takeover  of 
Warner  Communications  Inc.,  a  lot  of 
money  managers  were  fuming.  Suddenly 
it  was  clear  that  shareholders  wouldn't 
even  get  to  vote  on  Paramount  Commu- 
nications Inc.'s  $200-a-share  offer  for 
Time,  much  less  cash  in  on  it.  Wall 
Street  responded  by  pushing  Time's 
stock  down  12  points,  to  about  137,  in 
two  days.  But  Fayez  S.  Sarofim — whose 
firm's  2.3%  stake  in  Time  makes  him  one 
of  its  largest  shareholders — was  actually 
happy  with  the  judge's  decision.  Says 
Sarofim:  "Sometimes  you  have  to  pro- 
tect the  investor  from  himself." 

That's  easy  for  him  to  say.  Besides  his 
1.3  million  shares  of  Time,  Sarofim  hap- 
pens to  hold  2.9  million  shares  of 
Warner.  He  even  has  a  smaller  position 
in  Paramount.  So  he  wins  no  matter 
what  happens.  But  Sarofim,  60,  insists 
he  is  only  interested  in  seeing  the  Time- 
Warner  merger  go  through,  not  in  short- 
term  profits.  His  reasoning:  The  com- 
bined operations  would  form  "a  premier, 
global  company — a  media-and-entertain- 
ment  giant  with  long-term  prospects." 
GLOBAL  REACH.  Sarofim  clearly  is  no  or- 
dinary money  manager.  But  he's  been 
beating  the  market  by  bucking  conven- 
tional wisdom  for  30  years,  stringing  to- 
gether one  of  the  most  consistent  rec- 
ords in  the  business.  E.xcept  for  brief 
periods  in  the  early  1970s  and  the  early 
'80s,  he  has  outperformed  the  Dow 
Jones  industrial  average  every  year.  In 
the  12  months  ended  Mar.  31,  Sarofim's 


EOPLE 


overall  portfolio  was  up  25.4%',  vs.  18% 
for  the  Dow  and  15%-  for  other  money 
managers. 

From  his  modest  headquarters  in 
downtown  Houston,  Sarofim  now  com- 
mands $14  billion  in  investments,  about 
80%  of  which  is  in  equity  funds.  This 
makes  him  one  of  the  nation's  biggest 
money  managers.  His  clients  include 
such  big  names  as  Lockheed,  Ford, 
Avon,  and  a  slew  of  state  pension  funds 
and  college  endowments.  Sarofim  owns 
71%  of  the  firm,  taking  home  an  estimat- 
ed $5  million  in  salary  and  dividends. 

His  strategy  is  deceptively  simple:  He 
chooses  large  companies  with  strong 
franchises,  niches  or  other  competitive 
edges,  growing  cash  flow,  healthy  bal- 
ance sheets,  and  a  proven  management 


SAROFIM'S  RICHEST 
HOLDINGS 


Company              Shares  held* 
Millions 

Market  volue** 
Millions 

PHILIP  MORRIS 

5.8 

$830.9 

COCA-COLA 

8.4 

483.0 

MIRCK 

6.4 

454.4 

GENERAL  ELECTRIC 

7.8 

417.3 

FORD  MOTOR 

6.5 

312.8 

*  As  of  Mar.  31 

•*  As  of  July  14 

DATA;  CDA  INVESTMENT  TECHNOLOGIES  INC. 


team.  He  also  tries  to  find  companies 
with  global  operations — which  leave 
them  less  exposed  to  the  whims  of  one 
market — and  those  having  enough  criti- 
cal mass  to  "take  the  right  risks  to  stay 
ahead."  Still,  he's  not  above  jumping 
into  smaller,  unproven  companies  if  they 
show  promise.  He  got  into  big  market 
performers  such  as  Intel  Corp.  and  Tele- 
dyne  Inc.  years  before  they  took  off,  and 
he  was  a  cheerleader  for  energy  stocks 
in  the  early  1970s.  Says  his  Harvard  Uni- 
versity classmate  Arthur  Rock,  the  leg- 
endary venture  capitalist:  "When  it 
comes  to  a  feel  for  the  market,  he's  hard 
to  beat." 

But  not  impossible.  His  long-term 
view  cost  him  dearly  when  energy  prices 
crashed  in  the  early  1980s.  His  portfolio, 
40%  of  which  was  then  in  energy  stocks, 
sank  7.8%  in  1981,  according  to  Wilshire 
Associates,  an  investment  consulting 
firm.  Since  1983,  he  has  whittled  back 
his  energy  stocks  to  15%  while  moving 
into  other  areas  such  as  nondurable  con- 
sumer goods. 

Yet  Sarofim's  trademark  remains  a 
consistent,  almost  unshakable  confi- 
dence in  the  market.  Even  during  the 
crash  in  October,  1987,  he  refused  to 
budge.  Meredith  J.  Long,  a  Houston  art 
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dealer  and  longtime  client,  remembers 
telephoning  Sarofim  to  find  out  what  he 
was  doing,  only  to  be  told  that  the  mar- 
ket was  overreacting.  "Go  fishing  for 
four  days,"  Sarofim  told  Long.  "It'll  all 
blow  over." 

Sarofim,  the  son  of  a  wealthy  Egyp- 
tian landowner,  has  been  bullish  on  the 
U.  S.  ever  since  he  arrived  here  in  1946. 
After  earning  his  Harvard  MBA,  he 
worked  in  the  finance  department  at  An- 
derson Clayton  &  Co.,  a  cotton  and  food 
products  company  that  has  since  been 
dismantled.  Then,'  with  $100,000  from  his 
father,  he  launched  Fayez  Sarofim  &  Co. 
in  1958.  Four  years  later,  he  married 
Louisa  Stude,  the  niece  of  Brown  & 
Root  Inc.  co-founder  George  Brown, 
who  plugged  him  into  a  network  of  im- 
portant Te.xas  contacts. 
'IN  HIS  HEAD.'  Sarofim's  desk  is  cluttered 
with  dozens  of  research  reports,  a  testa- 
ment to  his  voracious  reading  habits. 
Colleagues  describe  him  as  a  walking 
encyclopedia.  "He  can  tell  you  p-e  ratios 
on  every  company  we  follow,"  says 
Raye  G.  White,  executive  vice-president 
and  co-founder.  "He  never  uses  a  com- 
puter— it's  all  in  his  head."  Generally  he 
shuns  big  social  events,  flashy  parties, 
and  publicity.  But  that  may  be  hard  to 
avoid,  as  Louisa  has  filed  for  divorce. 
Since  he's  believed  to  be  worth  more 
than  $250  million,  the  settlement  could 
be  enormous.  Adding  to  the  divorce's 
soap-opera  quality  is  the  news  that  Saro- 
fim has  three  children  by  a  longtime 
girlfriend. 

Although  he  has  huge  stakes  in  hun- 
dreds of  companies,  Sarofim  sits  on  only 
two  boards — Teledyne  and  Argonaut 
Group  Inc.,  a  Teledyne  spinoff.  He 
joined  Teledyne's  board  three  years  ago 
at  the  company's  request  and  is  an  out- 
spoken contributor,  says  George  Rob- 
erts, chief  executive.  He's  had  a  lot  to 
talk  about:  The  Pentagon's  "111  Wind" 
probe  turned  up  several  instances  of 
contract  fraud  early  this  year.  Then 
Chairman  Henry  E.  Singleton  stepped 
down  from  daily  operations.  And  now, 
with  profits  heading  downward,  Tele- 
dyne is  thinking  about  spinning  off  two 
insurance  units  that  account  for  about 
25?^:  of  its  business. 

He'll  have  to  keep  watching  the  Time 
deal  from  the  sidelines,  but  he  should 
like  what  he  sees.  If  Time  buys  Warner 
for  $70  a  share,  Sarofim  will  make  a 
profit  of  $119  million  on  Warner's  stock, 
which  he  bought  over  several  years  for 
an  average  $29  a  share.  That  should 
ease  the  pain  of  missing  an  opportunity 
to  sell  his  Time  stock  at  a  fat  premium. 
Sarofim  still  maintains  that  Time's  origi- 
nal plan  to  buy  Warner  in  a  debt-free 
stock  swap  was  a  better  deal.  But  even 
so,  he  believes  the  combined  company 


would  be  able  to  handle  its  total  debt  of 
up  to  $15  billion. 

The  rest  of  the  world  looks  equally 
bright  to  Sarofim.  He  considers  stocks  a 
bargain,  so  he's  snapping  them  up.  Re- 
cent buys  include  Marriott,  A&w  Brands, 
and  Sterling  Chemicals.  Now,  he  sees 
positive  signs  abroad  with  the  arms  race 
slowing.  He  assumes  this  will  free  up 
billions  of  dollars  to  flow  into  interna- 
tional trade,  "opening  up  all  kinds  of 
new  opportunities  for  U.  S.  companies." 
Of  course,  the  payoff  could  be  years 
down  the  road.  But  Sarofim  has  always 
been  willing  to  wait. 

By  Mark  Ivey  in  Houston,  with  Eric 
Schine  in  Los  Angeles 


ED  ABOODI  CAN'T  DUCK 
THE  SPOTLIGHT  NOW 


Oded  Aboodi  stands  apart  from 
the  pack.  Quiet  and  publicity- 
shy,  he  isn't  a  celebrity  like 
some  of  Wall  Street's  headline-hungry 
investment  bankers.  Nevertheless,  he's 
emerging  as  a  key  player  in  Warner 
Communications  Inc.'s  battle  to  merge 
with  Time  Inc.  Aside  from  Chairman 
Steven  J.  Ross,  "Ed  Aboodi  was  the 
main  negotiator  throughout  for 
Warner,"  according  to  Martin  D.  Pay- 
son,  Warner's  general  counsel. 

For  two  decades,  Aboodi,  47,  has 
served  Ross  as  a  financial  adviser  and  a 
close  friend.  A  trained  tax  accountant 
and  head  of  tiny  Alpine  Capital  Group, 
Aboodi  was  there  two  years  ago  when 
Time  and  Warner  first  discussed  a  joint 
venture  in  cable  TV.  When  they  decided 
to  merge,  Aboodi's  influence  deepened. 
Thanks  largely  to  his  shrewd  negotiat- 
ing, Warner  stands  to  receive  control  of 


the  compensation  committee  of  the  com 
bined  companies.  Aboodi  also  helped  ne 
gotiate  the  conversion  of  Ross's  Warnei 
stock  rights  into  stock  options  in  tht 
new  company.  Ross  could  earn  an  aston 
ishing  $200  million  over  the  next 
to  10  years,  depending  on  the  company's 
performance. 

GO-BETWEEN.  Some,  including  Time  suit 
or  Paramount  Communications  Inc.,  con-^ 
tend  that  Aboodi  and  Ross  outmaneu 
vered  Time.  In  court  papers.  Paramount 
charges  that  other  Warner  investment 
bankers  described  the  original  exchangt 
ratio  of  .465  Time  shares  for  each 
Warner  share  as  "a  hell  of  a  deal"  fur 
Warner.  The  swap  was  changed  to  an 
all-cash  bid  when  Paramount  stepped 
into  the  fray. 

Aboodi  was  also  an  important  go-be- 
tween for  the  various  parties.  "Ed  was 
always  a  person  that  the  lawyers  could 
go  to  if  Steve  was  unavailable,  or  if  it 
was  premature  to  speak  to 
Steve,"  notes  Arthur  L.  Liman, 
Warner's  outside  counsel  and  a 
jjartner  with  Paul,  Weiss,  Rifkind, 
Wharton  &  Garrison.  When  Para- 
mount first  made  its  hostile  bid 
for  Time,  Ross  immediately  dis- 
patched Aboodi  to  meet  with  Time 
Vice-Chairman  Gerald  M.  Levin  to 
make  sure  that  the  Time-Warner 
agreement  was  still  on.  Ross  and 
Aboodi  declined  to  be  interviewed. 

Aboodi  followed  an  unusual 
path  to  the  dealmaking  business. 
Born  in  Jerusalem,  he  emigrated 
to  the  U.  S.  in  1956  and  received 
an  undergraduate  degree  and  an 
.MBA  from  New  York  University. 
He  worked  for  Arthur  Young, 
managing  the  Warner  account, 
for  15  years.  In  1980,  Ross  en- 
couraged Aboodi,  by  then  an  Ar- 
thur Young  partner,  to  form  his 
own  firm.  About  half  of  Alpine's  busi- 
ness comes  directly  from  Warner.  His 
clients  include  Andal  Corp.,  a  small  met- 
als company,  and  several  other  compa- 
nies that  are  operated  by  former  Warner 
executives. 

Aboodi  has  helped  Ross  on  many 
deals.  He  assisted  in  Warner's  acquisi- 
tion of  Lorimar-Telepictures  Corp.  last 
January.  And  in  1987,  he  was  pivotal  in 
its  takeover  of  Chappell  &  Co.,  which 
owned  the  publishing  rights  to  such  mu- 
sical legends  as  Cole  Porter  and  George 
Gershwin.  At  the  time,  other  investment 
bankers  proposed  all-cash  packages  to 
Chappell's  principal  investors.  But 
Aboodi  offered  them  Warner  equity  se- 
curities worth  about  $100  million.  Says 
James  A.  Harmon,  ex-chairman  of  Chap- 
pell: "It  was  Ed  Aboodi  who  convinced 
me  to  do  the  deal." 

By  Jon  Friedman  in  New  York 
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Performance 
Beyond  Your 
Expectations 


Improving  mechanical  services 
by  seeing  the  complete  picture. 


An  Alliance  Planned  Service 
Agreement  from  Johnson  Controls 
makes  it  unnecessary  for  NCR  to 
have  on-site  maintenance  staff 
to  keep  their  air  conditionmg 
and  temperature  control  equip- 
ment operating  reliably  in  four 
office  buildings  in  Atlanta,  OA 


^1989  Johnson  Conn-ols,  Inc 
JC-8936 


Theres  only  one  problem 
with  calling  a  chiller  spe- 
cialist when  you  have  a 
cooling  malfunction.  Your 
chiller  may  not  be  at  fault. 

The  problem  may  be  with 
your  fans,  filters,  dampers, 
temperature  controls,  or 
with  other  components  of 
your  cooling  system. 

Johnson  Controls  has 
service  professionals  near 
you  who  understand  the 
parts  of  your  system  and, 
more  importantly,  how 
those  parts  work  together 
in  facilities  of  any  size 

This  means  we  can  diag- 
nose and  repair  any  prob- 
lem on  any  of  your  facility's 
systems  —  cooling,  heating, 
reftigeration,  fire  safety, 
security  and  temperature 


controls.  Or  we  can  per- 
form preventive  or  sched- 
uled system  maintenance 
to  help  prevent  problems 
in  the  first  place  We'll  even 
train  your  people  to  per- 
form these  tasks  themselves. 

Whatever  your  facility 
management  goals  or  chal- 
lenges, Johnson  Controls 
can  help  you  achieve  them 
through  our  Alliance  Fam- 
ily of  Services.  Alliance  is  a 
flexible,  interactive  process 
that  helps  you  not  only 
control  costs  but  also  im- 
prove comfort  and  equip- 
ment reUability  —  while 
controlling  risk  and  main- 


taining the  value  of  your 
investment. 

Call  Johnson  Controls  at 
1-800-972-8040  to  learn 
how  an  Alliance  can  keep 
your  building  running 
efficiendy  In  Wisconsin, 
call  1-800-472-6533,  or 
write,  Johnson  Controls, 
Systems  and  Services  Divi- 
sion, C19,  Milwaukee,  Wl 
53201-0423. 


JQHNSON 

contrIls 


GREENSPAN'S 
MOMENT  OF  TRUTH 

CAN  HE  MANAGE  A  SOFT  LANDING  WITHOUT  SKIDDING  INTO  A  RECESSION? 


Tuesday,  June  27.  Wall  Street 
awoke  to  a  flurry  of  rumors.  Fed- 
eral Reserve  Board  Chairman  Alan 
Greenspan  had  been  felled  by  a  heart 
attack.  He  was  about  to  resign.  It  was 
the  sort  of  news  that  can  send  markets 
tumbling. 

In  fact — as  the  Fed  swiftly  an- 
nounced— Greenspan  was  merely  suffer- 
ing from  heat  exhaustion.  On  Monday, 
the  63-year-old  chairman  put  in  his  cus- 
tomary 10  hours  at  the  office,  then 
played  a  tennis  match  in  Washington's 
94F  heat.  Next,  he  dashed  off  to  a  din- 
ner party  at  the  home  of  Commerce  Sec- 
retary Robert  A.  Mosbacher.  Sometime 
after  dessert,  Greenspan  collapsed  and 
was  rushed  to  the  hospital. 

Early  the  next  morning,  Greenspan 
got  a  telephone  call  from  his  longtime 
friend  George  Bush.  Reassured  that  the 
Fed  chief  would  be  back  at  work  in  a 
few  hours,  Bush  joked:  "If  you  raise 
interest  rates,  I'm  going  to  put  a  crimp 
in  your  oxygen  line." 


Greenspan  laughed  at  the  jibe.  But 
both  he  and  Bush  knew  that  the  Presi- 
dent had  it  backward.  Bush  can  do  rela- 
tively little  to  influence  the  independent 
Fed.  But  Greenspan  has  his  hand  on  the 
economy's  lifeline.  If  his  zeal  for  fight- 
ing inflation  brings  on  a  recession,  he 
will  leave  the  President's  agenda  a 
smoking  ruin.  Increasingly,  nervous 
White  House  aides  fear  that  the  Fed's 
caution  may  have  already  made  that  in- 
evitable. "Greenspan,"  frets  one,  "is  just 
much  too  tolerant  of  a  recession." 
DELICATE  MANEUVER.  As  he  tries  to  keep 
a  slowing  economy  from  sliding  into  a 
downturn,  Alan  Greenspan  is  facing  his 
toughest  test  yet.  Sixteen  months  after 
the  Fed  began  to  put  the  brakes  on  the 
economy,  business  is  slowing  sharply: 
Industrial  production  dipped  0.27'  in 
June,  retail  sales  fell  0.4%,  and  exports 
are  slowing.  At  the  same  time,  though, 
inflation  may  be  beginning  to  cool  off.  If 
the  economy  doesn't  get  any  weaker  and 
prices  are  well-behaved,  then  Greenspan 


may  have  successfully  engineered  i  i 
fabled  soft  landing — a  delicate  man. 
ver  designed  to  check  inflation  by  ho 
ing  growth  just  below  the  econom\ 
long-term  potential.  It's  a  feat  that  im 
Fed  has  ever  accomplished  before. 

For  the  record,  the  Bush  Administra 
tion  pronounces  itself  pleased  wit  I 
Greenspan's  performance.  "Thus  far ' 
says  Council  of  Economic  Adviser.- 
Chairman  Michael  J.  Boskin,  "the  Fn 
has  done  a  good  job  in  the  tough  balain- 
ing  act  between  controlling  inflation  am 
sustaining  growth."  Certainly  few  foi-i 
casters  are  betting  on  a  downturn.  Tin 
Administration's  late.st  forecast  is  fni 
real  gross  national  product  to  grow  2.7  ' 
this  year,  while  private  economists  e\ 
pect  growth  to  be  closer  to  2%. 

But  tension — and  a  bit  of  cold  fear 
lurk  beneath  the  surface.  It's  still  tm 
soon  to  tell  whether  Greenspan's  maneii 
ver  will  overshoot  and  send  the  econoni\ 
into  recession.  The  consequences  of  re 
cession  now  could  be  especially  painful. 


TO  SLAY  INFLATION,  GREENSPA 


JUNE  2, 1987 

Paul  A.  Volcker  resigns, 
and  Alan  Greenspan  is 
nominated  as  the  new  Fed 
chairman.  Financial  mar- 
kets hail  him  as  an  inflation 
fighter  but  worry  about  how 
independent  he  will  be 


OCT.  19-20, 1987 

The  Dow  crashes  508  points. 
The  next  day,  the  Fed  opens 
the  spigots  to  meet  all 
liquidity  needs.  Greenspan 
and  other  Fed  officials  work 
behind  the  scenes  to  maintain 
calm  and  keep  credit  lines 
open  for  brokers 


SEPT.  4, 1987 

The  Federal  Reserve  Board  raises 
the  discount  rate  to  6%  from  5V2%, 
citing  "potential  inflationary  pres- 
sures." The  U.  S.  economy  is 
sprinting,  raising  infiation  fears. 
The  markets  push  rates  higher 


MARCH,  1988 

The  Fed  concludes  that  the  eco: 
my  has  weathered  the  crash  anc 
shifts  to  a  tighter  stance,  aiming 
accomplish  a  "soft  landing" — m 
erate  growth  with  low  inflation 


JULYl 


AUG,  5 


SEPT  2 


oa.7 


NOV.  4 


DEC.  2 


JAN.  6, 1988  FEB.  3 


T — I — i — r 


MAR.  2 


APR.  5 


7^ 
MAY  4 


J 
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COVER  STOF; 


'he  $160  billion  budget 
eficit  would  climb. 
>ver-leveraged  compa- 
ies  might  default,  jeop- 
rdizing  banks  holding 
leir  paper.  And  debt- 
rushed  Latin  American 
ations,  robbed  of  their 
est  market,  could  face 
eeper  political  chaos. 

riNNING  STREAK.  Bos- 

in  is  one  of  several  top 
administration  officials 
'ho  have  privately  ex- 
ressed  concern  that 
le  Fed  is  overdoing  it. 
k''arns  one  Treasury  of- 
:cial:  "The  Fed  ought 
)  admit  that  they've 
acceeded  and  ease  up 
efore  the  soft  landing 
irns  into  a  crash." 

But  inside  Green- 
pan's  Fed,  officials  as- 
ign  a  very  different 
'eight  to  the  risks. 
Recognizing  the  .ilowdown,  the  Fed  has 
egun  to  ease  slightly:  The  key  federal 
ands  rate  is  at  9.25%,  down  from  its 
.pril  peak  of  almost  10%-.  Few  Fed  poli- 
cymakers, however,  see  any  need,  as  one 
enior  official  puts  it,  to  "foam  the  run- 
way." And  a  sizable  bloc  of  "inflation 
awks"  within  the  Fed  argues  that  the 
antral  bank  must  concentrate  on  bring- 
ig  inflation  down  from  its  current  rate 
f  about  4.5%.  "The  soft  landing  is  not 
n  objective — the  objective  is  price  sta- 
ility,"  says  W.  Lee  Hoskins,  president 
f  the  Cleveland  Fed.  If  that  can  be 
chieved  only  at  the  cost  of  slow  growth 
r  a  recession,  he  reasons,  so  be  it. 

Greenspan's  job  is  to  pull  together 


THE  FED  CHIEF  IS  A  NUMBER-CRUNCHER,  DIPLOMAT,  POL,  AND  PHILOSOPHER 


these  disparate  views,  melding  a  consen- 
sus that  directs  the  economy  toward 
price  stability  without  sending  business 
into  a  steep  decline.  He  is  wary  of  re- 
versing course  too  soon.  If  the  Fed  were 
to  cut  interest  rates  sharply,  growth 
would  revive,  inflation  would  keep  creep- 
ing up,  and  eventually  the  Fed  would 
have  to  slam  the  brakes  that  much  hard- 
er. And  so  far,  a  quick  reversal  doesn't 
seem  necessary.  Greenspan  doesn't  see 
the  economic  imbalances  that  create  re- 
cessionary shocks — sudden  credit 
crunches,  for  example,  or  big  inventory 
pileups. 

So  for  now,  Greenspan  will  try  to  ex- 
tend the  streak  of  skill  and  good  fortune 


that  he  has  been  riding 
ever  since  Ronald  Rea- 
gan tapped  him  two 
years  ago  to  take  over 
at  the  world's  most 
powerful  economic  insti- 
tution. Greenspan  has 
restored  a  measure  of 
collegiality  to  a  frac- 
tious institution  and 
shown  great  skill  at  cal- 
ibrating monetary  poli- 
cy. In  the  process,  he 
has  made  government 
and  financial  leaders 
around  the  world  put 
aside  the  qualms  many 
felt  when  he  was  picked 
to  replace  the  revered 
Paul  A.  Volcker. 
COMPLEX.  Greenspan 
has  earned  that  confi- 
dence. Shortly  after  ar- 
riving at  the  Fed  in  Au- 
gust, 1987,  he  ordered  a 
contingency  plan  for  a 
financial  market  calamity.  Although 
some  critics  believe  the  Fed  helped  bring 
on  the  stock  market  crash  in  October  by 
raising  the  discount  rate  the  previous 
month,  the  Fed  nonetheless  moved  swift- 
ly to  contain  the  damage  after  the  crash. 
By  March,  1988,  when  most  forecasters 
were  still  predicting  that  the  market 
plunge  would  bring  the  economy  down, 
Greenspan  decided  that  the  worst  was 
over  and  shifted  toward  restraint.  Since 
then,  the  Fed  has  kept  the  economy 
growing  and  inflation  in  check. 

Greenspan's  fixation  on  fighting  infla- 
tion— dubbed  "root-canal  economics"  by 
some — still  worries  critics  (page  61).  But 
Greenspan  is  much  too  complex  to  fit 


SHED  INTEREST  RATES  HIGHER 


ftUG.  9,1988 

Prices  are  rising,  and 
labor  markets  are  getting 
tighter.  Days  before  the 
GOP  convention  begins, 
Greenspan  signals  his  in- 
dependence by  raising  the 
discount  rate  to  6  ¥2% 


FEBRUARY,  1989 

Newly  sworn  in.  President 
Bush  warns  the  Fed  not  to 
choke  off  growth  with 
tight  money.  But  an  infla- 
tion-fearing Fed  drives 
short-term  rates  higher 
anyway,  and  the  discount 
rate  rises  to  7% 


JUNE,  1989 

Higher  rates  begin  to 
bite  as  car  sales  stall  and 
businesses  report  slow- 
er orders.  With  the  mar- 
kets worried  that  reces- 
sion will  follow,  the  Fed 
begins  to  ease 
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any  neat  stereotype.  Always  intense,  the 
Fed  chairman  is  part  number-cruncher, 
part  savvy  bureaucratic  operator,  part 
diplomat,  part  socialite,  and  a  bit  of  a 
philosopher  to  boot. 

■  The  pol.  A  hard-money  conservative, 
Greenspan  was  an  informal  adviser  to 
Richard  Nixon,  headed  Gerald  R.  Ford's 
CEA,  and  advised  Ronald  Reagan  in  1980. 
In  the  Ford  White  House,  "his  advice 
was  always  as  much  political  as  it  was 
economic,"  says  L.  William  Seidman,  a 
fellow  Ford  aide  who  now  runs  the  Fed- 
eral Deposit  Insurance  Corp.  Sometimes, 
however,  good  economic  advice  made  for 
bad  politics.  Greenspan 
warned  Ford  against 
stimulating  the  econo- 
my when  it  slowed  in 
the  summer  of  1976. 
The  economy  recovered, 
but  Ford's  election 
hopes  didn't. 

At  times,  Greenspan 
has  seemed  too  political. 
His  immersion  in  GOP 
politics — he  was  one  of 
a  few  key  Ford  aides 
who  explored  the  idea 
of  a  Reagan-Ford  "co- 
Presidency"  at  the  1980 
convention— disturbed 
liberal  Democrats.  They 
worried  that  his  Fed 
would  be  far  too  willing 
to  do  the  White  House's 
bidding.  But  if  the  1988 
election  is  any  guide, 
Greenspan  is  no  Admin- 
istration patsy.  He  kept 
money  tight  through 
the  campaign,  even  rais- 
ing the  Fed's  key  dis- 


cus more  on  keeping  the  economy  grow- 
ing. But  many  of  the  presidents  of  the 
Fed's  12  regional  banks  were  "inflation 
hawks"  who  shared  Volcker's  passion 
for  therapeutic  squeezing. 

To  weld  this  fractious  Fed  together, 
Greenspan  moved  quickly  to  build  rap- 
port with  key  players.  Before  his  confir- 
mation hearing,  Greenspan  spent  hours 
with  New  York  Fed  President  E.  Gerald 
Gorrigan,  a  Volcker  protege  and  leader 
of  the  hawks.  He  tapped  Vice-Chairman 
Manuel  H.  Johnson,  a  supply  sider,  to 
direct  the  Fed's  crisis  planning.  These 
days,  Greenspan  leans  heavily  on  John- 


ANGELL  AND  JOHNSON:  PEACEMAKER  GREENSPAN  HAS  COURTED  THEIR  SUPPORT 


count  rate  on  the  eve  of  the  Republican 
convention. 

While  Greenspan  has  been  careful  to 
maintain  independence  on  monetary  poli- 
cy, he  has  been  deeply  involved  in  help- 
ing set  the  Administration's  course  on 
other  issues.  He  worked  closely  with 
Treasury  and  the  White  House,  for  ex- 
ample, on  Bush's  savings  and  loan  res- 
cue plan.  He  breakfasts  weekly  with 
Treasury  Secretary  Nicholas  F.  Brady 
and  talks  almost  daily  to  Boskin  and 
frequently  to  Bush.  Greenspan  has  also 
worked  to  open  lines  of  communication 
with  key  c<)n^■re^  sional  Democrats. 
■  The  master  bureaucrat.  Greenspan's 
most  astute  politic  li  moves,  however, 
take  place  far  from  ;)ublic  view,  inside 
the  paneled  chambers  .  .['  the  Fed.  Green- 
span inherited  an  ui  hajjpy  and  divided 
institution.  The  foui'  members  of  the 
Fed's  Board  of  Governors  who  had 
served  under  the  heavy  hand  of  Volcker 
were  ready  to  assert  their  independence. 
These  Reagan  appointees  wanted  to  fo- 


son  to  serve  as  his  ambassador  to  pro- 
growth  governors. 

And  the  Fed  chief  has  cemented  rela- 
tions with  Governor  Wayne  D.  Angell,  a 
key  swing  vote,  by  becoming  his  regular 
tennis  partner.  Angell  insists  he  was 
never  squelched  by  Volcker,  but  he 
clearly  has  come  into  his  own  under 
Greenspan — making  more  speeches  and 
avidly  pursuing  pet  research  projects, 
such  as  the  use  of  commodity  indicators. 
Angell  sees  his  role  as  a  pivotal  one: 
"The  interesting  thing  about  the  politics 
of  monetary  policy  is  you  tend  to  have 
perennial  bulls  and  perennial  bears 


TO  weld  the  fractious 
Fed,  Greenspan 
quickly  established 
rapport  with  key  players 


. .  .  but  in  terms  of  making  policy,  th^ 
middle  group  decides." 

At  the  middle  and  lower  echelons  o 
the  Fed,  Greenspan  is  proving  a  mor^ 
popular  chairman  than  Volcker.  He  en 
deared  himself  to  the  staff  by  helping' 
push  through  a  new  pay  scale  tha 
raised  top  staff  salaries  to  abou 
$112,000,  which  is  $22,500  more  thai 
members  of  Congress  earn. 

Like  Volcker,  says  a  senior  staffer 
"Greenspan  listens  more  than  he  talks.' 
But  unlike  Volcker,  he  adds,  "Alai 
doesn't  ignore  people  who  disagree  wit  I 
him."  In  his  heyday,  Volcker  could  se 
the  Fed's  course  anc 
drag  the  rest  of  th( 
Federal  Open  Marke 
Committee  to  his  poiii 
of  view.  Greenspai 
feels  out  the  group  con 
sensus,  then  shapes  h. 

Greenspan  showei 
his  leadership  abilit\ 
during  the  tense  wed' 
of  May  29.  The  effect, 
of  14  months  of  steaiK 
tightening  were  bein;.' 
felt  in  stagnant  auu 
sales  and  weakening 
consumer  spending: 
Vice-Chairman  Johnsoi 
and  Governor  H.  Roberi 
Heller  publicly  voicfc 
fears  that  the  slowdow  i 
was  going  too  far 
Gathering  after  the  Mr 
morial  Day  weekend,  ;i 
strong  majority  of  tin 
governors — including 
Greenspan — felt  it  was 
time  to  ease. 
The  chairman 


con 


vened  a  telephone  conference  of  thv 
FOMC,  drawing  in  the  regional  presi- 
dents, five  of  whom  are  voting  mem 
bers.  To  them,  the  outlook  didn't  seeing 
so  bleak,  and  they  wanted  to  keep  the 
pressure  on  rates.  Even  as  the  economy 
slowed,  prices  would  continue  to  rise, 
they  argued.  The  Fed  shouldn't  back 
down  too  soon. 

Through  two  conferences,  on  Tuesday 
and  Wednesday,  the  committee  remained 
deadlocked.  Greenspan  had  the  votes  to 
force  the  issue — but  he  wanted  consen- 
sus endorsement  of  a  policy  change. 
Word  of  a  serious  split  within  the  Fed 
would  roil  markets  that  were  already 
nervous.  So  Greenspan  put  the  debate 
on  hold.  By  Monday,  May's  employment 
statistics  and  the  monthly  purchasing 
managers'  survey  would  be  out.  Green- 
span expected  the  numbers  to  make  a 
case  for  easing. 

Sure  enough,  both  reports  showed  the 
economy  weakening.  On  Monday,  most 
of  the  presidents  came  around.  But  rath- 
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WHY  ARE  THEY  SAYING 
THESE  TERRIBLE  THINGS  ABOUT  ALAN  GREENSPAN? 


Forget  the  soft  landing.  Alan 
Greenspan's  Federal  Reserve 
Board  has  already  set  the  econo- 
my up  for  a  crash.  Through  monetary 
overkill — two  years  of  the  slowest 
money  growth  since  the  1950s — the 
central  bank  has  panicked  consumers 
and  crushed  the  housing  and  auto  in- 
dustries. For  what?  Just  to  beat  down 
an  imaginary  threat  of  inflation  that 
had  spooked  a  few  bond  traders. 

So  say  the  outspoken  critics  of  the 
Greenspan  Fed — a  relatively  small  ag- 
glomeration of  usually  warring  mone- 
tarists, Keynesians,  supply  siders,  and 
politicians.  On  this  they  can  agree:  The 
central  bank  has  overdone  its  restraint. 
Here  are  their  battle  cries: 
B  Steady  as  she  goes.  The  Greenspan 
Fed  presents  a  problem  for  monetar- 
ists. On  the  one  hand,  they  can't  praise 
him  highly  enough.  "Alan  Greenspan  is 
the  best  Fed  chairman  I've  seen,"  says 
Allan  H.  Meltzer,  founder  and  chair- 
man of  the  monetarist  Shadow  Open 
Market  Committee.  Milton  Friedman's 
disciples  like  this  Fed's  constant  talk 
about  price  stability  and  exploration  of 
quasi-monetarist  ideas  such  as  the  P* 
index  (page  66). 

On  the  other  hand,  Greenspan's  two- 
year  squeeze  on  the  money  supply — 
during  which  narrower  money  mea- 
sures such  as  Ml  barely  grew  at  all — 
is  too  much  even  for  the  monetarists. 
Now,  they're  complaining  about  an 
overly  tight  Fed.  Jerry  L.  Jordan,  chief 
economist  at  First  Interstate  Bancorp 
in  Los  Angeles,  predicts  a  nine-month 
recession  starting  this  summer  and 
warns  that  the  Fed's  refusal  to  ease 
until  June  will  make  the  recession 
"deeper  and  longer  than  necessary." 

The  bigger  danger,  Meltzer  says,  is 
that  Greenspan  will  panic  when  he  sees 
the  economy  slowing  sharply.  Then  the 
Fed  will  swing  too  far  back  toward 
easy  money,  repeating  the  stop-start 
pattern  that  has  plagued  monetary  pol- 
icy for  decades.  "Greenspan  has  had  a 
great  opportunity  to  bring  down  infla- 
tion," Meltzer  says,  "but  I'm  afraid 
he'll  blow  it." 

■  Damn  the  torpedoes.  By  moving  to 
head  off  inflation  before  it  surged, 
Greenspan  managed  to  offend  two  dia- 
metrically opposed  groups  of  critics, 
hardline  supply  siders  and  Keynesian 
liberals.  Both  camps  reject  the  idea  of 
an  economic  speed  limit,  the  notion 
that  an  economy  running  flat  out  at 
full  capacity  will  ignite  inflation. 
That  might  have  been  true,  says  sup- 


RAHN:  "THE  FED  IS  FUNDAMENTALLY  FLAWED' 


MELTZER:  "I'M  AFRAID  HE'LL  BLOW  IT 


ply  sider  Paul  Craig  Roberts,  back  in 
the  1960s  and  '70s,  when  "high  tax 
rates,  heavy  regulation,  and  high 
wages"  put  limits  on  growth.  But  now, 
with  the  tax  cuts  of  the  1980s  provid- 
ing greater  incentives  to  producers,  ris- 
ing demand  will  lead  to  rising  output, 
not  rising  prices,  says  the  former  Rea- 
gan Treasury  official.  "The  Fed  hasn't 
realized  yet  that  we're  in  a  supply-side 
economy,"  Roberts  says.  "They  think 
growth  causes  inflation." 

Liberal  Robert  Eisner  agrees  that 
growth  poses  no  threat:  "We've  never 
had  a  peacetime  inflation  caused  by  an 
overheated  economy,"  the  Northwest- 
ern University  economist  says.  Be- 
sides, he  adds,  today's  economy  is  no- 
where near  overheated.  By  trying  to 
slow  the  economy,  Greenspan  "is  play- 
ing with  fire.  A  soft  landing  is  better 
than  a  crash  landing — but  there's  noth- 
ing wrong  with  a  flying  economy." 
■  Throw  the  bums  out.  There  are  those 
who  are  convinced  that  the  Fed  will 
never  get  it  right,  that  the  institution  is 
too  obsessed  with  fighting  the  infla- 
tionary dragon  to  see  the  real-life  ef- 
fects of  its  policies.  Grumbles  Richard 
W.  Rahn,  chief  economist  at  the  U.  S. 
Chamber  of  Commerce:  "The  Fed  is 
fundamentally  flawed.  You  can't  take 
a  group  of  individuals  and  say,  'Go  out 
there  and  be  smarter  than  the  mar- 
kets.' "  Greenspan  may  have  the  right 
instincts,  Rahn  allows,  but  he's  the 
captive  of  an  institution  with  conflict- 
ing missions — controlling  inflation 
while  also  worrying  about  growth  and 
the  health  of  the  banking  system. 

Others  say  that  the  Fed's  actions 
benefit  or  hurt  specific  groups.  The 
United  Auto  Workers,  for  example, 
published  a  comic  book  for  its  mem- 
bers this  spring,  showing  glitzy  cou- 
ples rejoicing  over  higher  interest 
rates.  "Thanks  a  millio?^,  Alan  Green- 
span!" a  Mr.  Moneybags  character  ex- 
ults. Some  conservatives,  meanwhile, 
rail  that  business  is  hurting.  Represen- 
tative Chuck  G.  Douglas  (R-N.  H.)  con- 
fronted Greenspan  at  a  Capitol  Hill 
meeting.  "The  green-eyeshade  crowd 
can  do  their  thing,  but  those  of  us  in 
Congress  have  to  go  home  every  week- 
end and  see  the  people,"  Douglas  com- 
plains. "I'm  seeing  a  massive  slow- 
down in  New  Hampshire."  Recent 
interest-rate  declines  will  placate  some. 
But  if  the  economy  turns  south,  Green- 
span's critics  will  grow  louder  and 
more  numerous. 

By  Mike  McNamee  in  Washington 
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er  than  force  a  couple  of  diehard  hawks 
to  swallow  their  pride  for  the  sake  of 
harmony,  Greenspan  avoided  a  formal 
vote.  He  asked  the  FOMC  to  give  him  the 
leeway  to  loosen  the  Fed's  grip.  The  ef- 
fect was  the  same — the  Fed's  key  target 
interest  rate  fell  by  one-quarter  of  a  per- 
centage point  the  next  day.  But  in  the 
Byzantine  politics  of  the  Fed,  Green- 
span's apparently  modest  victory  was  a 
triumph  of  timing  and  persuasion. 
■  The  number-cruncher.  Greenspan's 
ability  to  shape  policy  depends  largely 
on  his  skill  as  a  business  forecaster  with 
an  instinctive  feel  for  markets  and  data. 
Even  with  the  Fed's  computer  models 
and  highly  skilled  economists  at  his  dis- 
posal, he  still  prefers  his  numbers 
served  up  raw  and  in 
large  portions.  He 
revels  in  the  Fed's 
unequaled  access  to 
confidential  business 
information. 

His  fascination 
with  numbers  is  not 
new.  As  a  boy  in 
Manhattan's  Wash- 
ington Heights,  he 
developed  a  compli- 
cated system  to 
score  the  1936  Yan- 
kee-Giants World  Se- 
ries, pitch  by  pitch. 
After  graduating 
from  New  York  Uni- 
versity in  1948  with 
a  degree  in  econom- 
ics, Greenspan  got  a 
job  with  the  Conference  Board.  Studying 
the  steel  and  aluminum  industries,  he 
began  to  develop  his  concept  of  how  the 
economy  functions  based  on  his  under- 
standing of  how  individual  markets  in- 
teracted. "Alan  always  tried  to  under- 
stand a  market,  or  the  economy,  from 
the  viewpoint  of  the  players,"  says  a 
former  associate.  "He'd  say,  'If  they're 
following  their  rule  of  thumb,  it  doesn't 
matter  whether  some  economist  thinks 
it's  optimal  or  not.'  " 

In  1953,  Greenspan  joined  the  small 
consulting  firm  that  would  become 
Townsend-Greenspan  &  Co.  Within  a 
year,  he  was  president  and  the  firm's 
main  asset.  By  the  time  Greenspan  dis- 
solved the  company  in  1987,  a  number  of 
America's  largest  corporations  were  cli- 
;'iUs,  and  he  was  a  wealthy  man,  with  a 
vi  \  worth  of  $4  million  to  $5  million. 

Greenspan  treated  economists  at 
Tovv,;it'n(i-Greenspan  as  colleagues — 
and  1  i:-  much  the  same  attitude  toward 
the  i  's  elite  staff.  Unlike  Volcker, 
who  pr>,-^'"rrea  to  -leal  only  with  the  top 
echelon,  ■ireenspw!  has  reached  deep 
into  the  i  ed's  cnc'c  e  of  economists  for 
data  and  researcii    For  example,  the 


chairman  worked  closely  with  third-level 
staffers  on  the  research  project  that  de- 
veloped "P*,"  a  new  way  to  measure 
long-term  price  pressures  (page  66). 
■  The  diplomat.  When  he  came  to  the 
Fed,  Greenspan  had  no  experience  in  the 
world  of  international  central  banking — 
an  arena  in  which  Volcker  excelled.  His 
postcrash  response  helped  earn  him  his 
spurs.  Greenspan  is  also  spending  more 
time  on  global  issues  than  he  expected. 
For  instance,  he  ordered  a  study  of 
whether  the  soaring  Tokyo  stock  market 
was  in  danger  of  a  blowout.  Finding: 
The  risks  are  overstated. 

The  Fed  chief  has  also  worked  hard  at 
international  meetings  to  build  relation- 
ships with  his  foreign  counterparts,  who 
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find  his  style  a  refreshing  contrast  from 
Volcker's  lectures.  Greenspan  "is  very 
brilliant  in  his  presentation,"  says  Karl 
Otto  Pohl,  president  of  the  West  Ger- 
man Bundesbank.  "It's  always  a  plea- 
sure to  listen  to  him." 

Unlike  Volcker,  Greenspan  is  wary  of 
efforts  to  manage  the  value  of  the  dol- 
lar. Greenspan  prefers  stable  exchange 
rates — but  he's  not  willing  to  slack  off  in 
the  fight  against  inflation  just  to  main- 
tain the  dollar  within  a  currency  zone. 
■  The  philosopher.  By  inclination,  Green- 
span tends  toward  a  sharply  restricted 
role  for  government  in  society.  He 
learned  his  extreme  individualism  from 
the  late  author  Ayn  Rand,  who  befriend- 
ed the  young  economist  in  the  1950s.  She 
taught  Greenspan  that  government  ex- 


Greenspan  is  no  party 
animal,  but  he  has 
become  a  fixture  on  the 
Washington  social  scene 


ists  only  to  protect  individual  rights  an 
that  capitalism  is  the  most  moral  as  we 
as  the  most  efficient  economic  system. 

Yet  Greenspan  often  finds  his  libertai 
ian  philosophy  at  war  with  his  practic; 
streak.  As  chairman  of  President  Re; 
gan's  National  Commission  on  Social  St 
curity  Reform,  he  recommended  hot 
higher  taxes  and  enlarging  the  retin 
ment  system  to  cover  more  Americans 
Unlike  "Calvinist"  Volcker,  says  an  off 
cial  who  worked  with  both  men,  "Greei 
span  tends  to  say,  'This  is  the  way  th 
world  is,  and  I  must  deal  with  it.'  " 

Still,  his  first  instinct  is  always  to  f; 
vor  the  free  market.  Treasury's  Brad 
learned  that  last  winter,  when  he  wa 
fashioning  his  plan  to  forgive  som 
Third  World  debt 
Greenspan  couldn' 
block  the  plan  oui 
right,  but  he  wa 
able  to  persuad 
Treasury  to  scale  i 
back  and  procec 
more  cautiously. 
■  The  man-about- 
town.  An  owlish,  ii 
tensely  serious  mai 
Alan  Greenspan  isn 
anyone's  idea  of 
party  animal.  Ye 
this  wallflower  ha 
become  a  fixture  <> 
the  Washington  s< 
cial  scene.  A  Hfelon 
bachelor  save  for 
brief  marriage  in  t  h 
1950s,  Greenspa 
has  escorted  many  prominent  womci 
For  the  past  year,  his  constant  compai 
ion  has  been  NBC-TV  Capitol  Hill  corn 
spondent  Andrea  Mitchell,  and  the  t\\ 
frequently  entertain  such  longtim 
chums  as  Democratic  power  broker  Rdl 
ert  S.  Strauss,  Defense  Secretary  Rid 
ard  B.  Cheney,  and  financiers  Frank  < 
Zarb  and  Felix  Rohatyn,  as  well  as  ¥<• 
colleagues. 

Several  times  a  week,  Greenspa 
plays  a  set  or  two  of  tennis.  Frequei 
partner  Angell  describes  the  chairma 
as  "a  backcourt  player.  I'm  more  tii 
McEnroe  type— charge  the  net,  force  th 
shot.  But  he's  a  Borg — stay  back  an 
place  the  ground  strokes." 

That  slow-and-steady  baseline  styl 
best  describes  monetary  policy  in  Greet 
span's  Fed.  Past  anti-inflation  can 
paigns  have  produced  recessions  1" 
cause  the  central  bank  hesitated  to 
long  and  then  clobbered  the  economy 
This  Fed  squeezed  gradually  for  nearl 
a  year  and  a  half,  waiting  to  see  th 
effect  of  each  move  before  taking  th 
next  step.  Some  officials  take  credit  f< 
this  approach — Angell  claims  he  an 
Johnson  plotted  the  Fed's  course  as  1: 
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BUICK  LeSABRE. 
THE  MOST 
TROUBLE  FREE  AMERICAN  CAR 


Until  now,  this  kind  of  quality  was  known 
only  to  an  elite  group. 
LeSabre  owners. 


According  to  one  measure,  J.D.  Power  and 
Associates,  there's  something  Buicl<  LeSabre  own- 
ers can  be  proud  to  know  and  something  ail  new- 
car  buyers  should  know.  The  faa  that  Buick 
LeSabre  is  the  most  trouble  free  full-size  car  sold  in 
America.*  Import  or  domestic. 

The  latest  J.D.  Power  and  Associates  Initial  Qual- 
ity Survey,  which  measures  things  gone  wrong 
with  new  vehicles  during  the  first  90  days  of  own- 
ership, marks  an  improvement  in  Buick  quality  for 


the  third  year  in  a  row.  And  today,  the  Buick  name- 
plate  ranks  among  the  most  trouble  free  American 
cars.  More  trouble  free  than  Lincoln  and  other  pres- 
tige cars  costing  thousands  more. 

Toour  way  of  thinking,  it  all  means  that  if  you're 
looking  for  quality,  you  should  look  down  the 
Great  American  Road  for  the  Buick  tri-shield.  The 
new  symbol  for  quality.  The  sign  of  your  Buick 
dealer. 

*J.D.  Power  and  Associates  1989  Initial  Quality  Survey  covering  Novem- 
ber and  December,  1988  Based  upon  owner-reported  problems  during 
the  first  90  days  of  ownership. 


GM 


The  Great  American  Road  belongs  to 


Let's  get  it  together  ..buckle  up. 
©1989  GM  Corp.  All  rights  reserved 


SUMPOI  TO  BUMP^  Plus 

See  your  dealer  for  terms  and 
conditions  of  the  limited  warranty. 


Howre  you  going  to  do  it? 

one  ever  made  tli(Mr  mark  in  business  by  doing  just  one  tbing 
at  a  time.  So  to  stay  competitive,  you  need  your  computers  to  do  a 
of  business  tasks  at  once. 

The  Genius  Of  Micro  Channel.  Tbat's  wbv  IBM 

developed  tbe  Personal  System/2  computcns  witb  Micro  Cbannel." 
Micro  Cbannel  is  like  a  multilane  bigbway,  so  information  can 
travel  in  lots  oi  directions  at  once.  With  optional  bus  master  cards, 
like  having  many  computers  in  one,  some  managing  printers 
and  lax  machines,  another  busy  calculating  a  spreadsheet  and  otb( 
working  on  graphics  or  transferring  data.  And  Micro  Channel 


IBM,  Pijtsonai  System/1'  and  PS/2  are  legisipred  'raaemarks  and  Micro  Channel  and  OS/2  are  trademarks  ot  Iniernaiional  Business  Machines  Corporation     1989  IBM  Corp 


PS/2  it 


es  all  of  this  with  remarkable  speed  and  reliability, 
tiirally,  a  PS/2®  with  Micro  Channel  runs  DOS  application 
d  add  OS/2  to  this  equation,  and  the  benefits  of  multitask- 
5  can  make  vou  and  vour  people  even  more  productive. 
The  Solution  Is  IBM.  The  PS/2  with  Micro  Channel 

II  provide  you  with  solutions  not  only  today  but  far  into 
"  future.  See  your  IBM  Authorized  Dealer  or 
M  marketing  representative.  For  a  dealer  near  you, 

II I  800  IBM-2468,  ext.  139.  And  see  how  much 
)re  you  can  do  when  you  PS/2  it!  a,s  ^-^i4^. 


back  as  January,  1986.  But  a  more  likely 
explanation  is  that  gradualism  resulted 
from  the  internal  tug-of-war  between 
hawks  and  doves:  "A  lot  of  people  like 
me  wanted  to  move  quickly,  and  others 
wanted  to  go  slowly,"  says  Cleveland's 
Hoskins. 

However  it  evolved,  the  course  of  ac- 
tion paid  off,  and  Fed  policymakers 
aren't  ready  to  drop  their  caution.  When 
the  FO.MC  gathered  on  July  5  to  set  its 
goals  for  the  next  18  months,  its  mem- 
bers seemed  ready  to  continue  easing — a 
little.  But  even  if  the  economy  touches 
down  gently,  the  struggle  will  go  on 


within  the  Fed.  Both  the  governors  and 
regional  presidents  have  committed  to 
the  goal  of  "price  stability" — bringing 
inflation  to  zero  and  holding  it  there. 
The  hawks  are  willing  to  keep  the  econo- 
my sluggish  for  a  long  time  to  achieve 
that  goal:  "You  can't  settle  for  one  or 
two  quarters  of  relatively  slow  growth 
and  expect  that  to  cap  and  cut  inflation," 
says  San  Francisco  Fed  President  Rob- 
ert T.  Parry.  But  the  progrowth  gover- 
nors prefer  a  less  painful  route:  Let  the 
economy  expand,  then  count  on  invest- 
ment and  rising  productivity  to  keep 
price  pressures  at  bay. 


Greenspan  will  continue  to  be  the  mai 
in  the  middle,  wheedling,  cajoling,  an( 
as  always,  poring  over  his  preciou; 
printouts.  "In  fiscal  policy,  you  can  sa} 
.the  desire  is  to  get  the  deficit  down  to  : 
for  the  fiscal  year,  and  you  know  u 
Sept.  30  if  you've  succeeded,"  Greenspai 
says.  "But  monetary  policy  is  around  tin 
clock,  24  hours  a  day,  forever.  You  nt\ 
er  reach  a  point  where  you  shut  up  shci] 
and  break  out  the  champagne.  N<i 
should  you." 

By  Mike  McNamee  in  Washington,  iviti 
Blanca  Riemer  in  Paris  and  John  Temjjii 
man  in  Frankfurt 


PUTTING  'KEYNES'S  HEAD  ON  MIITON  FRIEDMAN'S  BODY' 


uring  34  years  as  a  business 
[forecaster,  Alan  Greenspan 
learned  that  clients  aren't  inter- 
ested in  buying  ideology.  If  the  most 
accurate  forecast  results  from  a  mix  of 
monetarism  and  Keynesian  fiscal  the- 
ory, a  smart  forecaster  will  mix  away. 

The  same  spirit  lies  behind  P*  (pro- 
nounced P-star),  the  Federal  Reserve 
Board's  recently  unveiled  device  for 
measuring  the  effects  of  monetary  pol- 
icy. Inspired  by  a  research  request 
from  Greenspan,  the  new  indicator  is  a 
theoretical  mishmash,  "like  putting 
John  Maynard  Keynes's  head  on  Mil- 
ton Friedman's  body,"  says  Robert  V. 
DiClemente,  senior  economist  at  Salo- 
mon Brothers  Inc.  But  P*  could  prove 
to  be  useful  to  the  Fed  in  stabilizing 
prices  over  the  long  term. 

P*  addresses  the  fundamental  quan- 
dary of  monetary  policy:  How  to 
achieve  a  vital  objective — noninflation- 
ary  economic  growth — with  the  highly 
imprecise  tool  of  controlling  the  money 
supply.  The  task  shouldn't  be  difficult. 
Every  dollar  the  Fed  puts  out  changes 
hands  some  number  of  times  in  the 
course  of  a  year,  a  rate  known  as  the 
"velocity"  of  money.  Those  dollars 
times  velocity  equals  gross  national 
product — the  dollar  value  of  all  goods 
and  services  produced.  So,  theoretical- 
ly, by  controlling  the  money  supply, 
the  Fed  could  control  the  level  of  GNP. 
SHARP  SWINGS.  In  recent  years,  howev- 
er, central  banks  have  found  that  the 
link  between  money  supply  and  GNP  is 
tenuous.  Controlling  money-supply 
growth  is  tough,  and  financial  deregu- 
lation has  iuade.it  tougher.  As  interest 
rates  fluctuate,  the  demand  for  money 
shifts,  and  velociw  can  swing  sharply. 
But  over  long  periods  of  time.  Fed  re- 
searchers found,  the  velocity  of  a 
broad  measure  of  'he  money  supply, 
M2,  is  remarkably  stable:  Since  1955, 


$1  in  new  money  consistently  created 
$1.65  in  nominal  GNP. 

That  $1.65  in  output  could  mean 
more  widgets  or  higher  prices.  Keynes- 
ian theory  says  that  real  GNP  is  deter- 
mined by  productivity  and  the  size  of 
the  labor  force.  Keynesians  figure  po- 
tential or  full-employment  GNP  to  be 
the  output  that  would  be  generated  if 
labor  and  capital  resources  were  fully 
utilized.  Any  effort  to  push  GNP  above 
this  potential  yields  higher  prices,  not 
more  output.  Most  economists  agree 
that  potential  GNP  is  growing  by  2'/2% 
to  3%  a  year. 


A  NEW  PRICE  INDEX 
SIGNALS  EASING  PRESSURE 
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EST. 


By  multiplying  the  quantity  of  M2  in 
circulation  by  1.65  (its  long-term  veloci- 
ty) and  dividing  by  potential  GNP,  Fed 
researchers  arrive  at  a  number  they 
call  P*.  Then  they  compare  P*  with  the 
economy's  actual  price  level — call  it  P. 
If  P*  is  above  P,  the  current  money 
supply  is  growing  too  quickly  relative 
to  potential  GNP,  and  inflation  will  rise 
after  a  lag.  If  P*  is  below  P,  the  money 
supply  is  growing  too  slowly  relative  to 
potential  GNP,  and  prices  should  back 
down. 

The  method  may  be  a  Frankenstein's 
monster  of  monetarism  and  Keynesian- 


ism,  but  the  Fed  staff's  work  shows 
that  it  has  an  impressive  track  record 
as  a  forecasting  tool.  And  currently,  P" 
is  sending  out  encouraging  inflation 
signals.  Estimates  for  the  second  quar- 
ter show  that  P*  dropped  below  P  for 
the  first  time  since  1984,  indicating 
that  the  Fed's  16-month  tightening 
campaign  is  going  to  pay  off  with  low 
er  inflation. 

UNPREDICTABLE.  But  the  relationship 
works  only  in  the  long  run,  and  no  one 
can  be  sure  when  the  payoff  will  come. 
When  P*  fell  below  P  in  1978,  inflation 
topped  out  two  years  later.  But  P*  has 
been  above  P  since  1984,  and  inflatioii 
didn't  accelerate  until  mid-1988.  "If: 
not  going  to  do  Fed-watchers  a  lot  of 
good  on  following  current  policy,"  says 
Stephen  H.  Axilrod,  a  former  senioi 
Fed  staffer. 

Nor  is  this  method  of  inflation-fort 
casting  universally  accepted  within  tli- 
Fed.  "P*  has  the  right  objective — pri.-i 
stability — but  I'm  worried  about  tha 
assumption  that  [potential  GNP]  grows 
at  just  2.5%,"  says  W.  Lee  Hoskins 
president  of  the  Cleveland  Fed  and  u 
leading  monetarist.  And  Fed  Vice 
Chairman  Manuel  H.  Johnson  warns 
that  "it's  risky  to  be  basing  policy  on 
two  variables  that  are  subject  to 
shocks  and  shifts." 

P*  has  a  friend  where  it  counts 
though.  For  Greenspan,  it  provides  an 
answer  to  critics  worried  about  the 
Fed's  stretch  of  tight  money  under  his 
guidance:  Since  P*  was  well  above  P 
when  the  Fed  campaign  began,  the  Fed 
has  simply  been  burning  off  excess 
money  that  otherwise  would  lead  to 
higher  prices.  Most  important,  P* 
might  help  Greenspan  achieve  long- 
term  price  stability — a  goal  that  he  be 
lieves  to  be  the  legacy  of  a  great  Feii 
chairman. 

By  Mike  McNamee  in  Washington 
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For  over  50  years,  Saudi  Arabia  and  the 
United  States  have  shared  a  dream  for  their  people. 


A  dream  fulfilled. 


The  July  1989  meeting  in 
Washington  of  King  Fahd 
of  Saudi  Arabia  and  Presi- 
dent Bush  underscores  the 
long-standing  friendship  of 
the  two  countries. 

For  over  a  half  century, 
Saudi  Arabia  and  the 
United  States  have  worked 
together  to  develop  a  special 
relationship.  One  based 


upon  not  only  common 
interests,  but  also  the  bonds 
of  trust  and  understanding. 


working  partnership  with 
the  United  States  has  helped 
make  the  goal  of  a  developed 


So,  during  the  last  five      economy  and  a  better  life  a 


decades,  the 
leaders  of 
Saudi  Arabia 
and  those  of  > 
the  United 
States  have 
met  a  num- 
ber of  times 
at  the  highest  levels  to  nur 
ture  this  deep  commitment 


King  Fahd  previews  model  of  Al  Jubayl 


reality.  Much  of  it 
in  partnership 
with  private  Amer- 
ican companies 
and  individuals. 

Entire  new  cit- 
ies  have  been 
carved  out  of  the 
desert.  Vast  industrial  com- 
plexes have  emerged.  The 


King  Fahci  UnivcrMH  oi  I'l  iiulcuiii  and  Minerals. 


King  Fahd  has  played  a  latest  transport  and  commu- 
key  role  for  the  past  40  years  nications  networks  criss- 
in  solidifying  the  relation-  cross  the  country.  Scrub 
ship,  first  as  Minister  of  deserts  have  become  fertile 
Education,  then  as  Minister 
of  the  Interior,  then  as 
Crown  Prince,  and  since 
1982,  as  King. 

Through  the  years,  this 

Prince  Sultan,  first  Saudi  in  space, 
witfi  Discovery  crew. 


farmlands.  Lush  wheat  has  gained  handsomely  as  a 
fields  have  sprung  up.  prime  partner  in  Saudi 
Desalination  projects  Arabia's  growth.  Billions  of 
abound.  A  massive  solar  dollars  in  products  and  ser- 
energy  program  designed  to  vices  from  every  state  have 
provide  ener- 
gy  for  the 
years  ahead  is 
under  way. 
Hospitals 
and  medical 
services,  edu- 
cational insti- 
tutions  and 


King  Kahlid  International  \ 


social-service  facilities  have 
become  exceptional  in  qual- 
ity. And  available  to  all  at  vir- 
tually no  cost. 

In  turn,  the  United  States 


been  purchased  by  Saudi 
Arabia.  In  40  of  the  44  years 
since  World  War  II,  the 
United  States  has  been 
Saudi  Arabia's  number-one 


trading  partner. 

Helping  the  people  of 
both  countries  to  under- 
stand each  other  better  has 
always  been  a  top  priority. 

Tens  of  thou- 
sands of  Saudi 
Arabians  have 
studied  in  col- 
leges and  uni- 
versities in  the 
United  States. 
While  hun- 
dreds of  thou- 
sands of  Americans  have 
worked  and  lived  in  Saudi 
Arabia  to  participate 
actively  in  the  Kingdom's 
development. 


Saudi  irrigated  farniiands 


ma 


Now,  new  dreams  to  share 


Saudi  Arabia's  concern  For 
the  day-to-day  w  elfare  of  peo- 


Saudis  using  latest  ciiniputer  sl  itrnce. 

pie  is  conditioned  by  two 
enduring  traditions:  Our  reli- 
gion. And  our  commitment 

,       P         ,  The  Grand  Mosque  in  Makkah  during  the  Hajj 

to  the  ramily. 

Islam  is  the 
vital  force  that 


Islam  preaches  equalit}'  and  a  reminder  that  e\en  w  hile 
the  rights  of  the  indix  idual.  It  Saudi  Arabia  has  more  than 
is  a  religion  of  peace  and  tol-  25  percent  of  the  w  orld's 
erance.  Our  faith  in 
God  is  a  way  of  life. 

For  us,  the  family 
has  always  been  a 
close,  mutually  rein- 


guides  and  sus- 


tains all  Muslims 
in  every  aspect  of 
their  dailv  lives. 


he  religion  of 


Schoolboys  in  Al-Ula. 

forcing  entity,  as  well  as  basic  proven  oil  reserves,  our  single 
and  central  to  society.  most  important  natural 

These  moral  principles  are     resource  is  our  people.  They 

are  our  hope. 
And  our  future. 

Today,  Saudi 
Arabia  looks  for- 
ward  to  even 
more  fulfilled 
dreams  with  the 
United  States. 


Saudi  Arabia  and  the  United  States: 
A  Unique  Relationship. 


Royal  Embassy  of  Saudi  Arabia.  Washington,  D.C. 


conomics 
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ARE  INVENTORIES 
REALLY  UNDER  CONTROL? 


For  now.  But  just-in-time  production  can't  do  the  job  alone 


Like  a  large  ship,  the  U.  S.  economy 
takes  time  to  turn  around.  In  past 
slowdowns,  factories  kept  churning 
)ut  cars  and  appliances  long  after  con- 
sumers shut  their  wallets.  Piles  of  un- 
sold goods  would  grow  until  they  got 
x)o  high  to  ignore,  and  then  it  was  too 
ate:  The  only  way  to  work  off  the  big 
nventories  was  to  shut  down  plants  and 
ay  off  workers  by  the  thousands. 

Now,  with  the  U.  S.  economy  slowing, 
;he  critical  queston  is:  Will  an  inventory 
juildup  turn  what  appears  to  be  a  soft 
anding  into  a  recession?  Retail  sales  fell 
n  May  and  June,  marking  the  first  two- 
•nonth  drop  since  the  stock  market  crash 
)f  1987.  There  were  declines  in  almost 
jvery  retail  sector,  with  autos  leading 
;he  way. 

rAKiNG  STOCK.  Up  to  now,  most  manu- 
facturers have  been  effective  in  match- 
ng  production  to  sales  and  keeping  in- 
ventories— finished  goods,  work-in- 
jrogress,  and  materials  and  supplies — 
inder  control.  The  key  indicator,  the  in- 
rentory-to-sales  ratio,  has  been  trending 
iownward  since  the  1982  recession 
chart).  "Businesses  are  not  going  to  get 
;aught  with  excess  inventories,"  says 
Rosanne  M.  Cahn  of  First  Boston  Co. 

But  many  are  skeptical  that 
:his  performance  can  continue. 
'Has  business  learned  how  to  es- 
cape recessions  by  using  comput- 
ers to  control  inventory 
levels?  I  wish  it  were  so," 
5ays  Paul  H.  O'Neill, 
chairman  of  Aluminum 
Zo.  of  America.  Sophi 
iicated  new  control 
ire  not  going  to  elimi- 
nate   buildups,  he 
says,  because  inev- 
itably "hope 
umphs  over  exped 
snce."  Robert  G. 
Dederick,  chief 
sconomist  at 
Northern  Trust 
Co.  in  Chicago, 
agrees:  "To- 
day's needed 
stocks  are 
tomorrow's 
excesses." 


The  auto  industry  exemplifies  the  per- 
ils of  complacency.  In  1988,  unexpected- 
ly strong  sales  helped  the  auto  compa- 
nies hold  their  inventories  down.  But  so 
far  this  year,  carmakers  have  been  un- 
willing to  ease  off  production  even 
though  sales  have  been  running  7.2%  be- 
hind 1988's  pace.  So  by  midyear,  new-car 
inventories  at  the  Big  Three  were  about 
25%  higher  than  last  year.  And  the  Japa- 
nese carmakers  operating  in  the  U.  S., 
pushing  hard  to  gain  market  share, 
aren't  in  much  better  shape. 

One  reason  for  the  buildup:  fear  of 
being  caught  short  if  demand  suddenly 
rebounds.  And  no  auto  maker  wants  to 
be  the  first  to  trim  output.  Indeed,  Gen- 
eral Motors  Co.  stepped  up  production  of 
some  cars  this  year  to  regain  market 
share.  Only  now  are  U.  S.  auto  makers 
cutting  overtime  and  extending  their 


INVENTORIES 
LOOK  LOW 
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normal  summer  shutdowns  for  retooling 
by  a  week  or  even  more  just  to  get 
output  back  to  realistic  levels. 

Retailers,  too,  soon  could  find  them- 
selves the  victims  of  too  much  optimism. 
According  to  the  Commerce  Dept.,  the 
inventory-sales  ratio  in  the  retail  sector 
has  been  on  a  gradual  upswing  since 
1983.  Yet  retailers  profess  not  to  be  wor- 
ried, reporting  that  their  inventories  still 
are  in  line  with  sales. 

But  the  increasing  importance  of  im- 
ports raises  some  doubts.  When  a  U.  S. 
retailer  orders  some  shirts  from  a  Hong 
Kong  factory,  they  are  not  counted  as 
part  of  the  official  U.  S.  inventory  statis- 
tics until  they  arrive  in  this  country.  And 
the  length  of  the  supply  pipeline  means 
that  imports  will  keep  coming  off  ships 
and  planes  even  after  demand  slows 
down  here.  In  1982,  imports  stayed 
strong  for  months  after  the  recession 
started.  Today,  goods  may  take  four  to 
six  weeks  to  arrive  from  Japan  and 
eight  to  nine  weeks  from  Thailand.  If 
sales  continue  to  weaken,  retailers  could 
find  themselves  awash  in  a  sea  of  for- 
eign goods  with  no  buyers.  Retailers 
might  then  sharply  cut  back  on  orders 
from  U.  S.  suppliers. 
SMALLER  BATCHES.  So  far,  most  indus- 
tries aren't  bulging  with  inventories. 
One  key  reason  is  the  greater  flexibility 
offered  by  just-in-time  systems,  which 
allow  manufacturers  to  match  produc- 
tion with  orders  more  closely.  For  exam- 
ple, in  the  past  five  years,  auto-parts 
suppliers  have  reduced  the  average  du- 
ration of  their  production  runs  by  45%, 
notes  Susan  R.  Helper,  an  economist  at 
Boston  University.  By  making  smaller 
batches,  companies  have  been  able  to 
keep  inventories  down.  But  the  same  in- 
novations that  help  reduce  in- 
ventories may  create  new 
problems.  Shorter  production 
runs  and  leaner  stocks  mean 
that  manufacturers  need  a 
smooth  flow  of  orders.  There- 
fore, production  schedules 
need  to  be  more  stable 
than  in  the  past. 

Inventories  can  be  easi- 
ly fine-tuned  when  the 
economy  grows  at  a  pre- 
dictable pace.  But  today, 
when  no  one  knows  just 
how   abruptly  demand 
may  shift,  the  low  inven- 
tory-sales ratio  may  give 
producers — and  econo- 
mists— a  false  sense  of 
security. 
By  Michael  J.  Mandel  in 
New  York,  with  Michael  Schroe- 
der  in  Pittsburgh  and  James  B. 
Treece  in  Detroit 
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$100,  $200  or  $500  back  on 
Zenith's  entire  line  of  laptop 
PC's?  Now  that's  what  I  call 
crunching  the  numbers." 
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$500 

REBATE 


Zenith  s  Laptop  Rebate  Offer 
Extended  to  September  30, 1989! 


0 


ZENITH  INNOVATES  AGAIN 

Get  world-class  rebates  of  up  to  $500  on  the  world's  number  one 
selling  battery-powered  portables''  from  Zenith  Data  Systems. 

The  Versatile  SupersPorf" 

The  SupersPort  is  so  versatile,  it  easily  adapts  to  your  computing 
style... to  give  you  economical  80C88  desktop  performance  to  go.  It 
also  features  your  choice  of  dual  3.5"720K  floppy  or  20MB  hard 
disk  storage.  Plus  Zenith's  Intelligent  Power  Management  Systenf." 
which  lets  yoM  control  power  usage  to  maximize  battery  life.  And 
a  dazzling  backlit  Supertwist  LCD  screen  for  superior  readability 
in  virtually  all  lighting  conditions. 

The  Number-One  Selling  SupersPorf"  286 

Today's  best  selling  286  battery-powered  portable*  offers  you  AT 
desktop  performance  anywhere  your  business  takes  you... to  tackle 
huge  spreadsheets,  files  and  databases.  SupersPort  286  also  features 
Zenith's  Intelligent  Power  Management  System""  for  over  four  hours  of 
battery  life.  And  a  backlit  Supertwist  LCD  screen  for  crisp  text  and 
dazzling  graphics.  All  to  make  you  number  one  on  the  road! 

The  Revolutionary  TurbosPort  "  386 

Ideal  for  advanced  financial,  scientific  and  engineering  applications, 
TurbosPort  is  a  small-footprint  Intel386™  desktop  that's  also  a  battery- 
powered  portable.  With  32-bit  power  A  40MB  hard  drive.  Even  a 
detachable  keyboard.  You  also  get  a  brilliant  Page  White™  display 
that  virtually  duplicates  printed-page  clarity.  And  our  Intelligent 
Power  Management  System  for  up  to  three  hours  of  battery  life. 

And  now  Zenith  crunches  the  numbers  again.  With  world-class 
rebates  of  up  to  $500.  So,  call  for  the  name  of  your  nearest  participat- 
ing Zenith  Data  Systems  authorized  dealer  today: 

1-800-553-0203 
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THE  QUALITY  GOES  IN  BEFORE  THE  NAME  GOES  ON' 


Source  Dat<iquest 


Graphics  siinulatr  Microsc  M  ■  Wmdnws.  <i  product  .md  iradcmark  of  Mlcrosofl  Corporation  InteDBb  is  a  trademark  ol  Intel  Corporation 
I  a  plop  Rebates  arc  only  av.nlahic  from  participatin)!  .mlhori/ed  Zenith  Data  Systems  dealers  until  September  30,  1989. 
All  rebate  claims  must  be  poMniarked  hv  October  15.  I9KSI 
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Finance 


CCOUNTINGI 


GOODWILL  IS  MAKING 
\  LOT  OF  PEOPLE  ANGRY 


Vrite-offs  of  intangible  assets  are  giving  service  companies  a  big  pain  in  the  earnings 


■  ^^Mhen  Philip  Morris  Cos.  gob- 
^Rwbled  up  Kraft  Inc.  for  $12.9 

IV  billion  last  year,  it  acquired  a 
assel  of  prizes  that  are  household 
ames  to  nearly  every  shopper  in  Ameri- 
a:  Velveeta  cheese  and  Chiffon  marga- 
ine,  to  mention  just  a  few.  Wall  Street 
as  applauded  vigorously,  sending  Philip 
lorris  stock  up  more  than  50%.  But  ac- 
ording  to  accountants,  Philip  Morris 
^as  taken  to  the  cleaners.  The  fair  value 
f  the  Kraft  assets,  say  the  bean 
ounters,  was  only  $1.3  billion.  The  dif- 
erence,  a  staggering  $11.6  billion,  or 
Off  of  the  purchase  price,  is  a  wispy, 
itangible  asset  known  as  goodwill. 
There  are  scores  of  issues  on  which 
westors  and  accountants  part 
ompany,  but  few  are  as  conten- 
lous — or  important — as  the  treat- 
lent  of  goodwill.  And  in  an  era 
f  megadeals,  the  balance  sheets 
f  U.  S.  companies  are  piling  it  up 
t  a  torrid  pace.  Because  of  the 
Iraft  deal,  Philip  Morris'  good- 
nil  climbed  to  $15  billion  from  $4 
illion.  That's  nearly  triple  its  net 
'orth  (table).  And  for  many  other 
ompanies,  especially  those  in 
onsumer  products  and  media, 
oodwill  is  becoming  an  ever 
irger  piece  of  the  balance  sheet. 
X  Gannett,  Dow  Jones,  and  Pep- 
iCo,  goodwill  and  other  intangi- 
les  make  up  more  than  SO^c  of 
et  worth. 

SLIPPERY  CONCEPT.'    All  that 

oodwill  is  bad  news  for  reported 
arnings.  U.  S.  corporations  must 
amortize"  or  write  it  off — with- 
ut  the  benefit  of  a  tax  deduction, 
hat  puts  American  companies  at 

disadvantage  when  bidding 
gainst  foreign  buyers  for  acqui- 
itions.  In  Britain,  companies 
on't  amortize  goodwill  at  the  ex- 
ense  of  earnings.  In  Japan,  West 
'ermany,  and  Canada,  they  do, 
ut  the  write-off  is  cushioned  by 
IX  breaks.  "If  there's  a  more 
lippery  concept  [in  accounting,]  I 
on't  know  of  it,"  says  Robert 
/illens,  an  accounting  analyst  at 
hearson  Lehman  Hutton  Inc. 

No  one's  advocating  doing 


away  with  goodwill  entirely.  Indeed,  it's 
a  "plug"  number  that  makes  a  balance 
sheet  balance.  When  one  company  buys 
another,  the  fair  value  of  the  physical 
assets  go  into  the  inventory  or  plant, 
property,  and  equipment  accounts.  The 
remainder  is  called  goodwill,  also  known 
as  "going  concern  value,"  and  is  classi- 


HOW  GOODWILL 
WEIGHS  ON  THE  BALANCE  SHEETS 

When  one  company  buys  another,  the  difference 
between  the  purchase  price  and  the  fair  value  of 
the  physical  assets  is  goodwill.  Most  companies 
put  it  under  the  heading  of  intangible  assets 


Company 

Intangible  assets 

Millions     Percentage  of 
of  dollars         net  worth 

VIACOM 

$2,468 

721% 

FRUIT  OF  THE  LOOM 

908 

352 

TELE-COMMUNICATIONS 

3,143 

261 

PHILIP  MORRIS 

15,071 

196 

COCA-COLA  ENTERPRISES 

2,935 

188 

BAXTER  INTERNATIONAL 

2,705 

87 

GANNEH 

1,526 

85 

DOW  JONES 

964 

83 

PEPSICO 

2,582 

82 

SHEARSON  LEHMAN  HUHON 

1,758 

76 

CAPITAL  CITIES/ABC 

2,217 

73 

EASTMAN  KODAK 

4,610 

68 

McGRAW-HILL 

507 

55 

GENERAL  ELEQRIC 

8,552 

46 

WASTE  MANAGEMENT 

838 

38 

CHRYSLER 

2,688 

35 

AMERICAN  HOME  PRODUQS 

643 

22 

XEROX 

1,089 

20 

GENERAL  MOTORS 

5,392 

15 

IBM 

717 

2 

I 


fied  as  an  intangible  asset.  In  that  light, 
it  makes  sense.  Kraft  spent  decades 
building  up  its  food  products,  and  con- 
sumer loyalty  to  the  Kraft  label  is  a 
valuable  asset. 

But  will  the  value  of  the  Kraft  name 
decline  to  zero  in  40  years?  That's  how 
Philip  Morris  has  to  treat  it,  deducting 
$290  million  a  year  from  earnings — 
about  $1.25  a  share.  While  assets  such 
as  machines  deteriorate  visibly,  it's  not 
so  easy  to  pinpoint  when  an  intangible  is 
losing  value.  The  write-off  is  "ludi- 
crous," says  Hans  G.  Storr,  Philip 
Morris'  chief  financial  officer. 
"It's  camouflaging  real  income." 

The  goodwill  rules  also  have  a  vast- 
ly different  impact  on  different 
industries.  In  capital-intensive 
businesses,  the  bulk  of  the  pur- 
chase price  can  be  attributed  to 
physical  assets.  Goodwill  is  not  a 
major  factor,  and  the  write-off 
does  not  chew  up  earnings. 

But  in  consumer  products  and 
media,  the  bulk  of  the  purchase 
price  is  goodwill.  If  Time  Inc.  suc- 
ceeds in  buying  Warner  Commu- 
nications Inc.,  nearly  $11  billion  of 
its  $14  billion  bid  will  result  in 
goodwill.  The  write-off — and  it 
could  be  more  than  $300  million 
annually — will  throw  Time's  re- 
ported earnings  into  the  red  for 
several  years,  even  though  it 
takes  no  cash  out  of  the  till.  "We 
have  an  accounting  system  that 
works  fine  for  bricks  and  mor- 
tar," says  Lee  Seidler,  senior 
managing  director  at  Bear, 
Stearns  &  Co.  "But  it  penalizes 
service  companies." 

Companies  didn't  always  have 
to  write  down  their  goodwill.  Pri- 
or to  1970,  goodwill  was  carried 
at  cost  and  cut  only  when  there 
was  evidence  that  the  asset's  val- 
ue was  diminishing.  That's  essen- 
tially what  some  would  like  to  see 
today.  "If  you  take  care  of  it,  the 
asset  lasts  indefinitely,"  says  Ro- 
man L.  Weil,  professor  of  ac- 
counting at  the  University  of  Chi- 
cago Graduate  School  of 
Business.  "But  bad  manage- 


DATA:  STANDARD  &  POOR  S  COMPUSTAT  SERVICES  INC. 
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MM  Mail.  Some  companies 
tliink  it's  just  for  messages. 


ig!  1989  AT&T 


Companies  that  use  it  for  a  lot 
more  call  it  sometliingelse. 

A  lifeline.  AT&T  Mail  has  become  so  useful  for  leading  corporations  in 
almost  every  industry  that  tliey  depend  on  it.  AT&T  Mail  is  ideal  to  transmit  any 
information  anywhere,  w(  )rldwide.  There's  even  a  fax  option.  And  since  the 
AT&T  Mail  software  can  integrate  into  any  application,  businesses  of  any  size  in 
every  industry  are  finding  new  uses. 

Hyatt  Hotels  utilizes  AT&T  Mail  to  move  information  from  their  hotels  to 
corporate  headquarters  in  Chicago.  Sinclair  Oil  uses  AT&T  MailTAI.K,  the 
syntliesized  voice  option,  to  notify  customers  of  llucmations  in  oil  prices  on  a 
daily  basis.  A.M.  Best  includes  AT&T  Mail  as  part  of  an  on-line  information 
.service  to  the  insurance  industry.  The  Society  of  Telecommunications 
Consultants  distributes  information  to  members  on  upcoming  activities  and 
coordinates  company  communications. 

So  if  your  busine.ss  needs  tlie  most  up-to-date,  efficient  way  to  enhance 
productivity  and  send  information,  for  your  business  survival,  the  an.swer 
is  AT&T  Mail.  Call  your  AT&T  Account  Executive  or  1  800  367-7225,  Ext.  4167 


^AT&T 


The  right  choice. 
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ment  can  destroy  it  quickly,  too." 

Accountants  made  the  write-off  of 
goodwill  mandatory  because  some  man- 
agers were  loath  to  recognize  that  the 
value  of  intangibles,  such  as  brand 
names,  had  eroded.  "The  goodwill  write- 
off is  only  a  compromise,"  says  Arthur 
R.  Wyatt,  a  partner  at  Arthur  Andersen 
&  Co.  "But  no  one's  yet  come  up  with  a 
better  solution." 

UNFAIR  ADVANTAGE.  U.  S.  companies  can 
also  be  hurt  by  the  goodwill  write-off  in 
international  deals.  Seidler,  among  oth- 
ers, thinks  that  goodwill  helped  two  Brit- 
ish advertising  giants,  Saatchi  &  Saatchi 
PLC  and  WPP  Group  PLC,  swallow  up 
U.  S.  advertising  agencies.  As  service 
businesses,  nearly  ail  the  purchase  price 
of  the  companies  wound  up  as  goodwill. 
The  British  don't  have  to  charge  it  off 
before  reporting  earnings  on  their  prof- 
it-and-loss  statement.  Instead,  they  turn 
directly  to  the  balance  sheet  and  deduct 
the  goodwill  from  retained  earnings. 
That  can  make  a  company  look  precari- 
ously leveraged.  To  remedy  that  prob- 
lem, a  few  aggressive  British  companies 
have  begun  to  shore  up  their  balance 
sheets  by  creating  an  entry  called  intan- 
gible assets,  just  as  it's  called  in  the 
U.  S.  But  they  don't  have  to  amortize  it. 
The  bottom  line:  Since  the  accounting 
for  acquisitions  doesn't  penalize  earn- 
ings, the  British  can  outbid  the  U.  S. 

That  advantage  is  under  fire  in  Brit- 
ain. The  British  Accounting  Standards 
Committee  is  weighing  a  proposed  move 
to  a  U.  S. -style  treatment  of  goodwill. 
That  would  coincide  with  a  proposal 
from  the  International  Accounting  Stan- 
dards Committee,  which  has  proposed  a 
goodwill  rule  that  would  write  off  the 
asset  over  five  years,  though  the  period 
could  be  extended  to  as  much  as  20 
years  if  the  company  could  justify  it.  If 
adopted  in  the  U.  S.,  that  standard  would 
be  even  more  punishing  on  reported 
profits. 

Of  course,  some  dealmakers  say  that 
goodwill's  distortion  of  profits  doesn't 
matter  much,  because  the  smart  money 
knows  what's  going  on  anyway.  "We've 
never  backed  off  an  acquisition  because 
of  the  goodwill,"  says  Douglas  H. 
McCorkindale,  chief  financial  officer  of 
Gannett  Co.,  the  media  giant. 

Still,  McCorkindale  says  it  has  taken  a 
long  time  for  Wall  Street  to  realize  that 
goodwill  "is  an  accounting  charge  with- 
out any  substance."  That  could  be  true 
for  GaniK^tt,  Philip  Morris,  and  a  few 
others.  But  if  scores  of  companies  start- 
ed reporting  big  losses  just  because  of 
goodwill,  shareholders  would  surely 
start  screaming. 

By  Jeffrey  M.  Laderman,  with  Leah  J. 
Nathans  in  Neu  York,  Mark  Maremont  in 
London,  and  Ted  /{olden  in  Tokyo 


COMMODITIES! 


FERRUZZI'S  GARDINI  CLAIMS  THE  BOARD  COST  THE  ITALIAN  GRAIN  GIANT  ITS  GOOD  NAME 


WHY  THE  PITS 

ARE  SICK  OYER  SOYBEANS 


The  Chicago  Board  of  Trade's  directive  sent  prices  tumbling 


As  a  rule,  traders  in  agricultural 
commodities  at  the  Chicago 
Board  of  Trade  deal  in  a  single 
product — paper.  When  futures  contracts 
expire,  they  are  usually  in  the  hands  of 
food  processors  or  farmers,  who  then 
accept  or  deliver  the  commodities  at  two 
warehouses — one  in  Chicago  and  one  in 
Toledo.  It's  an  utterly  uncontroversial 
system — unless,  of  course,  someone 
tries  to  corner  the  market  by  buying 
contracts  for  more  bushels  than  there 
are  in  the  warehouses. 

That's  what  allegedly  occurred  when 
Italian  agribusiness  giant  Ferruzzi  Fin- 
anziaria  supposedly  tried  to  corner  the 
soybean  market  by  accumulating  4,600 
contracts  representing  23  million  bush- 
els. As  a  result,  the 
CBOT  on  July  11  or- 
dered all  traders  to 
cut  their  positions  to 
no  more  than  1  mil- 
lion bushels  of  soy- 
beans— a  directive 
that  caused  soybean 
prices  to  tumble 
(chart).  And  there 
may  be  a  repetition 
of  this  fiasco.  The 
CBOT  won't  change 
its  delivery  system, 
which  critics  blame 
for  the  tumult. 
Board  of  Trade  of- 


THE  RISE  AND  FALL 
OF  BEANS 
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S0Y8EAN  FUTURES  CONTRACTS 


JUNE  12  JULY  3  JULY  18 

▲  DOLURS  PER  BUSHEL,  CHICAGO  BOARD  OF  TRADE 

DATA:  BRIDGE  INFORMATION  SYSTEMS,  INC 


ficials  insist  they  had  to  intervene  t 
preserve  "fair  and  orderly  markets."  Ir 
deed,  with  only  13  million  bushels  of  th 
hairy  legume  actually  in  CBOT-designai] 
ed  warehouses  in  Chicago  and  Toled 
and  Ferruzzi  intending  to  take  deliver 
of  its  23-million-bushel  trading  positiorj 
a  squeeze  was  building  as  the  July  2 
expiration  date  approached.  Soybeai 
sellers  unable  to  make  delivery  woul' 
rush  to  cover  their  "short"  positionsj 
Presumably,  prices  would  have  jolte 
upward  and  then  collapsed  after  expir£| 
tion,  leaving  in  the  wake  a  slew  of  inso 
vent  trading  companies.  There  woul 
have  been  "dramatic  long-term  implicE 
tions  for  the  Board  of  Trade,"  explain 
Karsten  "Cash"  Mahlmann,  chairman  o^ 
the  CBOT.   He  say 
Ferruzzi  refused 
reduce  its  positioi 
despite  "jawboning  ji 
by  the  CBOT.  "Th|;' 
exchange  should  noil 
be    considered  ji 
source   of  suppljii 
and  any  market  par 
ticipant  knows  that,r 
says  Mahlmann. 

Ferruzzi  reject; 
the  notion  that  i' 
was  trying  to  eng.: 
neer  a  squeeze  o 
the  market.  The  M 
lan-based  company 
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A  Different  View. 


How  you  look  at  the  world  often  depends  on  where 
you  stand.  As  a  global  bank  whose  vantage  point 
is  the  western  U.S.,  Bank  of  America  offers  a  fresh 


perspective  on  world  markets.  A  distinct  outlook 
that  points  the  way  to  new  solutions.  And  a  view  of 
your  needs  that  extends  beyond  today's  transaction. 


The  Golden  Gate  Bridge, 
photographed  by  Alan  Ross. 


m 

Bank  of  America 
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one  of  the  world's  biggest  grain  dealers, 
is  vowing  to  sue  the  CBOT.  "Everybody 
now  knows  that  Chicago  is  finished," 
says  Ferruzzi  CEO  Raul  Gardini.  "We've 
lost  Chicago  as  a  market  now.  After 
this,  who  is  going  to  go  there  and  take 
risks  anymore?"  Gardini  says  his  dam- 
ages "are  in  the  billions  of  dollars.  The 
image  of  our  group  has  been  hit,  and 
that's  worth  billions."  Traders  say  Fer- 
ruzzi's  losses  may  have  been  as  high  as 
$50  million. 

SHAKEN  CONFIDENCE.  Even  if  the  CBOT 
isn't  "finished,"  the  exchange  has  cer- 
tainly shaken  the  confidence  of  scores  of 
farmers,  grain  brokers,  and  investors 
who  trade  there.  Traders  howled  that 
the  cbot's  meddling  bailed  out  short-sell- 
ers— including,  Gardini  charges,  his  com- 
petitor, Cargill  Inc.  The  CBOT  denies  that 
it  succumbed  to  outside  pressure,  and 
Cargill  says  it  closed  its  July  bean  posi- 
tion in  mid-June.  The  company  denies 
pressuring  the  CBOT. 

Despite  the  CBOT's  controversial  ac- 
tion, the  exchange  remains  vulnerable  to 
manipulation  because  of  its  stringent  re- 
quirements for  delivery  of  beans.  In- 
deed, the  quirks  of  delivery  seem  to  sup- 
port the  view  that  Ferruzzi  was  trying 
to  "squeeze"  short-sellers.  Shipping 
sources  say  Ferruzzi  quietly  shipped 
beans  out  of  Chicago  and  Toledo  in  June 
and  early  July,  reducing  holdings  there 
so  the  company  could  later  claim  an  eco- 
nomic need  for  delivery  on  the  July  con- 
tracts. Ferruzzi  then  held  onto  its  con- 
tracts even  though  beans  at  the  Gulf  of 
Mexico,  its  major  shipping  point,  were 
selling  at  prices  below  Chicago's.  A 
squeeze  would  have  boosted  bean  prices, 
turning  Ferruzzi's  money-losing  position 
into  a  winning  one.  Ferruzzi  has  no  com- 
ment on  the  contention  that  it  shipped 
beans  out  of  Chicago  and  Toledo  in  June 
and  July. 

Once  it  appeared  that  a  corner  may 
have  been  in  the  works,  the  CBOT's  only 
reasonable  alternative  to  forcing  traders 
to  reduce  their  positions  was  to  allow 
delivery  in  locations  other  than  Chicago 
and  Toledo.  That's  a  step  the  exchange 
has  never  taken  before,  but  it's  one  the 
CBOT  could  take  to  prevent  another  such 
crisis.  More  delivery  points  would  make 
it  harder  for  a  potential  manipulator  to 
control  the  futures  market.  CBOT  Chair- 
man Mahlmann  says  a  committee  is 
studying  changes  in  delivery  require- 
ments, but  he  thinks  the  two-city  ware- 
house system  is  adequate:  "You  don't 
have  to  have  the  whole  country  avail- 
able" for  delivery,  he  says.  That  think- 
ing might  be  easier  to  accept  if  the  in- 
tegrity of  the  marketplace  didn't  depend 
on  the  CBOT  being  right. 

By  Damd  Greising  in  Chicago,  with  Johti 
Rossant  in  Rome 


MARKETS  I 


WILL  THE  AMEX  AND  PHILLY 
TEAM  UP  AGAINST  CHICAGO? 


The  East  Coast  exchanges  may  merge  their  options  trading 


When  it  comes  to  equities,  the 
American  Stock  Exchange  has 
always  been  in  the  bush 
leagues,  dwarfed  by  the  prestigious 
New  York  Stock  Exchange.  But  the  nim- 
bler Amex  has  been  able  to  carve  out  a 
niche  as  a  major  exchange  in  the  fast- 
growing  options  market. 

Now,  the  Amex  is  going  for  the  gold: 
It's  negotiating  with  the  Philadelphia 
Stock  Exchange  (PHLX)  to  combine  all  op- 
tions trading  under  one  roof  in  New 


THE  AMEX'  LEIBLER:  SPEARHEADING  TALKS 


York.  If  the  two  East  Coast  exchanges 
consummate  the  union,  the  newer,  im- 
proved Amex  could  wrestle  with  Chicago 
for  leadership  in  the  options  market.  "It 
would  dramatically  enhance  our  options 
business,"  says  Kenneth  R.  Leibler,  the 
40-year-old  Amex  president,  who  has 
been  spearheading  the  merger  talks. 

The  impetus  for  consolidation  came 
from  a  Securities  &  Exchange  Commis- 
sion attempt  to  make  options  trading 
more  competitive.  In  May,  the  SEC  ruled 
that  beginning  in  1990,  many  options  can 
be  traded  on  more  than  one  exchange. 
That's  great  news  for  both  the  Chicago 
Board  Options  Exchange,  which  has  44% 
of  the  stock-option  trading  volume,  and 


the  Amex,  with  a  tidy  28%  market  shar( 
Both  stand  to  grab  some  of  the  heavil 
traded  options  that  are  listed  only  on  th 
PHLX  and  Pacific  Stock  Exchanges. 

The  smaller  exchanges  can  also  reac 
for  some  of  the  option  plums  on  th  | 
bigger  exchanges,  such  as  IBM  on  th  ! 
CBOE  and  Digital  Equipment  Corp.  o 
the  Amex.  But  the  PHLX,  with  only  12' 
of  the  equity-option  volume,  and  the  P; 
cific  exchange,  with  13%',  will  find 
much  harder  to  attract  option  trader 
from  the  CBOE  and  the  Amex. 
'MAJOR  SYNERGIES.'  In  danger  of  becon 
ing  obsolete,  the  PHLX  is  reluctantly  er  j 
tertaining  Amex'  advances.  The  benefit  ! 
are  hard  to  ignore.  Merging  both  t'> 
changes'  options  business  on  the  Amc 
floor  in  New  York  would  mean  greatc 
liquidity,  a  deeper  capital  base,  and  mor 
money  to  invest  in  automated  system 
and  joint  marketing.  Says  Jeffrey  I 
Lane,  Amex  vice-chairman  and  Shearso 
Lehman  Hutton  Inc.  president:  "Ther 
are  major  synergies  between  the  two  e> 
changes  that  would  give  them  a  sign  1 1 
cant  competitive  advantage." 

The  combination  is  especially  popula  j 
with  the  big  brokerages  that  are  botl  i 
exchanges'  largest  customers.  "It  wouli 
save  money.  You  don't  need  as  man;  i 
people  on  as  many  floors,"  says  Howan  j 
M.  Brenner,  an  Amex  governor  and  ; ! 
director  of  Drexel  Burnham  Lamber 
Inc.  Brenner  arranged  the  first  meetinjj 
between  Leibler  and  Nicholas  A.  Gior  i 
dano,  president  of  the  PHLX. 

But  it's  a  tough  sell  both  in  Philadt 
phia  and  New  York.  Members  of  tin 
Philadelphia  exchange  want  an  ev(  i 
trade  of  seats.  One  big  problem:  A  PHI/ 
seat  is  worth  about  $50,000,  while  ;ii 
Amex  seat  goes  for  $180,000.  "If  tht  ^ 
can't  make  it  attractive  enough,  there'; 
not  going  to  be  a  deal,"  insists  Giordano 
who  also  says  he  has  been  approache( 
by  two  other  major  exchanges. 

If  a  deal  does  emerge  from  the  [irelim 
inary  talks,  it  must  be  approved  not  onl^ 
by  the  members  of  both  exchanges  bu 
by  the  .SEC.  Nonetheless,  as  one  Ame) 
specialist  says,  in  the  new  world  of  elec: 
tronic  trading,  "consolidation  wouk 
make  so  much  sense." 

By  Leah  J.  Nathans  in  New  York,  will 
Joseph  Weber  in  Philadelphia 


78  BUSINESS  WEEK/JULY  31,  1989 


FINAr 


Thanks  to  Orade,  thousands 
of  IBM  and  DEC  customers 
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It's  long  been  a  goal  of  computer  vendors  to  lock  you 
into  their  hardware  forever,  by  providing  proprietary  oper- 
ating environments,  data  systems  and  applications.  Only 
one  company  in  the  entire  world  lets  you  choose  whatever 
computer  you  want.  That  company  is  Oracle  Corporation. 

Which  is  why  computer  users  are  excited  about  Oracle 
software.  Because  Oracle  makes  all  your  computers  and 
operating  systems  from  all  your  vendors  appear  to  be  a 
single  system  to  your  users.  Because  you  can  start  your 
business  on  a  PC  and  take  your  applications  with  you  as 
you  grow  into  minis  and  mainframes.  Because  you  can  use 
whatever  computer  or  network  you  want.  Because  your 
investments  in  training,  documentation  and  development 
will  continue  to  pay  dividends,  no  matter  which  hard- 
ware vendor  you  use. 

Breathe  easier  Find  out  how  Oracle  can  make  you 
hardware-vendor  independent.  No  one  else  can  do  it. 
No  one  else  is  even  trying.  Call  today  to  reserve  a  seat  in 
the  next  Oracle  Management  Conference  in  your  area. 
Call  I-8OO-345-DBMS,  ext.  8362  today. 


COMPATIBIUTY  •  PORTABIUTY  •  CONNECTABILITY 
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BY  GENE  MARCIAL 


WHICH  OF  lONE 
STAR'S  SUITORS  WILL 
GET  THE  DAHCE? 


Lone  Star  Industries  is  attracting  a 
crowd.  A  European  company  try- 
ing to  wait  out  the  slump  in  the 
cement  industry  is  said  to  have  decided 
to  go  ahead  with  earlier  plans  to  make 
a  bid  for  the  U.  S.'s  largest  cement 
producer.  And  a  waste-disposal  compa- 
ny may  be  interested  in  Lone  Star,  too. 

Why  all  the  new  attention?  Last 
month,  one  of  America's  sawiest  cor- 
porate raiders,  Harvey  Weinberg, 
bought  a  5%  stake.  And  Hawaii-based 
Weinberg  has  a  long  history  of  stick- 
ing around  until  he  gets  what  he  wants 
from  the  companies  he  buys  shares  in. 

The  betting  now  is  that  Weinberg 
will  increase  his  holdings  to  gain 
enough  clout  to  push  Lone  Star  into 
selling  several  of  its  underutilized  as- 
sets, including  real  estate  properties  in 
Hawaii,  and  subsequently  repurchas- 
ing shares.  Weinberg  has  amassed  a 
fortune  estimated  at  more  than  $1  bil- 
lion from  his  aggressive  forays  in  sev- 
eral companies,  including  Hawaiian 
Airlines,  Amfac,  People's  Drug  Stores, 
and  Alexander  &  Baldwin. 

"He  has  compiled  a  phenomenal  rec- 
ord of  purchasing  distressed  or  under- 
utilized companies,  sharply  cutting  op- 
erating costs,  and  selling  at  large 
profits,"  says  one  investment  strate- 
gist. Right  now,  Lone  Star  is  selling  at 
31,  below  its  book  value  of  $39  a  share. 
One  takeover  pro  estimates  Lone 
Star's  takeover  value  to  be  $45  a  share. 

Lone  Star  may  easily  be  worth  that 
much  to  a  foreign  building-products 
company.  U.  S.  cement  makers  have 
been  frequent  takeover  targets  of  for- 
eign producers,  who  now  control  60% 
of  the  U.  S.  industry. 
HOT  PROPERTY.  More  intriguing  is  the 
possibility  that  a  waste-disposal  compa- 
ny is  interested.  The  kilns  in  which  ce- 
ment is  made  generate  enormous 
amounts  of  heat  and  are  therefore  effi- 
cient incinerators.  They  can  safely  dis- 
pose of  hazardous  wastes — even  in  liq- 
uid form.  Lone  Star  and  Lafarge, 
another  major  cement  producer,  have 
been  processing  industrial  waste  at 
several  facilities,  which  suggests  that 
cement-making  may  indeed  be  com- 
bined with  the  business  of  hazardous- 
waste  disjiosal.  The  implications  for 
profits  are  enormous  for  a  waste-dis- 
posal company  that  also  produces  ce- 
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ment.  Lone  Star  accounts  for  7%'  of 
U.  S.  capacity  and  also  makes  other 
construction  material,  including  sand, 
gravel,  and  ready-mix  concrete. 

Management  owns  about  14%  of  the 
stock,  with  Chairman  and  CEO  James 
Stewart,  who  has  purchased  more  than 
25,000  shares  in  the  past  12  months, 
owning  some  13%  of  management's 
stake.  A  spokesman  declined  to  com- 
ment on  the  takeover  rumors. 


HONEYWELL  MAY 
STILL  BE  SWEET 


Ioneywell's  stock  took  a  beating 
on  July  14.  It  had  soared  15 
points  two  weeks  ago  after  this 
column  reported  rumors  that  General 
Electric  was  interested  in  a  friendly 
acquisition  of  the  company.  Honeywell 
shares,  up  as  high  as  86,  slumped  5 
points  after  GE  denied  the  rumor  in 
response  to  an  inquiry  from  the  New 
York  Stock  Exchange. 

But  some  pros  still  believe  that  Hon- 
eywell is  in  play.  Though  GE  isn't  inter- 
ested, they  see  a  lot  of  reasons  to  buy. 
In  fact,  the  stock  jumped  2V4  points  on 
July  18  and  an  additional  1%  points  on 
July  19.  "We  think  Honeywell  is  gone," 
says  a  New  York  money  manager, 
"unless  it  moves  quickly  to  avert  a 
takeover."  Management  is  "under  in- 
creasing pressure  to  raise  Honeywell's 
stock  closer  to  its  estimated  breakup 
value  of  about  $146  a  share,"  says  an 
influential  New  York  research  firm  in 
a  soon-to-be-released  report. 

Since  May,  an  investor  group  called 
North  American  Partners,  led  by  Rich- 
ard Rainwater  and  Eddie  Lampert,  has 
increased  its  stake  in  Honeywell  from 


2.65%  to  nearly  5%,  says  the  researcl 
firm.  Rainwater's  group  is  "determinec 
to  take  control"  unless  demands  foi 
moves  to  boost  the  stock  are  satisfied 
The  group  sees  the  defeat  of  manage 
ment's  antitakeover  proposals  in  th( 
May  annual  meeting  as  an  endorse 
ment  of  its  position  by  shareholders. 

Lampert  says  that  Honeywell  is  ; 
market  leader  in  most  of  its  core  busi ' 
nesses,  which  the  stock  price  fails  ti 
reflect.  Honeywell  is  a  major  produce) 
of  automation  and  control  systems  foi 
housing,  industry,  and  aerospace.  li 
also  makes  munitions  and  defense  elec 
tronics  for  the  U.  S.  government. 

To  fight  the  Rain\vater  threat,  won 
is  that  management  will  either  sell  cn 
spin  off  to  shareholders  its  50%'  stakt 
in  Yamatake-Honeywell,  estimated  ti 
be  worth  $25  a  share  based  on  its  cur 
rent  market  value  cn  the  Tokyo  Stock 
Exchange.  Then,  the  pros  say,  the  com- 
pany will  buy  back  shares  or  declare  £ 
big  special  dividend.  Honeywell  de- 
clined to  comment. 


SPINNING  GOLD 
OUT  OF  SPINOFFS 


Always  in  search  of  the  undiscov- 
ered value,  investment  manager 
Mario  Gabelli  has  been  picking 
up  shares  of  jettisoned  divisions  of  big 
companies  that  are  restructuring.  "The 
restructuring  that's  going  on  has  creat- 
ed stocks  that  few  people  know  any- 
thing about,"  says  the  chairman  of  the 
Gabelli  Group,  which  includes  Gameo 
Investors  and  Gabelli  Equity  Trust. 

One  stock  that  Gabelli  deems  a  wor- 
thy find  is  Scotsman  Industries,  a  mak- 
er of  commercial  refrigerators  and 
freezers,  ice  makers,  soft-drink  dis- 
pensers, and  water  coolers.  It's  trading 
on  the  New  York  Stock  Exchange  at 
$13  a  share  after  being  spun  off  on 
Apr.  17  by  Household  International. 
"Scotsman  is  worth  as  much  as  $20  a 
share,"  says  Gabelli,  who  has  accumu- 
lated a  10%'  stake,  making  him  the  com- 
pany's largest  shareholder. 

Another  unit  that  Household  spun 
off  along  with  Scotsman  is  Eljer  Indus- 
tries, which  Gabelli  is  also  buying. 
Eljer,  a  maker  of  building  products, 
has  already  been  discovered:  Nortek, 
another  building-products  company, 
has  made  an  unwelcome  $32.50-a-share 
bid.  Nortek  now  owns  8%  of  Eljer's 
stock,  which  traded  at  28  before  the 
offer.  Gabelli  says  the  move  validates 
his  belief  that  spinoffs  are  underval- 
ued. He  won't  be  surprised  if  Scotsman 
attracts  a  bid,  too. 
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SOME  NAMES 
JUST  COMMUNICATE 
BETTERTHAN  OTHERS. 


BmisKarbjfnm 
William  Henry  Pratt 


Judy  Garhfui  was 
Frances  Gumm 


W.C.  Fields  was 
William  Clatide  Dukenfwld 


Chubby  Checker  was 
Frmst  Evans 


Harris/SMisnow 


The  right  name  is  more  than  just  | 
letters  placed  end  to  end.  It's  a  badge  of 
individuality.  Keeping  that  in  mind,  we 
at  Harris/3M  have  chosen  a  new  name. 
One  that  better  represents  our  world- 
wide line  of  copiers,  facsimile  and  voice 
products.  Anclone  that  communicates 
our  commitment  to  quality  and  excel-  ^ 
lent  customer  support .  Namely,  Lanier.  I  


Please  send  me  free  information  about  Lanier: 
□  Copiers  □  Fax  □  Dictation/Business  Phones 

What's  your  real  name? :  

Company  Phone  

Address  

City  


.  State . 


.  Zip_ 


BUSINESS  SVSTEMS  WORLDWIDE 
Send  to:  Lamer  Information  Ccnrer/P.O  Box  785/Davton,  OH  45401 
Or  Call:  1-800-543-9598 
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TEIECOMMUNICATIONS I 


PEOPLE  AREN'T  LAUGHING  AT 
U.S.  SPRINT  ANYMORE 


The  No.  3  long-distance  carrier  is  taking  business  from  AT&T  and  challenging  MCI 


William  T.  Esrey  found  the  invi- 
tation irresistible.  In  early 
1987,  the  late  James  E.  Olson, 
then  chairman  of  AT&T,  asked  Esrey, 
whose  United  Telecommunications  Inc. 
owned  rival  long-distance  carrier  U.  S. 
Sprint  Communications  Co.,  to  play  in 
the  .'\T&T  Pebble  Beach  National  Pro-Am 
golf  tournament.  For  the  first  two  days, 
Esrey  played  so  poorly  that  he  almost 
didn't  make  it  to  the  weekend  round. 
But  on  Saturday,  before  50,000  fans,  he 
shot  four  birdies  to  lead  the  field  with 
partner  Tom  Watson. 

It  was  one  of  those  moments  that  be- 
come the  stuff  of  legend.  U.  S.  Sprint 
was  a  poor  competitor  to  AT&T  then,  its 
costs  out  of  control  and  its  market  share 
lagging.  But  today,  it  is  on  the  verge  of 
a  miraculous  recovery.  With  just  87^  of 
the  market.  Sprint  is  still  third  in  the  $50 
billion-a-year  long-distance  business,  be- 
hind American  Telephone  &  Telegraph 
Co.  and  MCI  Communications  Corp.  But 
Esrey  has  turned  Sprint's  losses  into 
profits.  And  he  has  mounted  an  aggres- 
sive marketing  campaign  that,  he  says, 
leaves  "no  doubt  that  Sprint  will  grow 
faster  than  AT&T  and  MCI"— and,  some 
Sprint  executives  maintain,  eventually 
overtake  MCi. 

Eventually  may  be  a  long  way  off, 
considering  AT&T's  68%-  of  the  market 
and  MCl's  determination  to  increase  its 
127  share  and  stay  ahead.  Even  so, 
Sprint  and  its  parent  have  turned  the 
competition  in  long  distance  hotter  than 
the  barbecue  in  their  hometown  of  Kan- 
sas City,  Mo.  And  Esrey  isn't  stopping 
at  long  distance.  United  Telecom,  with 
annual  revenues  of  $6.5  billion,  also  has 
87  of  the  U.  S.  local  phone  business,  the 
only  major  carrier  with  both  services 
now  that  AT&T  has  been  broken  up.  "We 
are  sort  of  a  poor  man's  AT&T,  pre- 
divestiture,"  says  Chairman  Paul  H. 
Hecson. 

MAKiNG  8T  HAPPEN.  Once  United's  local 
phone  C(;inpanies  are  outfitted  with  the 
same  hielv-performance  fiber-optic  lines 
used  by  print,  the  slow-growth  local 
business  c;-,  i  he  transformed  into  a  pur- 
veyor of  evLry thing  from  voice  commu- 
nications to  information  services  and  ca- 
ble TV— theoretically  with  double-digit 


annual  growth  (page  86).  Esrey  is  plan- 
ning to  spend  more  than  $3  billion  on 
equipment  over  the  next  five  years  to 
make  it  happen.  "Our  aim  is  to  rise 
above  the  competition,"  says  Esrey,  "to 
become  the  best  telecommunications 
company  in  the  world." 

A  year  ago,  such  talk  would  have 
sounded  ludicrous.  Though  United  and 
its  partner  at  the  time,  GTE  Corp.,  had 


plus  a  407  chunk  of  a  10-year  contra 
to  rebuild  Uncle  Sam's  phone  system, 
project  the  government  says  could  tot 
$25  billion.  On  July  18,  Sprint  report* 
first-half  operating  profits  of  $75.6  m 
lion  vs.  a  $222.7  million  loss  a  year  ear 
er,  and  a  307^  gain  in  revenues,  to  ju 
over  $2  billion.  In  the  past  year.  United 
stock  has  soared  more  than  1007-,  on 
pacing  nearly  all  of  BUSINESS  week 
"  Top  1000,  a  listing  of  tl 
most  valuable  compani* 
in  the  U.  S. 
All  that  has  galvanizt 


spent  some  $5  billion  in  investments  and 
write-offs.  Sprint  had  produced  a  total  of 
$1.8  billion  in  losses  since  mid-1986.  Hav- 
ing had  enough,  GTE  agreed  to  sell  all 
but  207  of  its  stake  in  Sprint  to  United. 
Many  felt  GTE  was  getting  out  just  in 
time.  "People  were  wondering  if  we 
would  survive,"  recalls  Senior  Vice-Pres- 
ident John  R.  Hoffman. 

Today,  however,  "Sprint  has  gone 
from  a  laughing  stock  to  a  force  to  be 
reckoned  with,"  says  PaineWebber  Inc. 
analyst  Jack  B.  Grubman.  Sprint's  effi- 
cient fiber-optic  network  puts  it  on  the 
cutting  edge  as  a  communications  carri- 
er. And  because  customers  use  Sprint  as 
leverage  against  its  bigger  rivals,  it  has 
won  some  of  the  most  important  battles 
in  this  year's  long-distance  wans — includ- 
ing most  of  Sears,  Roebuck  &  Co.'s  esti- 
mated $125  million  in  annual  business. 
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i.e  competition.  AT&T,  once  about  as  ac- 
ve  "as  a  hibernating  bear,"  says  David 
orman.  Sprint's  national  accounts  man- 
ner, "has  come  storming  out  of  the 
ive."  Last  year,  it  wrote  down  $6.7  bil- 
)n  in  aging  equipment.  And  it  is  spend- 
g  $6  billion  to  modernize  its  network 
'er  the  next  two  years.  Without  Sprint 
1  its  heels,  AT&T  might  have  stretched 
it  those  expenditures.  By  August,  it 
ill  have  boosted  its  national  sales  force 
'  5,500  people,  equal  to  nearly  40%  of 
)rint's  entire  work  force.  And,  says  Jo- 
ph  P.  Nacchio,  director  of  AT&T's  busi- 
!ss  sales:  "I'll  get  more  if  I  need 
em."  He  adds:  "People  are  going  to 
ive  to  earn  the  business  they  take 
om  us.  They're  not  going  to  get  it  by 
ifault." 

Suddenly,  the  customer  is  king,  partic- 
ar!y  big  corporations.  "I  look  forward 
renegotiating  the  deal  I  did  with 
?&t"  in  April,  1988,  says  Si  Oilman, 
;ecutive  director  for  information  sys- 
ms  at  Ford  Motor  Co.,  which  has  given 
most  90%  of  its  $40  million  annual 
ng-distance  busmess  to  AT&T.  "I'm 
ire  I'll  get  a  better  deal  next  time,  and 
may  not  be  with  AT&T." 


For  AT&T,  MCI,  and  Sprint,  a  price  war 
is  the  obvious  danger.  "Unquestionably, 
it  could  happen,"  concedes  Esrey, 
though  the  effects  certainly  would  be 
cushioned  by  the  projected  10%  to  127" 
annual  growth  in  business  phone  usage 
over  the  next  several  years. 

Sprint's  challenge  is  to  undercut  AT&T 
enough — its  prices  are  now  about  10%- 
less — to  keep  stealing  business  but  not 
so  much  as  to  cause  retaliation  that 
could  wipe  out  margins  and  push  it  into 
the  red. 

That's  the  sort  of  high-wire  act  that 
Sprint's  leader  has  always  relished. 
Long  a  regular  at  Vail,  Colo.,  Esrey,  49, 
decided  last  winter  that  skiing  America's 
biggest  slope  was  too  tame.  So  he  took 
to  the  more  dangerous  sport  of  having  a 
helicopter  drop  him — skis  and  all — onto 
the  virgin  slopes  of  the  more  challenging 
Canadian  Rockies. 

Esrey  has  been  on  a  fast  track  since 
he  received  an  MBA  from  Harvard  Uni- 
versity in  1964  and  went  to  work  at 
AT&T,  where  his  father,  Todd,  once  ran 
its  Western  U.  S.  long-distance  opera- 
tions. At  29,  Bill  made  it  to  the  presiden- 
cy of  New  York  Telephone's  construe- 
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tion  unit,  staying  until  1970  when 
Nicholas  F.  Brady,  now  Treasury  Secre- 
tary, beckoned  him  to  join  the  invest- 
ment banking  firm  of  Dillon,  Read  &  Co. 
By  1980,  he  had  "made  more  money  than 
I  should  have"  and  joined  Henson's  Unit- 
ed as  chief  of  corporate  planning. 

Henson  had  been  looking  to  recast  Un- 
ited's  business.  He  and  Esrey  found  long 
distance  intriguing,  although  consultants 
and  other  United  executives  didn't.  "We 
knew  the  risks  were  substantial,"  recalls 
Esrey,  but  with  the  market  being  opened 
to  all  comers,  "you  seldom  have  opportu- 
nities like  this."  Henson  put  Esrey  in 
charge  of  the  business,  called  U.  S.  Tele- 
com, in  1982  and  two  years  later  made 
him  CEO  at  United  when  Henson  fell  ill 
with  liver  cancer. 

APOPLECTIC.  Soon  it  became  clear,  how- 
ever, that  U.  S.  Telecom  couldn't  make  it 
alone.  It  had  less  than  1%  of  the  market. 
And  its  plans  to  install  state-of-the-art 
fiber-optic  equipment  throughout  its 
23,000-mile  nationwide  network  would 
cost  at  least  $3  billion.  The  much  larger 
GTE  Sprint  faced  similar  investment  hur- 
dles, so  the  two  agreed  to  combine  their 
operations  into  U.  S.  Sprint. 

At  first  it  looked  as  if  nothing  could 
stop  the  young  challenger  and  its  ag- 
gressive marketing  team.  Charles  M. 
Skibo,  Sprint's  first  president,  doubled 
the  customer  base  to  5  million  in  one 
year,  using  ads  promoting  quality  "so 
clear  you  can  hear  a  pin  drop." 

But  big  problems  lurked  beneath  the 
surface.  The  partners  could  never  quite 
agree  on  how  to  properly  combine  their 
incompatible  long-distance  networks  and 
billing  systems.  As  a  result.  Sprint's 
transmission  quality  lagged  behind  that 
of  its  rivals,  and  many  customers 
weren't  getting  billed  for  calls,  causing 
huge  losses. 

With  Sprint  hemorrhaging  and  Skibo 
unable  to  improve  Sprint's  operations, 
GTE  became  apoplectic.  Within  a  year,  it 
wanted  out  of  Sprint,  even  though  Ski- 
bo's  replacement,  Robert  H.  Snedaker, 
had  done  a  lot  to  get  the  billing  opera- 
tions back  on  track.  Declares  GTE  Chair- 
man James  L.  "Rocky"  Johnson:  "It  was 
impossible  to  manage  Sprint  effectively 
in  the  context  of  a  50-50  joint  venture." 

While  Johnson  says  GTE  bailed  out  of 
Sprint  at  "a  fair  price,"  Wall  Street  isn't 
so  sure.  Johnson  cut  bait  just  as  Sprint 
was  turning  around,  and  several  ana- 
lysts think  the  $.585  million  he  got  from 
United  for  GTE's  30.1%  stake  was  inade- 
quate in  light  of  Sprint's  improvement. 
GTE's  payoff  "would  have  been  fair  only 
if  Sprint  had  been  a  reseller,  with  cus- 
tomers but  no  network  at  all,"  says  Mor- 
gan Stanley  &  Co.  analyst  Edward 
Greenberg.  Instead,  "GTE  valued  Sprint's 
state-of-the-art  network  at  zero." 

With  GTE  out  of  the  picture,  Esrey  has 
more  leeway  to  be  aggressive.  "The  psy- 
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chology  in  the  marketplace  has  chang^ed 
dramatically,"  he  says.  "It  used  to  be  a 
gutsy  move  to  shift  away  from  AT&T. 
Now,  people  wonder  if  you  don't  have 
multiple  vendors."  This  shift  also  aids 
MCI,  while  "AT&T  will  lose  more  share, 
even  if  it  fights  as  hard  as  it  can,"  says 
Ford's  Oilman.  Indeed,  Donaldson,  Luf- 
kin  &  Jenrette  Securities  Corp.  analyst 
Joel  D.  Gross  predicts  that  MCI  and 
Sprint  will  grow  at  nearly  30%  a  year 
over  the  next  two  years — about  five 
times  as  fast  as  AT&T.  And  PaineWeb- 
ber's  Grubman  believes  that  "in  five 
years,  there  will  be  virtually  no  differ- 
ence between  MCI  and  Sprint  in  size." 

Not  if  MCI  has  anything  to  say  about 
it.  "It  isn't  going  to  happen,"  vows  Ke- 
vin W.  Sharer,  MCl's  senior  vice-presi- 
dent for  sales.  Indeed,  $6  billion  MCl  is 
now  almost  50%  bigger  than  Sprint — and 
red  hot.  In  the  second  quarter,  ended 
June  30,  MCI  posted  a  YlW/«  increase  in 
net  income,  to  $150  million,  on  a  31%-  rise 
in  sales,  to  $1.6  billion.  Meanwhile,  AT&T 
is  wooing  Corporate  America  with  a  dis- 
count plan  called  Tariff  12  that  has  at- 
tracted such  heavy-volume  customers  as 
General  Electric  Co.  and  American  Ex- 
press Co. 

Wins  such  as  these  have  Esrey  work- 
ing furiously  to  introduce  new  products. 
On  deck  are  systems  that  will  automate 
"800"  calls  to  the  point  that  companies 
such  as  Sears  could  cut  their  phone  oper- 
ator staffs  in  half.  Another  new  develop- 
ment is  a  voice  card  to  allow  a  caller  to 
speak  into  a  phone  and  have  a  Sprint 
computer  recognize  the  voice  and  auto- 
matically bill  the  call.  Fifty  more  prod- 
ucts are  planned  for  1990.  To  improve 
customer  service,  Esrey  plans  to  build  a 
"university  of  excellence"  to  educate  all 
Sprint  employees.  Declares  Lawrence  L. 
Lake,  Sprint's  senior  vice-president  for 
product  management:  "We're  going  to 
lead  the  market." 

NEXT  QUEST.  To  do  that,  though,  Sprint 
will  also  have  to  increase  its  share  of  the 
$6  billion  international  market,  where  it 
is  dwarfed  by  AT&T  and  MCI.  Esrey  aims 
to  double  Sprint's  5%  share  by  1991.  A 
recent  deal  to  market  global  services 
with  Cable  &  Wireless  PLC  should  help 
him  do  it.  So  should  the  50%  stake  that 
Sprint  bought  in  C&w's  new  $450  million 
transatlantic  fiber-optic  cable. 

Barring  a  price  war,  Sprint's  success 
seems  all  but  assured  (charts,  page  83). 
If  .so,  United's  stock  "is  still  cheap," 
says  Morgan  Stanley's  Oreenberg.  "It's 
worti'i  $100  a  share." 

With  the  outlook  for  Sprint  improved, 
Esi-ey  plans  to  focus  more  on  United's 
next  quest:  transforming  its  local  phone 
business.  He'll  tap  a  new  chief  for 
Sprint  so  he  can  take  over  as  United's 
chairman  when  Henson,  who  has  recov- 


ered from  his  cancer,  retires  next  year. 

By  the  mid-1990s,  Esrey  expects  regu- 
lators to  allow  phone  companies  into 
businesses  such  as  cable  television  and 
electronic  publishing.  And  he'll  get 
ready  for  this  by  installing  fiber-optic 
cable  in  homes.  The  goal  is  to  pump  not 
only  phone  calls  and  cable  TV  to  his  cus- 
tomers but  also  voice  mail  and  home 
security  systems — thus  doubling  the  5% 


growth  rate  of  United's  $2.5  billion  loc: 
phone  business. 

Esrey  is  the  first  to  concede  that  ;i 
his  plans  may  not  go  smoothly.  Bi 
then  they  hardly  ever  do.  That's  wht 
you  can  use  a  CEO  who  can  shoot  a  fe 
birdies. 

By  William  C.  Symonds  in  Kansas  Cif 
u'ith  John  J.  Keller  in  New  York,  Ti. 
Smart  in  Washington,  and  bureau  repo,  / 


FIBER  OPTICS:  GETTING  CHEAP  ENOUGH 
TO  START  REWIRING  AMERICA 


It  could  mean  no  more  trips  to  the 
video  rental  store.  Thanks  to  fiber 
optics,  by  the  mid-1990s  consumers 
may  be  able  to  have  movies  sent  over 
the  phone  by  punching  a  button — with- 
out leaving  their  La-Z  Boys.  After  a 
decade  of  rewiring  to  improve  long-dis- 
tance phone  service,  the  cost  of  optical 
fiber  has  dropped  to  within  hailing  dis- 
tance of  copper  wire. 
Now,  local  phone  com- 
panies plan  to  run  fi- 
ber cable  to  American 
homes  and  deliver  a 
wide  array  of  new 


FIBER'S  NEXT 
BOOM? 


▲  MILLIONS 


services. 

Each  of  the  hair-thin 
strands  of  glass  han- 
dles 16,000  phone  calls 
at  once,  vs.  24  for  cop- 
per wire.  So  fiber  can 
transmit  conversations 
and  gobs  of  data — 
high-definition  TV  sig- 
nals, for  example — simultaneously. 

Filling  fiber-optic  pipelines  should 
mean  more  traffic  and  profits  for 
phone  companies — but  not  overnight. 
Because  of  labor  costs  and  complex 
electronics,  the  price  of  fiber-optic  ca- 
bling still  runs  about  $3,000  per  new 
house — twice  the  price  of  copper.  The 
Baby  Bells,  which  account  for  some 
75%  of  the  local  phone  business  in  the 
U.  S.,  also  complain  that  regulatory 
hurdles  reduce  their  incentive  to  install 
fiber.  They  are  now  largely  restricted 
from  creating  or  owning  the  informa- 
tion that  will  spill  through  the  cables. 
GLASS  HOUSES.  Still,  Bell  Atlantic,  U.  S. 
West,  Southwestern  Bell,  BellSouth, 
and  Contel  have  fiber  connections  to 
homes  in  16  communities.  Bell  Atlantic 
and  BellSouth  have  won  special  ap- 
proval from  the  Federal  Communica- 
tions Commission  to  carry  cable  TV.  In 
Cerritos,  Calif.,  GTE  Corp.  will  begin 
transmitting  voice,  video,  and  data 
over  fiber  to  600  houses  within  a  year. 
By  1999,  17  million  U.S.  houses  and 
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small  businesse.s — about  15%  of  the  in 
tal — will  use  fiber,  predicts  market  re 
searcher  ElectroniCast. 

Makers  of  fibei^-optics  gear  expect  ;i 
boom.  The  first  fiber  wave,  which  bf 
gan  13  years  ago,  started  slowing  m 
1986  as  phone  companies  completed 
backbone  networks.  Now,  the  action  r- 
shifting  to  links  between  phone  comji;i 
nies  and  customers 
Replacing  those  lines 
which  account  for  hall 
of  all  phone  wires, 
should  triple  American 
fiber-optics  sales,  tdi 
$2.9  billion,  by  1992,  i 
says   KMI  Corp., 
Newport  (R.  I.)  mark; 
researcher. 

Siecor  Corp.,  a  lead 
ing  supplier  of  fibr 
optic  cable,  says  tli;^ 
could  mean  a  doublin  g 
of  annual  sales  duriii  . 
most  of  the  1990s,  vs.  10':'^  gains  no^ 
Next  year,  AT&T  Network  Systems: 
plans  to  build  100,000  terminals — trans- ! 
mitters  that  send  signals  over  fiber  i 
homes.  That's  10  times  this  year's  t;; 
get.  By  1991,  AT&T  will  be  making  near  ^ 
ly  500,000  terminals  a  year,  says  Wil-' 
liam  0.  Robinson,  director  of  product  j 
and  market  management  for  transmis  ' 
sion  systems.  BellSouth  alone  is  seek  ■ 
ing  100,000  data  terminals  over  the; 
next  four  years. 

As  prices  fall,  fiber's  momentum  will 
build.  Siecor  President  Joseph  D.  Hicks 
expects  new  splicing  techniques  to 
halve  installation  costs,  to  $25  an  hour, 
by  1991.  And  cheaper  microchips  for; 
converting  electric  signals  into  pulses 
of  light  are  already  in  development.  By 
1992,  analysts  predict,  it  will  be  just  as 
cheap  to  wire  new  homes  or  businesses 
with  fiber  as  with  copper.  And  then, 
U.S.  homes  can  phone  for  sound, 
HDTV,  data,  and  just  about  anythin.ti: 
else  phone  companies  can  dream  up. 

By  Lois  Therrien  in  Chicago 
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THE  NEXT  GIANT  LEAP  FOR  MANKIND 

MAY  BE  SAVING  PLANET  EARTH  

NASA's  'largest  scientific  mission  ever'  would  give  pollution  fighters  a  crucial  global  view 


The  images  of  that  July  day  in  1969 
ai'e  etched  into  our  consciousness. 
A  frail  spacecraft  touches  down  on 
the  moon's  dusty  Sea  of  Tranquility. 
Neil  A.  Armstrong,  taking  a  "giant  leap 
for  mankind"  on  that  barren  landscape, 
leaves  behind  a  boot  print  for  all  time  on 
the  lunar  surface. 

Yet  the  most  powerful  image  of  Apol- 
lo 11 's  voyage  may  have  been  the  view 
homeward.  From  240,000  miles  away, 
the  planet  that  seems  so  immense  to  the 
earthbound  is  a  small  blue  and  white 
globe  in  the  vast  reaches  of  black  space. 
Even  the  Apollo  11  astronauts,  brim- 
ming with  the  right  stuff,  were  humbled 
by  the  sight.  It  made  astronaut  Michael 
Collins  realize  that  "there  is  but  one 
earth,  tiny  and  fragile." 

Like  the  footprint,  the  legacy  of  that 
sight  has  endured.  The  image  of  "space- 


ship earth"  made  palpable  the  notion 
that  our  world  is  a  vulnerable  planet  in 
which  many  forms  of  life,  especially  a 
species  capable  of  flying  to  the  moon, 
are  mutually  dependent.  Not  coinciden- 
tally,  Earth  Day,  less  than  a  year  later, 
on  Apr.  20,  1970,  inspired  the  largest 
outpouring  of  environmental  concern 
ever  and  set  the  stage  for  the  activism 
of  the  1970s. 

FIRST  GLIMPSES.  More  important,  the 
same  space  program  that  sent  men  to 
the  moon  launched  a  series  of  satellites 
that  provided  the  first  real  glimpses  of 
now-pressing  environmental  issues.  Data 
from  the  Nimbus-7  satellite  gave  scien- 
tists a  record  of  the  growing  hole  in  the 
protective  ozone  layer  over  the  Antarc- 
tic. And  spacecraft  have  documented 
massive  deforestation  and  other  changes 
that  may  contribute  to  the  greenhouse 


effect.  "Space  exploration,"  says  fornu 
N.A.SA  Administrator  Jam.es  C.  Fletche 
"spawned  a  revolution  in  humanit\' 
perception  and  understanding  of  eartli 

Since  Apollo,  many  space  scientis 
who  were  studying  such  things  as  tl 
moons  of  Jupiter  have  focused  inste;i 
on  the  earth's  atmosphere,  ocean  cu 
rents,  and  vegetation.  Their  discoverii 
have  led  to  the  inescapable  conclusit 
that  man's  activities,  from  using  indu 
trial  chemicals  to  burning  fossil  fuel 
are  altering  the  environment.  But  de<. 
phering  the  intermeshing  of  the  systen 
that  make  earth  habitable  is  such  a  cun 
plex  task  that  many  questions  remai 
unanswered. 

That's  partly  because  earth  obserx  : 
tion  from  space  has  always  played  se 
ond  fiddle  to  more  glamorous  missioi 
of  exploration.  For  example,  scientist 


iOOKING 
llOMEWARD 


1978 

Seasat  reveals 
patterns  of  ocean 
circulation 


1980 

Nimbus-7  records 
a  hole  in  ozone  laj^- 
er  over  Antarctica 


1981 

Radar  flown  in  the 
space  shuttle  spots 
ancient  riverbeds 
beneath  the  sands 
of  the  Sahara 
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,ve  measured  the  isotopes  of  carbon  in 
ethane — information  that  is  key  to  de- 
rmining  how  the  gas  may  affect  cli- 
ate — far  better  on  planets  other  than 
rth.  "When  it  comes  time  to  write  the 
itory  books  of  the  next  century,  one 
lestion  will  be  why  we  took  so  long  to 
)k  into  the  mirror,"  says  astrophysicist 
hn  A.  Eddy  of  the  University  Corpora- 
m  for  Atmospheric  Research  in  Boul- 
r,  Colo. 

But  now,  many  researchers,  such  as 
Dustafa  T.  Chahine,  chief  scientist  at 
iSA's  Jet  Propulsion  Laboratory  (JPL)  in 
Lsadena,  Calif.,  are  focusing  closer  to 
ime.  "Subliminally,"  says  Chahine, 
hose  of  us  who  were  looking  outward 
other  planets  were  always  searching 
r  some  social  and  economic  relevance 
our  work." 

So  scientists  are  now  racing  to  launch 
lat  Eddy  calls  the  "biggest  project  to 
me  along  in  all  science."  Dubbed  Mis- 
)n  to  Planet  Earth,  its  rationale  is  sim- 
j.  "Think  of  the  earth  as  a  patient," 
ys  Chahine.  "It  has  a  fever — it's  get- 
ig  warmer.  So  you  put  it  under  inten- 
'8  observation." 

There's  no  shortage  of  work.  The  hu- 
m  species  has  inadvertently  touched 
f  a  global  experiment.  Even  after  a 
cade  of  data  from  space,  the  informa- 
in  available  is  still  woefully  inade- 
ate.  "We  have  already  started  the  ex- 
riment,  "  says  oceanographer  Wayne 
;aias  at  NASA's  Goddard  Space  Flight 


Center,  "but  we  don't  know  what  the 
initial  conditions  were  or  how  the  earth 
will  change." 

Many  current  space-based  instruments 
aren't  precise  or  well-calibrated  enough 
to  reliably  spot  subtle  trends  in  such 
crucial  patterns  as  ocean  productivity  or 
ice  cover.  More  important,  even  to  chart 
the  trends,  much  less  figure  out  what 
they  mean,  scientists  need  to  make  doz- 
ens of  new  measurements — from  dust 
levels  over  China  to  soil  moisture  in  Cen- 
tral Africa  to  the  rate  of  deforestation  in 
the  Amazon  basin. 

MANHATTAN  PROJECT.  Just  tO  get  an 
idea  of  what's  needed,  more  than  a  hun- 
dred scientists  will  gather  in  Manhattan, 
Kan.,  on  July  23  to  wrest  every  possible 
secret  from  a  small  plot  of  tall-grass 
prairie.  The  goal:  to  figure  out  how  to 
monitor  vegetation  from  space.  Other  re- 
searchers are  measuring  methane  emis- 
sions from  termite  mounds,  charting 
cloud  patterns,  and  negotiating  with  for- 
eign governments  to  set  up  long-term 
environmental  monitoring  stations  at  10 
key  sites  around  the  world,  from  Canada 
to  Africa,  the  Soviet  Union,  and  China. 

The  most  ambitious  of  such  projects 
at  NASA  is  called  the  Earth  Observing 
System  (EOS),  a  series  of  as  many  as  six 
orbiting  platforms  scheduled  for  launch 
beginning  in  1996.  The  platforms  will 
bristle  with  sophisticated  lasers,  spec- 
trometers, radar,  and  other  sensors  to 
measure  everything  from  the  thickness 


of  glaciers  in  Greenland  to  the  crests  of 
ocean  waves  in  a  tropical  cyclone.  "With- 
out a  doubt,  it's  the  largest  scientific 
mission  ever  in  this  agency,"  says  Shel- 
by G.  Tilford,  director  of  NASA's  Earth 
Science  &  Applications  Div. 

The  catch  is  that  this  project  is  now 
little  more  than  a  small  mountain  of  re- 
ports waiting  for  funding.  Many  scien- 
tists worry  that  the  initiative  won't  get 
off  the  ground  soon  enough  or  last  long 
enough  to  collect  the  information  they 
need.  "We  start  and  stop  these  things  so 
much  that  nothing  ever  gets  done,"  says 
Columbia  University  oceanographer 
Wallace  S.  Broecker. 

Diagnosing  the  earth's  condition  re- 
quires hundreds  of  daily  observations 
from  both  space  and  the  ground — over 
decades,  not  years.  "We're  culturally  un- 
accustomed to  say  that  we're  going  to 
measure  sea  levels  for  the  next  40 
years,"  says  J.  Michael  Hall,  director  of 
the  National  Oceanic  &  Atmospheric  Ad- 
ministration's Office  of  Climatic  &  At- 
mospheric Research.  Indeed,  funding 
cutbacks  are  threatening  to  halt  some 
aspects  of  a  critically  important,  30-year 
record  of  rising  carbon-dioxide  (CO2)  lev- 
els in  the  atmosphere  compiled  by 
Charles  D.  Keeling,  an  oceanographer  at 
Scripps  Institute  of  Oceanography. 

Keeling's  data  have  already  turned  up 
some  mysteries.  Every  year,  fossil  fuels 
burned  by  cars  and  power  plants  spew 
almost  6  billion  tons  of  carbon  into  the 


1984 

Earth  monitoring 
satellites  take  the 
first  pictures  of 
massive  man-made 
fires  destroying 
Amazon  rain  forest 


1985 

Earth  Radiation 
Budget  Satellite 
(ERBS)  measures 
the  cooling  effect 
of  clouds 


1986 

Studies  of  a  decade 
of  infrared  photos 
from3j(,andg'at 
show  increasing 
environmental 
stress  in  some 
.-U.S..  forests 
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Commentary/by  Seth  Payne 

FORGET  MARS— THE  RACE  NOW 
SHOULD  BE  TO  COMiMERCIALIZE  SPACE 


There's  big  talk  in  Washington 
about  manned  space  exploration 
again.  Two  decades  after  Presi- 
dent John  F.  Kennedy's  promise  to  put 
a  man  on  the  moon  came  to  fruition, 
the  Bush  Administration  is  setting  its 
sights  on  a  permanent  moon  base  or  a 
manned  mission  to 
Mars.  Point  man 
Vice-President  Dan 
Quayle,  whom  Bush 
appointed  chairman 
of  the  National 
Space  Council,  has 
the  task  of  selling 
Congress  on  the 
idea — estimated  to 
cost  about  $100 
billion. 

But  the  idea  is 
not  likely  to  fly  on 
Capitol  Hill.  "Con- 
gress is  not  headed 
out  there,"  says 
Senator  Ernest  F. 
Hollings  (D-S.  C), 
chairman  of  the  Sen- 
ate Commerce,  Sci- 
ence &  Transporta- 
tion Committee. 

That's  not  to  say 
that  space  explora- 
tion is  a  closed  issue  in  Congress.  But 
the  willingness  of  the  current  Adminis- 
tration to  devote  more  money  to  space 
after  the  neglect  of  the  Nixon  and  Rea- 
gan years  should  not  set  off  a  head- 
long rush  to  Mars.  Instead,  it  should 
be  used  to  catch  up  with  competitors 
who  are  pushing  to  develop  commercial 
applications  in  low-earth  orbits. 
VAST  AREAS.  Government-financed  Jap- 
anese and  West  German  programs  to 
commercialize  space  are  leaving 
America  far  behind.  Both  countries  are 
preparing  to  launch  low-cost,  free-fly- 
ing platforms  for  experiments  and 
space  manufacturing  that  will  be  tend- 
ed periodically  by  U.  S.  shuttle  astro- 
nauts. The  European  Space  Agency 
has  flights  on  its  Eureka  1  space  plat- 
form booked  through  1995.  Each  flight 
will  last  for  six  months,  compared  with 
only  a  few  days  for  shuttle-based 
experiments. 

Those  countries  are  ready  to  push 
ahead  with  space-based  manufacturing 
pioneered  by  U.  S.  companies.  The  few 


QUAYLE  WANTS  TO 
ON  A  $IOO  BILLION 


experiments  already  conducted  in 
space's  microgravity  environment  have 
shown  that  it  could  open  vast  areas  of 
technology  not  possible  on  the  ground, 
such  as  new  metal  alloys  and  ultra- 
pure  crystals  for  making  semiconduc- 
tors. "If  we  don't  get  our  act  together, 
they're  going  to  have 
the  markets  first," 
warns  James  T. 
Rose,  head  of  com- 
mercial programs  at 
NASA. 

There  is  already  a 
solid  infrastructure 
for  space  commer- 
cialization in  the 
U.  S.  At  its  core  are 
16  NASA  Centers  for 
Commercial  Develop- 
ment of  Space,  in- 
volving 48  universi- 
ties and  128  major 
corporations.  Half-a- 
dozen  companies  also 
have  separate  agree- 
ments with  NASA, 
and  a  similar  number 
are  about  to  sign  up. 

Yet  there  is  a  cri- 
tical shortage  of 
flights  to  put  U.  S. 
experiments  in  orbit  and  to  follow 
them  up.  On  June  29,  NASA  selected  23 
microgravity  experiments  for  shuttle 
flights  going  up  in  1990  and  1992.  But 
66  other  projects  could  not  get  aboard. 
Some  of  these  experiments  are  await- 
ing the  $30  billion  manned  space  sta- 
tion, which  won't  be  ready  for  at  least 
a  decade. 

Meanwhile,  two  plans  for  space  plat- 
forms are  gathering  dust.  Fairchild  In- 
dustries Inc.  once  proposed  putting  up 
small  "Leasecraft"  platforms  for  about 
$100  million  each — small  change  by 
space  standards.  There  were  no  takers. 
Space  Industries  had  plans  to  build  a 
somewhat  larger  space  facility,  but  it 
failed  to  win  government  support. 

The  U.  S.  has  always  been  a  nation 
of  explorers.  No  doubt  the  idea  of  a 
city  on  the  moon  and  human  voyages 
to  Mars  would  fire  the  nation's  imagi- 
nation. But  for  now,  there's  more  to  be 
gained  by  staying  closer  to  home  and 
spending  more  for  badly  needed  re- 
search to  develop  new  technologies. 


SELL  CONGRESS 
SPACE  PROGRAM 


atmosphere.  Reeling's  first  15  years 
records  show  that  only  55%  of  the  c;- 
bon  ended  up  as  COo  in  the  air — a  i 
most  researchers  don't  believe  t  i 
oceans  could  absorb  the  rest.  More  pi- 
zling.  Reeling's  analysis  shows  that  i 
the  second  15  years,  the  percenla 
jumped  to  61%. 

Where's  the  missing  carbon  and  w  i 
is  the  proportion  going  into  the  air 
creasing?  Reeling  believes  that  initial 
much  of  the  carbon  was  taken  up  !■ 
plants  stimulated  to  grow  by  the  ; 
creased  levels  of  COj  in  the  air. 
now,  he  suggests,  massive  cutting  a 
burning  of  forests  and  grasslands  is  i 
leasing  more  COo  than  can  be  absorbr 
Says  Keeling:  "The  ramification  is  th 
destruction  [of  vegetation]  is  a  lot  lari;  ■ 
than  many  people  are  estimating." 

Whether  Reeling  is  right  or  wroi- 
may  have  profound  implications  for  i! 
next  century's  climate.  To  find  out, 
entists  need  more  precise  measuremen 
of  the  rate  of  plant  growth.  Goddarc 
Esaias  has  been  pouring  over  color  ph 
tographs  of  the  seas  from  the  Nimbus 
coastal  zone  scanner  to  spot  trends 
ocean  plants.  But  so  far,  Esaias  hi 
learned  that  oceanic  plant  growth  vari 
substantially  from  year  to  year — ai 
that  the  data  aren't  adequate  to  dete 
mine  if  sea  life  is  changing. 
NO  MONEY  YET.  A  vastly  more  sensiti\ 
scanner  that  is  capable  of  distinguishir 
tiny  plants  from  sediment  in  the  water 
scheduled  to  fly  on  the  EOS  platforr 
For  the  moment,  scientists  are  hopefi 
Congress  approved  a  start  for  the  E( 
project  even  though  it  hasn't  coughed  i 
any  money  yet.  And  the  Bush  Admini 
tration  has  expressed  strong  support  f( 
the  effort. 

But  scientists  worry  that  the  dal 
they  need  might  not  be  available  unt 
after  "the  earth  may  have  really  begi 
to  change,"  says  physicist  Jay  Zwally 
NASA's  Goddard  Space  Flight  Cente 
Esaias,  for  one,  hopes  that  NASA  w 
follow  through  on  a  proposed  ventur 
with  Hughes  Aircraft  Co.  that  woui 
launch  a  similar  instrument  to  measui 
plant  growth  by  1992.  "We  need  the  ii 
formation  now,"  he  says. 

Studying  earth  is  certainly  less  glan 
orous  than  building  colonies  in  spac' 
Indeed,  says  John  Eddy,  making  man 
of  the  observations  day  after  day 
"about  as  dull  as  sitting  down  to  watc 
if  a  light  bulb  goes  out."  But  geolog 
history  tells  us  that  the  earth  is  prone  t 
driving  species  into  extinction  or  covei 
ing  continents  with  sheets  of  ice — eve 
without  a  push  from  us.  So  we  had  be 
ter  figure  out  how  it  behaves  before  oi 
global  experiment  takes  a  nasty  turn. 

By  John  Carey  in  Washington,  wit 
Larry  Armstrong  in  Pasadena,  Calif. 
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NO.  I  FAX 

1987  The  Sharp 

brand  outsold  all  fax 
machines  in  1987— for 
good  reasons.  Sharp 
takes  the  most  advanced 
technology  and  makes  it 
affordable.  Sharp  has  a 
full  line  of  networkable 
machines  designed  to  grow 
with  your  business.  What  did 
Sharp  do  for  an  encore? 


NO.  I  FAX 


1 


K  The  Sharp 
brand  outsold  all  other  fax 
machines— again.  Sharp 
machines  offer  the 
features— auto-dial,  auto- 
feed,  auto-cutter,  send-later 
and  sixteen-shade  halftone 
transmission— that  every 
business  wants  at  a  price  they 
can  afford.  To  learn  more,  call 
-800-BE-SHARP 


1 


r 


TasnwNQi 

N  FAX  FOR2  YEARS.YOU 
H/^/E  TO  BE  SHARP 


FROM  SHARP  MINDS 
COME  SHARP  J'RQBIICTS:: 


Even  the  strangest  b'n 


A  sturdy  calcium  shell 
provides  all-round  pro- 
tection for  ris  contents. 
And  like  a  7  good  pack- 
aging, rt's  c-j>;y  to  open 
when  the  time  c?  right.  The 
shapes  and  colors  oleggs 
vary  according  to  or.ch 
bird's  habitat. 


Before  a  chick  is  ready  to  utter  its 
very  first  "tweet,"  it's  perfectly 
packaged  in  a  sturdy,  self- 
contained  calcium  sfiell.  The 
baby  bird  is  fully  protected  up  to 
the  moment  it  hatches.  When  the 
time  is  right,  there's  a  flurry  of 
activity.  The  chick  pecks  its  way 
out  with  a  special  egg  tooth 
which  later  drops  off. 

  Nature  sees  to  it  that  an 

egg  is  suited  to  its  environment. 


Its  color  and  pattern  form  an 
effective  camouflage.  Even  the 
shape  of  an  egg  often  serves  a 
special  purpose. 
 In  their  own  way,  am- 
pules made  from  Schott  neutral 
glass  are  just  as  well  conceived. 
The  liquid  medications  they 
contain  are  just  as  sensitive  as 
an  unhatched  chick  and  require 
dependable,  lasting  protection. 
No  matter  what  the  medication  or 


its  shelf  life,  there  are  no  advers  j 
reactions  in  glass  ampules! 
Light-sensitive  drugs  are  pack 
aged  in  protective  brown  glass 
while  all  others  are  in  trans 
parent  glass. 

 And  breaking  an  ampuh 

open  is  even  faster  than  crack 
ing  an  egg.  The  neck  of  eaci 
ampule  has  a  precisely  pre 
scored  snap-off  point,  so  that 
breaks  cleanly  and  easily. 


11 


e  packaging  experts. 


-  V 


\mpules  made  from 
chott  special  glass  pro- 
ict  sensitive  medications 
or  a  long  time  and  their 
'rescored  snap-off  points 
lake  them  quick  and  easy 
3  open.  The  variety  of 
hapes  and  sizes  are 
uited  to  their  uses. 


 Ampules  come  in  a  wide 

range  of  shapes  and  sizes 
depending  on  theirapplications. 
Normally,  ampules  contain 
injection  solutions,  bula  double- 
neck  version  isalso  available  for 
oral  use.  A  blue  line  identifies 
quality  injection  ampules  made 
from  Schott  neutral  glass. 

 Special  glass  ampules 

are  just  one  example  of  how 
Schott's    innovative  develop- 


ment responds  to  specific 
needs.  Because  in  today's 
world,  special  glass  helps  keep 
technology  advancing. 

 Schott  worldwide:  50,000 

products,  42  production  facili- 
ties, represented  in  more  than 
100  countries,  with  over  $1  bil- 
lion in  sales. 

 Schott  in  the  USA:  8  com- 
panies employing  more  than 
1,200  people. 


 Would  you  like  to  know 

more  about  our  special  glass? 
Write  to:  Schott  Corporation, 
Department  B  23,  3  Odell  Plaza, 
Yonkers,  NY  10701. 


SCHOTT 

Nobody  knows  more  about  glass. 


Life  is  in  you  today.  And 
you  make  your  own 
tomorrow. 

Scientology^  philosophy  pro- 
vides practical  knowledge 
about  life — knowledge  you  ; 
can  use  to  deal  with  stress, 
increase  your  natural  abilities 
and  live  the  kind  of  life  you 
want  to  live. 


Greater  happiness  and  suc- 
cess are  not  elusive  when  you 
have  the  skills  to  reach  them. 

For  a  free  information 
brochure  call  1-800-334-LIFE. 


Scientology 


Improving  Life  in  a  Troubled  World 
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evelopments  to  Watc 


3ITED  BY  OTIS  PORT 


HESE  VIDEO  GAMES 

»UT  YOU  IN  THE  THICK  OF  THINGS 


Picture  a  video 
game  that  puts 
you  in  the  picture — 
by  training  a  video 
camera  on  you, 
digitizing  your  im- 
age, and  integrat- 
ing your  digital  rep- 
Hca  into  the  action 
of  the  game.  When 
)u  move,  the  simulated  you  in  the  TV  set  instantly  responds, 
)  you  can  snatch  the  golden  key  that  unlocks  a  treasure  trove 
•  duel  with  laser  swords  to  save  a  princess. 
The  idea  was  hatched  six  years  ago  by  Vincent  John  Vincent 
id  Frank  MacDougall,  then  students  at  the  University  of 
Waterloo  in  Canada.  Now  their  fledgling  company.  Vivid  Ef- 
!Ct^  in  Concord,  Ont.,  is  getting  set  for  a  big-time  debut:  At 
lis  summer's  Canadian  National  Exhibition  in  Toronto,  Vivid 
ffects  will  show  off  a  you-be-the-goalie  game.  Players  will 
;e  themselves  in  front  of  a  hockey  net  and  will  try  to  defend 
as  pucks  come  flying  from  various  angles. 
Don't  look  for  such  an  interactive  video  game  in  your  local 
•cade  anytime  soon,  though.  Since  the  technology  now  re- 
aires  a  personal  computer,  a  laser-disk  player,  a  video  cam- 
•a,  and  a  color  TV,  the  hardware  alone  is  expensive.  While 
riving  to  trim  costs.  Vivid  Effects  is  hunting  for  companies 
I  sponsor  a  touring  road  show  to  stimulate  demand. 


OMING  SOON  TO  A  SCHOOL  NEAR 
Oil:  THE  DIGITAL  MIMEOGRAPH 


iMMhat's  the  fastest  and  lowest-cost  computer  printer 
WW  around — or  soon  to  be  around,  at  least?  None  other 
lan  the  venerable  stencil  duplicator.  Ricoh  Corp.  has  just 
nveiled  a  digital  mimeograph  that  prints  with  the  resolution 
:  the  best  laser  printers — 300  or  400  dots  per  inch — yet 
lurns  out  copies  about  10  times  faster:  120  per  minute. 
Developed  by  Ricoh's  U.  S.  engineers,  the  prototype  duplica- 
•r  has  a  special  plug  for  hooking  up  a  personal  computer  so 
Dcuments  can  go  straight  from  a  PC  screen  to  a  stencil.  The 
^est  Caldwell  (N.J.)  company  isn't  saying  when  the  new 
igital  mimeograph  will  be  available  or  what  it  will  cost.  But 
)r  long  print  runs,  such  as  cafeteria  menus,  classroom  tests, 
id  church  bulletins,  its  per-copy  cost — as  low  as  0.01(t — 
lould  be  a  fraction  of  those  for  other  methods. 


I  BOUGHT  AND  SOLD,  I  MADE  A  LOAD, 
RADING  WITH  MYWAY' 


Computerized  trading  has  been  moving  from  Wall  Street  to 
private  investors  for  a  couple  of  years.  But  most  software 
ackages  that  run  on  personal  computers  blindly  follow  some 
gid  set  of  rules  and  thus  tend  to  offer  the  same  buy/ sell 
gnals  to  all  users. 

Not  MyWay.  This  aptly  named  program  allows  investors  to 
ictor  in  their  own  attitude — from  very  conservative  to  highly 
ggressive — toward  each  stock  as  well  as  toward  one  or  more 
ntire  portfolios  under  MyWay's  management.  As  a  result,  the 
rogram  could  conceivably  suggest  simultaneously  buying  and 
filing  the  same  stock.  MyWay  is  different  in  another  way. 


too:  It  is  aimed  at  long-term  investors,  not  speculators.  And 
busy  managers  will  appreciate  the  fact  that  the  latest  prices 
need  to  be  fed  to  the  computer  only  once  a  week  or  so. 

How  does  the  $495  package  work?  By  exploiting  the  fact 
that  nearly  three-quarters  of  all  stocks  vary  in  price  by  more 
than  50%  a  year,  according  to  MyWay's  publisher,  MoneyWon 
Inc.  in  Raritan,  N.J.  So  it  hews  to  that  sage  advice  about 
buying  in  stages  on  the  upswing  and  doing  the  reverse  on  the 
downside.  Even  though  MyWay  doesn't  attempt  to  predict  the 
absolute  high  or  low,  its  long-term  results  should  substantially 
outperform  market  averages,  claims  MoneyWon. 


FOR  ENGINEERS,  A  SHORTCUT 
TO  TAGUCHI  QUALITY  CONTROL 


The  statistics  in  statistical  quality  control  (SQO  can  get  pret- 
ty hairy,  but  they  are  child's  play  next  to  the  math  in- 
volved in  the  Taguchi  Method.  So  this  fall,  Texas  Instruments 
Inc.  will  unveil  an  "expert  system"  that  will  allow  virtually 
any  engineer  with  a  personal  computer  to  apply  the  Taguchi 
Method,  even  without  taking  a  week-long  course  at  the  Ameri- 
can Supplier  Institute  in  Dearborn,  Mich.,  co-founded  by  Ford 
Motor  Co.  and  Genichi  Taguchi,  Japan's  leading  quality  guru. 

Intensive  training  is  usually  necessary  because  Taguchi's 
approach  to  quality  can  be  hard  to  swallow.  For  example,  his 
statistics  show  that  any  deviation  from  design  specifications, 
even  those  well  within  normal  tolerances,  quickly  gets  expen- 
sive in  terms  of  warranty  costs  and  lost  goodwill.  Still  more 
mind-boggling  is  his  insistence  that  the  key  to  good  quality 
isn't  tracking  and  eliminating  individual  causes  of  off-spec 
parts,  which  is  the  goal  of  traditional  SQC.  Instead,  he  advo- 
cates curbing  the  effects  of  all  manufacturing  variations — 
simultaneously.  That  takes  statistical  tools  so  complex  that 
many  engineers  are  intimidated.  Tl  hopes  its  expert  system, 
which  has  been  endorsed  by  Taguchi,  will  change  that. 


USING  SOUND  TO  TURN 
SILICON  INTO  PLASTIC 


Integrated  optocir- 
cuits  are  microchips 
crammed  with  a  maze 
of  circuitry — for  car- 
rying light,  not  elec- 
trical signals,  in  to- 
morrow's "optoelec- 
tronic" equipment.  The 
technology  is  still  in  its 
infancy,  but  research 
should  be  speeded  up  by  a  new  class  of  plastics  based  on 
silicon,  the  stuff  from  which  regular  chips  are  made. 

Timothy  W.  Weidman,  a  research  chemist  at  AT&T  Bell  Lab- 
oratories, has  discovered  that  silicon  atoms  can  be  prodded 
into  becoming  a  peculiar  kind  of  plastic  by  hammering  them 
with  intense  ultrasonic  energy.  The  waves  of  ultrasound  co- 
erce the  atoms  into  forming  interlocking  rings.  The  resulting 
polysilyne  material  can  then  be  laid  down  as  a  thin  coating  on 
regular  semiconductor  wafers  and  "printed"  with  a  circuit 
pattern  the  same  way  as  today's  chips — except  that  the  lines 
"develop"  into  so-called  optical  waveguides.  The  entire  process 
takes  just  minutes,  not  the  days  needed  with  existing  tech- 
niques, so  researchers  will  be  able  to  test  more  designs  faster.' 

However,  polysilyne  optochips  are  now  suitable  only  for 
research  experiments.  The  waveguides  gradually  decay  and 
become  unusable  after  a  few  weeks.  But  Weidman  is  working 
on  possible  ways  to  cure  that. 
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An  IBM  AS/400  mid- 
range  computer  runs 
over  5000  applications 
to  help  you  run  your 
kind  of  Dusiness. 


The  last  thing  a  small  busi- 
noss  needs  is  a  computer  solution 
based  on  the  idea  of  smallness. 


Yet  vou  hear  things  like,  "Its 
the  perfect  inventory  package  for 
small  business.'  as  if  inventories 
of  car  dealers,  grocery  stores  and 
real  estate  brokers  had  much  in 
common. 

So,  when  we  talk  about  our 
Ap|)lication  System/ tOOr  the  ques- 
tion ''What  do  you  dor' "  comes 
way  before  "I  low  big  are  you?*' 


The  IBM  AS/1()(  )  runs  over  5.0 
applications,  so  the  lirst  order  ( i 
business  is  choosing  the  one  tli 
best  for  you. 

Retailers,  manufacturers, 
distributors,  law  lirms,  banks, 
school  boards,  you  name  it,  cai 
all  find  powerful,  j)roven  AS/h 
software  designed  to  meet  their 
special  needs. 


•Source  SierraSOOO  DataBase    c- 1989 IBM  Corporation  IBM  isa  registered  trademarkand  ApplicationSystem/^OOisatrademarkot  lei 


• 

And  no  matter  liow  big  vour 
AS/400  gets  (from  a  few  users  to 
hundreds),  tlie  software  you 
started  with  will  always  be  able  to 
serve  vou. 

^  hat's  more,  an  AS/400  is 
easv:  to  learn,  to  use  and  (starting 
around  $25,000)  to  pay  for. 
^  hich  helps  to  explain  whv  in  a 
major  survey  of  midrange  system 


owners,  the  AS/400  users  showed 
the  highest  level  of  satisfaction.* 

To  learn  more,  call  us  at 
1-800-365-4  IBM. 

rhe  IBM  AS/400.  Its  the 
solution  that  recognizes  what  all 
small  businesses  have  in 
common.  — — ^  —  — % 

different.  —  '  = 


Ihv  ASUm  »/„,/,-/  im    jit>l  overifeet  lull. 
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LIFE  INSURANCE  THAT  PAYS  OFF 
WHILE  YOU'RE  STILL  AROUND 


It's  the  stuff  of  fiction — 
and  sometimes  of  police 
reports:  Someone  greedy 
for  cash  manages  to  collect  on 
a  life  insurance  policy  without 
undergoing  the  inconvenience 
of  dying.  But  now  such  a  sce- 
nario can  be  perfectly  legal. 
More  than  a  dozen  insurance 
companies  offer  policies,  al- 
ready available  in  about  35 
states,  that  let  you  get  your 
hands  on  at  least  part  of  the 
so-called  death  benefit  while 
you're  still  alive. 

The  policies  are  an  industry 
response  to  heavy  medical  ex- 
penses that  go  hand  in  hand 
with  the  graying  of  America: 
As  people  live  longer,  the 
odds  increase  that  they  will 
need  to  pay  for  nursing  home 
care  or  such  co.-;t!y  procedures 
as  dialysis,  coronary  bypass, 
or  organ  transplant. 
Until  a  federal  plan  is  de- 


vised to  help  out  in  such  situa- 
tions, most  people  must  look 
to  the  private  sector.  One  en- 
trepreneur (BW — June  19)  has 
made  a  business  of  advancing 
cash  for  medical  bills  or  other 
expenses  to  terminally  ill  peo- 
ple in  exchange  for  being 
named  beneficiary  on  their 
life  insurance  policies.  And 
nearly  100  insurers,  including 
Prudential,  John  Hancock, 
and  Travelers,  have  policies 
that  pay  $50  to  $100  a  day  for 
nursing  home  care.  But  annu- 
al premiums  can  run  to  $1,200 
for  a  65-year-old,  and  the  poli- 
cies often  exclude  Alzheimer's 
and  other  conditions  that  can 
lead  to  a  long  stay. 
SUGARED  PILL.  Most  of  the 
long-term-care  policies  have 
met  with  considerable  sales 
resistance,  says  Edward  Mur- 
phy, an  actuary  at  National 
Travelers  Life  in  Des  Moines. 


Although  estimates  hold  that 
one-third  of  Americans  age  65 
and  over  will  spend  at  least  a 
year  in  a  nursing  home  at 
some  point,  few  people  of  ad- 
vanced age  want  to  bear 
those  hefty  annual  premiums. 
So  insurers  have  devised  an 
alternative:  "accelerated  bene- 
fits" or  "living  benefits"  cov- 
erage attached  to  a  whole  life 
or  universal  life  policy. 

Some  plans,  such  as  that  of 
Jackson  National  Life  in  Lan- 
sing, Mich.,  let  you  immedi- 
ately collect  a  lump  sum — 
20%",  25%,  or  30%  of  the  poli- 
cy's face  value — to  pay  for  an 
expensive  operation  or  treat- 
ment. Plans  offered  by  First 
Penn,  National  Travelers,  and 
others  let  you  have  1%-  to  3%- 
of  the  face  value  each  month 
as  long  as  you're  in  a  nursing 
home.  Whatever  amount  you 
receive,  of  course,  reduces  the 


sum  your  beneficiaries  evt- 
tually  get. 

The  insurers  say  the  na 
plans  are  a  better  deal  thA 
the  expensive  "freestandin ' 
policies  for  nursing  hor? 
stays.  As  part  of  a  standal 
life  insurance  contract,  the  ;  ■ 
celerated  benefits  featu; 
adds  only  3%  to  5%'  to  prel- 
um costs.  (Some  insurers  ;! 
considering  letting  holders  . 
existing  policies  purchase  i 
low-cost  rider  to  provide  N 
ing  benefits.)  In  most  ca.-^t. 
notes  Murphy,  the  extra  a 
is  "less  than  you'd  pay  for 
accidental-death  rider." 

An  example:  Provide 
Life's  Accelerated  Beneli 
Life  (ABL)  policy  costs  a 
year-old  nonsmoker  ab" 
$1,400  a  year  for  ea. 
$100,000  worth  of  coverage; 
65-year-old  would  pay  ahe 
$4,500.  If  a  stroke,  coronai 
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icer,  or  other  specified 
ergency  occurs,  an  ABL 
icvholder  can  immediately 
lect  up  to  $30,000  from  a 
10,000  policy,  $300,000  from 
1  million  policy.  Borrowing 
imilar  sum  from  a  regular 
urance  policy,  says  Terry 
berts.  Provident  Life's 
es  director,  "would  mean 

policy  had  to  be  in  effect 
or  18  years  before  it  built 
enough  cash  value." 
.LING  PREMIUM.  The  lump 
n  can  go  for  any  purpose: 
ipital  bills,  nursing  home 
ts — even  a  trip  around  the 
rid  for  someone  fatally  ill. 
ce  you  collect,  says  Rob- 
s,  the  death  benefit  drops 
70%  of  the  original  amount, 
t  so  does  the  annual  premi- 
.  And,  assuming  that  a  se- 
us  health  problem  will  ad- 
•sely  affect  your  income, 
e  waive  premium  payments 

the  next  two  years,"  Rob- 
s  adds. 

f  the  worry  is  nursing 
Tie  costs.  First  Penn's  As- 
•ed  Care  policy  takes  a  dif- 
ent  tack:  After  your  first 

months  in  a  convalescent 
ility,  the  company  pays  out 

of  the  death  benefit  each 
nth.  That  effectively  fi- 
ices  a  50-month  stay  before 
I  entire  amount  is  distribut- 

A  similar  policy  from  ITT 
e  in  Minneapolis  provides 
nthly  payments  of  2%  of 
I  first  $1.50,000  of  face  val- 

and  0.5%  of  anything 
)ve  that,  up  to  $1  million, 
til  48%  of  the  death  benefit 
;  been  used. 

])on't  think  a  sudden  wave 
sympathy  and  generosity  is 
tiind  the  insurers'  new 
ns:  If  the  companies  help 
neone  live  longer  by  paying 
:  a  partial  death  benefit  in 
i^ance,  the  sum  remaining 
their  coffers  goes  on  earn- 
:  interest.  For  the  policy- 
der  who  collects,  the  plans 
!  so  new  that  definitive  tax 
ings  do  not  yet  exist.  But 
!  insurance  industry's  posi- 
a  is  that  any  pre-death  sum 
J  receive  (or  which  is  made 
ir  to  a  nursing  home  on 
ar  behalf)  does  not  consti- 
«  income.  For  that  reason, 
!  money  should  have  no  ad- 
'se  effect  on  anyone's  So- 
1  Security  or  health-insur- 
ee  benefits.         Doyi  Dunn 


Collecting 

MISSION  OAK: 
A  SOLID 
INVESTMENT 


At  the  turn  of  the  centu- 
ry, it  was  considered 
furniture  for  those  of 
modest  means — spare,  simple 
designs  in  an  era  when  ornate 
carving  and  gilded  opulence 
were  the  popular  style.  And 
for  nearly  60  years,  you  could 
have  bought  a  piece  of  Mis- 
sion Oak  furniture  for  little 
more  than  the  cost  of  the  lum- 
ber itself.  In  1972,  New  Jer- 
sey architect  Don  Mallow 
picked  up  a  Mission  footstool 
in  a  local  antique  shop  for 
$45.  Today,  a  similar  stool 
would  cost  at  least  $2,000. 

After  mounting  steadily  for 
several  years,  prices  for  Mis- 
sion pieces  exploded  in  the 
mid-1980s  and  have  been  set- 
ting records  ever  since.  Last 


er  audience,"  says  Robert 
Melita,  owner  of  Peter-Rob- 
erts Antiques  in  New  York. 

Mission  Oak  is  the  term  for 
the  ranch-style  furniture  pro- 
duced by  Gustav  Stickley,  a 
Wisconsin  craftsman,  and  his 
brothers,  who  formed  a  sepa- 
rate company,  L.  &  J.  G.  Stick- 
ley,  in  1904.  Others,  too,  made 
furniture  that  would  look  at 


ley  originals.  Less  popular  de- 
signs by  L.  &  J.  G.  Stickley, 
Elbert  Hubbard,  and  Charles 
P.  Limbert  cost  far  less.  An 
L.  &  J.  G.  Stickley  settle,  for 
example,  would  leave  your 
wallet  just  $3,000  to  $4,000 
lighter.  Major  Mission  galler- 
ies in  New  York  include  Jor- 
dan-Volpe  Gallery  (212  226- 
3225)    and  Peter-Roberts 
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EASY  CHAIR:  PRKES  EXPIODED  IN  THE  l9SOs 


BOOKCASE:  MISSION  REPUCAS  ARE  IN  THE  OFHNG 


December,  Barbra  Streisand 
paid  $363,000  for  a  Mission 
Oak  sideboard  at  a  Christie's 
auction.  With  its  Spartan 
lines,  visible  joinery,  and  natu- 
ral wood.  Mission  furniture  is 
at  once  vintage  and  yet  ideal- 
ly suited  to  contemporary  set- 
tings. "A  new  respect  for  the 
honesty  and  integrity  of  the 
furniture  is  attracting  a  larg- 


home  in  an  old  Southwestern 
mission.  But  pieces  made  by 
the  Stickleys,  especially  Gus- 
tav, are  the  highest  in  value. 
REPRO  MEN.  Too  high,  accord- 
ing to  many  collectors.  The 
same  Stickley  settle  couch 
that  sold  for  $100  five  years 
ago  now  goes  for  anywhere 
from  $15,000  to  $20,000.  But 
there  are  alternatives  to  Stick- 


Antiques     (212  226-4777). 

The  boom  has  reached  such 
proportions  that  L.  &  J.  G. 
Stickley  Inc.  in  Manlius, 
N.  Y.,  will  soon  produce  a  line 
of  reproductions  of  rare  Stick- 
ley brothers  originals  current- 
ly worth  roughly  $80,000 
apiece.  The  replicas  will 
be  priced  at  just  a  few  thou- 
sand. J.  H.  Plucnnekc 
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Daewoo  is  a  partner  you  can  count 
on.  That's  why  some  of  the  most 
respected  and  important  names  in 
business  throughout  the  world 
have  formed  partnerships  with 
Daewoo.  Our  partnerships  are 
with  all  kinds  of  companies  involved 
in  the  financing  and  manufacturing  of 
everything  imaginable.  For  instance,  we're 
helping  to  build  one  of  the  most  highly 
advanced,  versatile  helicopters  on  the  mar- 
ket, a  true  workhorse,  capable  of  lifting 
three  times  its  own  weight.  It  is  this  true 
dedication  to  partnership  that  has  helped 
Daewoo  to  become,  in  just  over  20  years, 
an  international  leader  in  such  diverse  indus- 
tries as  automotives  and  aeronautics, 
computers  and  heavy  machinery,  finance 
and  telecommunications.  Find  out  how 
Daewoo  is  the  perfect  partner 
you've  been  looking  for 


Daewoo's  wide  range  of  pannerships  includes  state-of-the-an  helicopters 


Daewoo  International  (Amenca)  Corp^  (212)  909-8200. 
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Tax  Tips 

TIGHTER  RULES 
FOR  SWAPPING 
REAL  ESTATE 


Although  real  estate  in- 
vestors were  squeezed 
hard  by  the  1986  Tax 
Reform  Act,  it  did  leave  them 
one  avenue  of  escape — a  way 
to  get  rid  of  investment  prop- 
erty without  paying  tax  on 
capital  gains. 

The  device  is  called  a  "like- 
kind"  real  estate  exchange, 
and  while  it  was  not  exactly 
unheard  of  before  tax  reform, 
it  became  all  the  rage  when 
the  law  started  to  tax 
capital  gains  at  higher  regu- 
lar rates. 

So  now  lawmakers  want  to 
make  this  device,  also  known 
as  a  "Starker  swap"  after  a 
1979  tax  case,  harder  to  use. 
Since  new  ground  rules,  likely 
to  be  passed  by  Congress  lat- 
er this  year,  could  turn  out  to 
be  retroactive  to  a  date  as 
early  as  July  10,  such  deals 
already    have    to    be  ap- 


proached with  great  caution. 

Generally,  transactions 
pass  muster  as  long  as  the 
swapper  identifies  the  proper- 
ty targeted  for  the  exchange 
within  45  days  after  he  agrees 
to  the  swap  in  writing.  He 
then  has  180  days  to  complete 
the  deal.  And  almost  anything 
qualifies  as  like-kind.  For  ex- 
ample, you  may  swap  raw 
land  for  improved  property  as 
long  as  both  were  invest- 
ments, or  a  house  for  an  of- 
fice building  as  long  as  they 


both  were  rental  properties. 

When  two  parties  don't 
have  the  property  that  each 
wants,  they  can  undertake  a 
"three-corner  exchange."  Un- 
der such  a  scheme,  you  might 
acquire  your  tennis  partner's 
rental  home  even  if  what  your 
partner  really  wants  is  an  of- 
fice building.  You  would  buy 
the  office  building  from  a 
third  party  and  exchange  it 
for  your  partner's  rental 
home. 

The  proposed  rules,  howev- 


er, would  put  a  cn 
on  triangular 
changes:   Tax  wi'i 
want  to  narrow  qu; 
cations  to  allow 
changes  only  am  : 
properties    that  r 
"similar  or  relate( 
service  or  use." 
longer  would  you 
able  to  exchange 
land  for  improved, 
instance.  In  addit 
swapped  propei- 
must  have  servtM 
particular  use  foi- 
least  one  year  prin 
the  exchange.  Fin; 
taxpayers  must  In 
swapped  properties 
at  least  two  years  < 
fore  selling  them  again.  "  I 
is  going  to  change  the  w  I 
ball  game,"  says  Kevin  Ki 
of  tax  accountants  Pan  ■ 
Kerr  Forster  in  Washingti 
D.C. 

But  tax  v/riters  want  to  ' 
sure  more  straightforwar(  I 
changes,  not  end  them  ;i 
gether.    So    even  th<ii 
property   owners  hav( 
tread  more  carefully  in 
signing  swaps,  where  tlu  i 
a  will,  there  will  still  in 
way.  Catherine  )  - 


Potables 


CALIFORNIA'S  NEW  GOLD  RUSH: 
MORE  LUSCIOUS  CHARDONNAYS 


Ah,  summer.  Time  for 
alfresco  dining  and  the 
golden  glories  of  char- 
don  nay.  The  bij',  news  is  that 
California  has  made  a  quan- 
tum leap  in  the  quality  of  its 
chardonnays. 


Not  long  ago,  most  Califor- 
nia chardonnays  were  too 
bland  or  too  acidic.  But  with 
West  Coast  wineries'  redis- 
covery of  barrel  fermentation, 
minimal  filtration,  and  other 
traditional  French  winemak- 


ing  techniques,  quality  has 
soared.  The  resulting  wines 
can  hold  their  own  with  far 
pricier  premier  cru  white 
burgundies.  Meet  some  stars: 

■  '86  Kalin  "Cuvee  L."  Don't 
be  put  uff  by  its  cheap-look- 
ing label.  This  wine  has  a 
crisp  acid  snap,  but  a  nice 
fruit  taste.  At  $18,  it's  already 
great  and  will  improve  with 
cellaring  (all  prices  are  for 
Washington,  D.  C,  and  may 
be  higher  elsewhere). 

■  '87  Long.  A  tiny  Napa  oper- 
ation. Long  makes  wines  that 
are  hard  to  find  and  expen- 
sive— but  worth  it.  The  '87  is 
still  a  bit  undeveloped,  but  it 
has  a  lot  of  potential  ($25). 

■  '85  Simi  Reserve.  This  is  a 
rich,  earthy,  complex  wine; 
better  than  many  Chassagne- 
Montrachets,  but  the  $33 
price  tag  is  a  bit  daunting. 

If  you  can't  locate  these 
wines,  plenty  of  other  super 
chardonnays  are  around. 
Among  them:  '86  Congress 
Springs  San  Ysidro  reserve 
($16);  '87  De  Loach  "Russian 


River  OFS"  ($22);  '86  Foni 
($24);  '86  Grgich  Hills  (s: 
'86  Kistler  "Button" 
and  '86  Saintsbury  resr 
($20).  With  any  of  them,  > 
be  able  to  toast  the  sunm. 
in  style.  Lee  Wale  h 


Worth  Noting 

■  PLANE  TALK.  For  $69  pi 

month,  passengers  can  I 
paged  while  they're  in  fligl; 
according  to  National  Satt 
lite  Paging  (601  944-7136).  .A 
though  you  can't  be  calk 
directly,  your  beeper  will  li 
you  know  to  phone  a  me 
sage  center  when  you  land 

■  AIR  EXPRESS.  Flying  t 
New  York  from  overseas'.' 
new  international-arriva 
terminal  at  Newark  lets  yn 
avoid  .JFK's  long  walks  t 
baggage  carousels  and  Ion 
lines  at  customs.  Among  ca 
riers  using  the  facility:  sa; 
British  Airways,  Continenta 
Virgin  Atlantic  Airways,  an 
Northwest  Orient. 
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in 

27 
million 
Americans 
cant  read. 
And  guess 

the  price. 


Every  year,  functional 
illiteracy  costs  American 
business  billions. 

But  your  company  can 
fight  back.  .  .  by  joining 
your  local  community's 
fight  against  illiteracy. 
Call  the  Coalition  for 
Literacy  at  toll-free 
1-800-228-8813  and  find 
out  how. 

You  may  find  it's  the 
greatest  cost-saving 
measure  your  company 
has  ever  taken. 

A  literate 
America  is  a 
good  investment. 
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Some  of  our  best  ideas  come  out  of  the  blue. 


IBM  has  spoken. 

And  what  they've  said  can  be  summarized  in  three  simple  but  highly  important  letters:  SAA  (Systems 
Application  Architecture). 

SAA  is  a  set  of  standards  that  finally  allows  for  integration  of  computer  systems. 

And  as  IBM  goes,  so  goes  MSA,  Therefore  we  are  proud  to  be  the  first  major  software  company 
committed  to  delivering  the  most  extensive  line  of  SAA-compliant  software  in  the  industry.  BrightView™ 
applications  software  already  complies  with  SAA's  most  advanced  component,  Common  User  Access. 

By  harnessing  the  power  of  cooperative  processing,  BrightView  allows  intelligent  work  stations  to  be 
something  they  never  truly  were  before:  intelligent.  It  does  this  by  unleashing  the  power  and  potential  within 
the  work  station,  freeing  you  from  dependence  on  valuable  mainframe  time,  and  dramatically  increasing  the 
efficieno/  of  all  application  users. 

This  efficiency  is  further  heightened  by  BrightView's  CUA  compliance,  which  yields  a  friendly, 
consistent  look  and  feel  to  work  stations,  maximizing  your  investment  in  personnel  and  hardware.  All  of  which 
makes  it  a  rather  brilliant  idea  to  call  Robert  Carpenter  at  404-239-2000.  — — — 

IBM  believes  SAA  is  the  future.  We  recommend  our  software  to  anyone  intending  ^£ 
to  spend  some  time  there.  sTSs^sS 


'CJ  1989Maruj(]iTii(--nt  ViL-iice  America.  Inc 

BrightView  is  a  Irodeniark  ot  Management  Science  America,  Inc  (MSA) 
Systems  Application  Air hiteclure  &  IBM*'  are  trademarks  ol  International  I 
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1  -week  change 


BONDS 

July        Jon.        July      July  13-19 


•  325  1050 


Shearson  Lehman 
Treasury  Index 


52-week  change 
+  10.6% 
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1  -week  change 
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THE  DOLLAR 

July        Jan.  July 


■  1360  100 

1343  38 
•  1330  90 


1270  70 


J.  P.  Morgan 
Index 
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52-week  change 
+3.0% 


July  13-19 


1  -week  change 
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lARKET  ANALYSIS 


%  change 


.  STOCKS 

latest 

Week 

52-week 

FUNDAMENTALS 

latest 

Week  ago 

Year  ago 

/  JONES  INDUSTRIALS 

2584.4 

2.0 

22.4 

90-DAY  TREASURY  BILL  YIELD 

8.2% 

8.0% 

6.9% 

COMPANIES  (Russell  1000) 

177.3 

1.6 

23.8 

30-YEAR  TREASURY  BOND  YIELD 

8.1% 

8.0% 

9.2% 

LL  COMPANIES  (Russell  2000) 

174.1 

1.3 

15.2 

S&P  500  DIVIDEND  YIELD 

3.3% 

3.4% 

3.7% 

COMPANIES  (Russell  3000) 

190.1 

1.6 

23.0 

S&P  500  PRICE/EARNINGS  RATIO 

13.1 

12.9 

13.0 

%  change  (local  currency) 

TECHNICAL  INDICATORS 

latest 

Week  ago 

Reading 

EIGN  STOCKS 

latest 

Week 

52-week 

S&P  500  26-week  moving  average 

306.7 

304.9 

Positive 

DON  (FINANCIAL  TIMES  100) 

2292.5 

1.6 

22.8 

Stocks  above  26-week  moving  average 

65.6% 

65.4% 

Neutral 

^0  (NIKKEI  INDEX) 

33,.557.2 

-0.4 

21.8 

Speculative  sentiment:  Put/call  ratio 

0.22 

0.22 

Negative 

ONTO  (TSE  COMPOSITE) 

3872.6 

0.9 

13.2 

Insider  sentiment:  Vickers  sell/buy  ratio 

2.16 

1.93 

Neutral 

IDUSTRY  GROUPS 


IR-WEEK  LEADERS 


%  change 
4-week  52-week 


Strongest  stock  in  group 


BRIDGE  INFORMATION  SYSTEMS  INC. 


%  change 
4-week  52-week 


Price 


RLINES 

10.5 

58.7 

UAL 

38.3 

85.6 

1773/4 

L  WELL  EQUIPMENT  AND  SERVICES 

10.3 

27.5 

HALLIBURTON 

16.6 

20.1 

35y8 

3SPITAL  MANAGEMENT 

9.8 

41.6 

AMERICAN  MEDICAL  INTL. 

17.5 

47.5 

26 

ITERTAINMENT 

9.6 

67.2 

WALT  DISNEY 

12.1 

64.6 

101% 

RNISHINGS  AND  APPLIANCES 

8.9 

21.6 
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29.0 

33.0 

48% 
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%  change 
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% 
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% 
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NITED  SERVICES  GOLD  SHARES 
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FIDELITY  SELEQ  COMPUTERS 

-6.7 
-4.5 
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week  total  return 

% 

S2-week  total  return 

% 

LGER  SMALL  CAPITALIZATION  PORTFOLIO 
IDELITY  SELECT  BROADCAST  &  MEDIA 
ELAWARE  GROUP  TREND 

51.2 
50.4 
46.6 

STRATEGIC  GOLD/MINERALS 
STRATEGIC  SILVER 

UNITED  SERVICES  NEW  PROSPEaOR 

-25.4 

-19.3 
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■■■I  S&P  500 

4-week  total  returr 


52-weel(  totol  return 


^^^^^ 


ELATIVE  PORTFOLIOS 


DATA  RESOURCES  INC. 


or  amounts 
'esent  the  present 
le  of  $10,000 
isted  one  year 
in  each  portfolio 

entages  indicate 
day  total  returns 


U.  S.  stocks 
$12,558 

+  0.78% 


Treasury  bonds 
$12,307 

-1.44% 


Foreign  stocks 
$11,823 

-1.01  % 


nil 


Money  market  fund 
$10,700 

-t-0.16% 


Gold 

$8,465 

-1.86% 


ata  on  this  poge  are  as  of  i 
try  groups  include  S&P  500  c 


lorket  close  Wednesday,  July  19,  1989,  unless  otherwise  indicated, 
jmpanies  only;  performance  and  shore  prices  are  as  of  morket  close 


July  18.  Mutual  fund  returns  are  as  of  July  14.  Relative  portfolios  are  valued  as  of  July  18.  A  mof( 
detailed  explanation  of  this  page  is  available  on  request. 
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[Editorials 

TIME'S  DIRECTORS 
SHOULDN'T  CHEER  YET 

bottom  line.  What's  more,  the  Internal  Revenue  Service  d  ■ 
not  permit  companies  to  use  goodwill  expenses  to  red ; 
their  taxes. 

The  problem  is  that  many  foreign  companies  have  an  e(  > 
bidding  against  U.S.  companies.  In  Britain,  tax  rules  alK' 
acquirers  to  go  to  the  balance  sheet  and  subtract  the 
will  from  retained  earnings;  it  never  appears  on  in(( 
statements.  In  West  Germany,  Canada,  and  Japan,  com 
nies  must  expense  goodwill  but  can  also  write  these 
penses  off  against  taxes. 

There's  a  solution  here:  The  International  Account 
Standards  Committee  proposes  that  all  member  count  i 
require  goodwill  to  be  written  off  in  no  more  than  10  ye;i 
While  a  longer  period  would  be  more  appropriate,  in  a  wn 
of  international  takeovers,  everyone  should  treat  good\ 
the  same — both  in  reporting  earnings  and  in  paying  taxt. 

Some  experts  want  companies  simply  to  forgo  goodvll 
expenses.  That  would  be  a  step  backward.  Bookkeepi 
entries  for  goodwill,  like  those  for  depreciation,  enable  vit, 
panies  to  recover  investments  on  their  books  and  thus  kt  rj 
their  accounting  straight.  Although  such  "expenses  "  redi 
reported  profits,  they  have  no  impact  on  cash  flow.  And, 
more  and  more  investors  realize,  that's  the  real  bottom  In 

■  n  whose  interest  should  a  corporation  be  run?  The  Dela- 

■  ware  Chancery  Court  has  refused  to  block  Time  Inc.'s 
H  proposed  purchase  of  Warner  Communications  Inc.  for 
$14  billion,  thus  refocusing  the  old  debate  on  the  responsibil- 
ities of  directors.  Judge  William  T.  Allen's  decision  is  a  clear 
blow  to  shareholders.  He  said  flatly  that  directors  aren't 
obligated  "to  follow  the  wishes  of  a  majority  of  shares."  To 
drive  the  point  home,  he  wrote  that  "in  fact,  directors,  not 
shareholders,  are  charged  with  the  management  of  the 
firm." 

We  confess  to  some  mixed  feelings  on  the  subject.  We 
think  that  corporate  managers  backed  by  directors  ought  to 
be  free  to  make  long-term  decisions  without  putting  them  to 
shareholder  vote.  And  it  is  certainly  true  that  Time  was 
pursuing  the  Warner  deal  for  a  long  time  and  was  acting  for 
strategic  reasons,  not  merely  to  fend  off  a  takeover.  That  is 
its  clear  right. 

Unfortunately,  Time  committed  some  blunders  that  hurt 
its  case.  By  agreeing  to  give  up  62%  of  its  shares  to  Warner 
shareholders  in  the  original  deal,  it  made  it  appear  that 
Warner  was  effectively  acquiring  Time,  thus  putting  Time  in 
play.  That  opened  the  way  for  Paramount's  bid.  Moreover, 
Time's  claim  that  it  wanted  to  protect  its  editorial  indepen- 
dence was  damaged  when  it  barred  its  magazines  from 
doing  a  story  on  the  original  Time-Warner  deal.  Finally, 
excessively  generous  deals  for  Time  and  Warner  manage- 
ment gave  the  deal  a  greedy  taint. 

It  is  now  up  to  Time,  backed  by  its  legally  reinforced 
directors,  to  show  that  the  deal  was  worth  it.  On  the  face  of 
it,  they  will  have  a  hard  time.  What  would  Time-Warner  be 
worth  three  years  hence?  If  a  reasonable  guess  is  $250  a 
share,  that  is  less  than  the  present  value  of  the  Paramount 
offer,  assuming  a  10%  interest  rate.  Time  now  has  a  respon- 
sibility to  deliver  on  what  amounts  to  a  promise  to  its 
shareholders  that  the  Time-Warner  combination  can  do  bet- 
tor  Ac  Q  rnattpv  of  Ijiw  .Tiido'p  Allpii  ttiav  wpII  hp  fnllnwinc 
established  precedent.  As  a  matter  of  equity  to  sharehold- 
ers. Time,  as  they  say,  will  tell. 

BUSINESSr  NOT  SHOW  BIZ. 
SHOULD  CONCERN  NASA 

^^■ostalgic  memories  of  one  of  America's  greatest  t- 
HBHumphs — the  Apollo  ll's  landing  on  the  moon  ) 
years  ago — is  prompting  a  wave  of  wishful  thinkii 
in  Washington.  Vice-President  Dan  Quayle,  who  serves  : 
chairman  of  the  National  Space  Council,  and  other  boosti' 
of  manned  space  missions  hope  to  generate  support  for  m 
space  initiatives,  including  a  colony  on  the  moon  and  a  In 
to  Mars. 

Such  spectacular  feats  aren't  the  way  to  restore  the  n- 
tion's  preeminence  in  space.  For  one  thing,  there's  litt 
likelihood  that  Congress  or  the  White  House  will  be  able 
find  the  $100  billion  over  the  next  decade  that  such  a  pr 
gram  would  cost.  Equally  important,  the  focus  of  the  n 
tion's  space  program  should  not  be  on  manned  missicin 
which  have  limited  practical  use.  Instead,  the  emphas 
should  be  on  less  expensive  ventures  that  could  reap  eoi 
mercial  benefits  from  space  and  boost  America's  internatKj 
al  competitive  position. 

West  Germany  and  Japan  are  far  ahead  of  the  U.  S.  i 
plans  to  exploit  the  unique  environment  in  space  for  cor 
mercial  purposes.  Low  gravity  permits  important  expei 
ments  in  such  areas  as  materials  processing  and  cryst; 
manufacturing  that  do  not  require  constant  human  attentio 
(page  92).  Making  matters  worse,  the  West  Germans  an 
Japanese  will  be  using  the  $15  billion  U.  S.  space  shuttle  t 
carry  up  and  retrieve  their  research  platforms  at  bargaii 
basement  prices. 

If  the  nation  ever  again  is  as  flush  as  it  was  two  decade 
ago,  it  can  launch  new  voyages  to  the  planets.  But  for  nov 
the  U.  S.  can't  afford  to  waste  money  on'splashy  project 
with  no  clear  payoff. 

THE  PROOF  IS 
IN  THE  CASH  FLOW 

■■lime's  possible  purchase  of  Warner  Communications 
mm  brings  another  nagging  issue  to  the  fore:  the  devastat- 
H  ing  impact  that  the  elusive  asset  called  goodwill  has  on 
reported  earnings  (page  73).  For  this  $14  billion  deal,  approx- 
imately $3  billion  could  be  attributed  to  Warner's  hard  as- 
sets. But  $11  billion  might  wind  up  on  Time's  books  as 
goodwill.  Under  generally  accepted  accounting  principles. 
Time — or  anv  acoui^itor — must  praduallv  write  off  this  as- 
set  against  earnings.  In  Time's  case,  the  annual  goodwill 
expense  could  amount  to  $300  million.  That's  a  big  hit  to  the 
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RETHINKING 


After  years  of  haggling,  the  U.S. 
still  runs  a  $52  billion  annual  trade 
deficit  with  Japan,  and  Japanese 
society  remains  closed  in  crucial 
ways.  As  a  result,  a  radical  shift  in 
U.S.  thinking  about  Japan  is  under 
way.  This  revisionist  view  holds 
that  Japan  really  is  different — and  that  conventional  free- 
trade  policies  won't  work.  Once,  such  views  would  have 
been  dismissed  as  "Japan-bashing,''  but  now  they  have  an 
intellectual  base.  At  a  time  of  political  crisis  in  Japan, 
America's  challenge  is  to  restore  economic  balance 

ier  relationship. 
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Lux  One-Fam,  138  Cu  Ft,  W/W  Carpet, 
Magnif  Liv  Spce,  4-Drs,  Hi  Ceil,  Easy 
Commute  City/Shppg/ Wilderness.  New. 


It's  good  to  find  something  ttiat  rewards 
your  investment  as  handsomely  as  the  new 
Montero. 

Consider  it  just  as  a  4x4:  automatic-locking 
hubs,  4-wheel  drive,  and  a  3,0- liter,  143  hp,  V-6 
powerplant  are  all  standard.  They  let  Montero 
take  you  out  where  the  Grt  Vus  are. 

In  comfort.  "Off-road,  the  Montero  handled 
the  rough  with  grace,"  reported  Motor  Trend, 
"courtesy  of  its  independent  suspension  with 
unequal-length  A-arms,  torsion  bars,  and  anti- 
roll  bar  in  front  and  solid  axle  with  coil  springs 
in  back," 

But  there's  no  sense  in  achieving  such 
comfort  and  control  off-road,  only  to  feel  sorely 
out  of  place  on  the  highway  So  the  Montero's 
sophisticated  suspension  system  is  designed 


to  be  smooth-riding  on  the  paved  roads. 

Add  the  fact  that  the  4-door  Montero  provides 
nearly  a  third  more  interior  cargo  space  than 
Jeep  Cherokee  or  Isuzu  Trooper  II,  and  you'll 
see  why  Motor  Trend  ultimately  chose  it  Top 
Buy  in  the  Sport/Utility  Class  for  1989. 
All  this,  and  so  Vry  Rsnably  Prod  at  only  $1 7,099* 
Call  1-800-447-4700  for  your  nearest 
Mitsubishi  Motors  dealer 

■  Mir  s  Sugg  retail  puce  Actual  price  set  by  dirs  Tax,  lie  freight,  dir  options  and  charges  extra 
(Montero  shown  with  optional  alloy  wheels  —  M  S  R  P  $464  ) 


MITSUBISHI 

MONTERO 

SUDDENLY  THE  OBVIOUS  CHOICE™ 


MITSUBISHI 

MOTORS  ^J 


SOME  NAMES 
JUST  COMMUNICATE 

BETTERTHAN  OTHERS. 


Boris  Karloffnm  JttdyGarlnndwas  WC.  Fields  was  Chubby  Checker  was 

William  Henry  Pratt  Frames  Gumm  William  Clatuk  LHikenfield  Ernest  Evans 


Harris/SMisnow 


The  nght  name  is  more  than  just 
letters  placed  end  to  end.  It's  a  badge  of 
indix'idualit}'.  Keeping  that  in  mind,  we 
at  Harris/3M  have  chosen  a  new  name. 
One  that  better  represents  our  world- 
wide line  of  copiers,  facsimile  and  voice 
products.  And  one  that  communicates 
our  commitment  to  quality  and  excel- 
lent customer  support.  Namely,  Lanier. 


r 


Please  send  me  free  infbrmaaon  about  Lanier: 
□  Copiers  DFax  □  Dictanon /Business  Phones 

What's  your  real  name';  

Cx)mpany  

Address  

Clr^■  


. Phone _ 


.  State  _ 


LANiER 


j  Sen 


H-SINLSS  SWEMS  WDRIXWIDE 
d  to  Unicr  Information  Ccntcr/P  O  Box  785/Davton,  OH  4541)1 
Or  Call:  1-800-543-9598 


■J 
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levels  of  U.  S.  government,  business, 
and  academe  is  discarding  the  hope 
that  the  Japanese  will  ever  subscribe 
to  free-market  rules.  If  they  won't 
grow  more  like  us,  the  feeling  goes, 
maybe  we  can  become  more  like 
them.  Import  restrictions  and 
managed  trade,  the  revisionists 
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PRODUCTION 

Change  from  last  week:  -0.2% 
Change  from  last  year:  0.5% 


185 


180 


175 


July  15 
173.4 


1967=  100 

Four-week  moving  overage 


July  8 
173,7 


July 


July 
1989 


The  production  index  dropped  slightly  for  the  week  ended  July  1 5.  On  a 
seasonally  adjusted  bosis,  output  of  trucks,  outos,  paper,  electric  power,  and  crude- 
oil  refining  all  declined.  Lumber,  rail-freight  trofPic,  and  coal  production  increased. 
Output  of  steel  and  poperboord  was  unchanged  from  the  previous  week.  Before 
calculation  of  the  four-week  moving  average,  the  index  fell  to  172.5  from  173.2  in 
the  prior  week. 

BW  prociuction  index  copyright  1989  by  McGra»«-Hill  Inc 


LEADING 

Change  from  last  week;  0.3% 
Change  from  last  year:  6.3% 

215   


195 


July 
1988 


Mar 
1989 


July  15 
213.0 


lillll! 


July  8 
212. 4r 


The  leading  index  increased  for  the  week  ended  July  15,  its  seventh  consecutive 
weekly  gain.  Higher  stock  prices,  slightly  lower  bond  yields,  and  faster  growth  in 
both  M2  and  real  estate  loans  contributed  to  the  odvance.  The  number  of  business 
failures  and  the  growth  rate  for  materials  prices  wos  unchonged  from  the  prior  week 
Before  calculation  of  the  four-week  moving  average,  the  index  rose  sharply,  to  214.8 
from  212.6  in  the  previous  week. 

Leading  index  copyrigtit  1989  by  Center  for  Infernotionol  Business  Cycle  Research 


PRODUCTION  INDICATORS 

Latest 
week 

Week 
ago 

%  Change 
year  ago 

STEEL  (7/221  thous.  of  net  tons 

1,850 

1,846# 

-3.2 

AUTOS  (7/22)  units 

82,328 

55,937r# 

-6.5 

TRUCKS  (7/22)  units 

69,422 

37,845r# 

1.4 

ElEQRIC  POWER  (7/22)  millions  of  kilowatt-hours 

59,161 

62,240  # 

-4.9 

CRUDE-OIL  REFINING  (7/22)  thous.  of  bbl./day 

13,947 

1 3,944  # 

1.2 

COAL  (7/15)  thous.  of  net  tons 

1 3,842  # 

1 1,388 

-22.3 

PAPERBOARD  (7/15)  thous.  of  tons 

746.5  # 

712. 4r 

5.6 

PAPER  (7/15)  thous.  of  Ions 

690.0  # 

692.0r 

-0.4 

LUMBER  (7/ 15)  millions  of  ft. 

486.1  # 

146.1 

10.0 

RAIL  FREIGHT  (7/151  billions  of  ton-miles 

17.0# 

13.9 

-8.6 

Sources:  American  Iron  &  Steel  Inst.,  Ward's  Automotive  Reports,  Edison  Electric  Inst.,  Amer- 
con  Petroleum  Inst.,  Energy  Dept.,  American  Paper  Inst.,  WWPA',  SFPA^,  Association  ol 
Americon  Roilroods. 

rOREIGN  EXCHANGE 

Latest 
week 

Week 
030 

Year 
ago 

JAPANESE  YEN  (7/26) 

141 

142 

133 

GERMAN  MARK  (7/26) 

1.87 

1.90 

1.88 

BRITISH  POUND  (7/26) 

1.65 

1.62 

1.72 

FRENCH  FRANC  (7/261 

6.35 

6.44 

6.33 

CANADIAN  DOLUR  (7/26) 

1.19 

1.19 

1.21 

SWISS  FRANC  (7/26) 

1.61 

1.64 

1.56 

MEXICAN  PESO  (7/26p 

2,529 

2,523 

2,300 

Sources:  Major  New  York  bonks.  Currencies  expressed 
British  pound  expressed  in  dollars 

in  units  per  U 

.  S.  dollar,  except  for 

PRICES 

latest 

week 

Week  ° 
ogo 

I  Change 
year  ogo 

GOLD  (7/261  $/troy  oz. 

372.300 

370.700 

-14.0 

STEEL  SCRAP  (7/25)  #  l  heavy,  $/ton 

1 10.50 

1 10.50 

-9.8 

FOODSTUFFS  (7/24)  index,  1967=  100 

222.1 

223.5 

-9.3 

COPPER  (7/221  s-Zlb. 

1 14.6 

109.7 

8.7 

ALUMINUM  (7/22)  ^/ib. 

79.0 

79.5 

-36.0 

WHEAT  (7/i7)  ft  2  hord,  $/bu. 

4.27 

4.30 

13.3 

COTTON  (7/2.1  strict  low  middling  1-1/16  in.,  f/\b. 

68.02 

66.38 

19.0 

Sources:  London  Wed.  final  setting,  Chicago  mkt..  Commodity  Research  Bureau,  Metals 
Week,  Kansas  City  mkt.,  Memphis  mkt. 


LEADING  INDICATORS 

Latest 
week 

Week 
ago 

%  Chan; 
year  a;: 

STOCK  PRICES  (7/2  ils&P  500 

333.79 

329.49 

24. 

CORPORATE  BOND  YIELD,  Aaa  (7/21) 

8.93  % 

8.94% 

-11 

INDUSTRIAL  MATERIALS  PRICES  (7/21) 

104.9 

104.6 

5- 

BUSINESS  FAILURES  (7/14) 

NA 

232 

N, 

REAL  ESTATE  LOANS  (7/12)  billions 

$332.7 

$330.5r 

14. 

MONEY  SUPPLY,  M2  (7/10)  billions 

$3,1 1 1.4 

$3,097.0r 

3. 

INITIAL  CLAIMS,  UNEMPLOYMENT  (7/8)  thous. 

335 

344 

13. 

Sources:  Standard  &  Poor's,  Moody's,  Journal  of  Commerce  (index;  1980—  100),  Dun 
Brodstreet  [failures  of  large  companies).  Federal  Reserve  Board,  Labor  Dept.  CIBCR  seosor 
oily  adjusts  data  on  business  failures  and  real  estate  locns. 

MONTHIY  ECONOMIC  INDICATORS 

latest 
month 

Month 
ago 

%Changi 
year  ag 

CONSUMER  PRICE  INDEX  (June) 

124.1 

123.8 

5. 

REAL  GROSS  WEEKLY  PAY  (June) 

$165.10 

$165.18 

-1. 

ORDERS  FOR  DURABLE  GOODS:  MFG.  (Junel  billions  $  1 24. 1 

$123.7 

-1. 

BUDGET  SURPLUS  OR  DEFICIT  (-)  (June)  millions 

$7,789 

-$25,466 

-14, 

Sources:  BLS,  Commerce  Dept.,  Treasury  Dept. 

MONETARY  INDICATORS  1 

Latest 
week 

Week 
ago 

%  Chang 
year  ag 

MONEY  SUPPLY,  Ml  (7/10) 

$778.7 

$777.4r 

-0. 

BANKS'  BUSINESS  LOANS  (7/121 

315.9 

316.9 

4.' 

FREE  RESERVES  (7/ 12) 

413r 

224r 

N^ 

NONFINANCIAL  COMMERCIAL  PAPER  (7/10) 

126.9 

125.6 

40 

Sources:  Federal  Reserve  Board  (in  billions,  except  f 
a  two-week  period  in  millions). 

or  free  reserve 

s,  which  ore  exp 

ressed  fc 
 1 

MONEY  MARKET  RATES  1 

Latest 
week 

Week 
ago 

Year 
ago 

FEDERAL  FUNDS  (7/25) 

9. 1 4  % 

9.24% 

7.80°/ 

PRIME  (7/26) 

10.5-11.0 

10.5-1 1.0 

9.50 

COMMERCIAL  PAPER  3-MONTH  (7/25) 

8.60 

8.68 

7.92 

CERTIFICATES  OF  DEPOSIT  3-MONTH  (7/26) 

8.80 

8.85 

8.06 

EURODOLLAR  3-MONTH  (7/19) 

8.81 

8.91 

8.18 

Sources:  Federal  Reserve  Board,  First  Boston 


#Raw  data  in  the  production  indicators  are  seasonally  adjusted  m  computing  the  BW  index  (chart),  other  components  (estimated  and  not  listed)  include  machinery  and  defense  equipmen 
1  =  Western  Wood  Products  Assn.         2  =  Southern  Forest  Products  Assn,         3  =  Free  market  value         NA  =  Not  available         r  =  revised         NM  =  Not  meaningful 
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You're  looking  at  a  remark- 
able pair  of  glasses,  developed 
from  space  technology,  that  helps 
a  deal  person  read  lips. 

A  tiny  but  powerful  micro- 
phone on  the  frame  connects  to 
a  portable  computer,  which 
converts  spoken  words  into  visual 
cues  that  appear  right  on  the  lens 
of  the  glasses,  almost  as  fast  as  the 


person  being  viewed  speaks. 

Helping  the  eyes  do  what  the 
ears  cannot  is  just  one  of  the  prac- 
tical, down-to-earth  applications 
of  space  technology.  To  find  out 
more  about  it,  call  the  U.S.  Space 
Foundation  at  1-800-255-1000. 
Or  write  to:  United  States  Space 
Foundation,  P.O.  Box  1838, 
Colorado  Springs,  Colorado  80901 . 


SPMCe  TKHMOLOCr.  THIS  IS  WHATS  IN  IT  FOR  YOU. 

4A-CA 


The  end  of  the 
terror  message! 


Each  one  of  these  PC  screens  is 
saying  something  different.  But 
they're  all  telling  you  the  same 
thing. 

You  and  your  data  are  in  a 
whole  lot  of  trouble. 

Perhaps  someone  hit  the 
wrong  key  and  deleted  your 
data  by  accident. 

Perhaps  it's  simply  lost  some- 
where on  your  disk. 

Or  perhaps  the  disk  is  cor- 
rupted and  everything  is  lost. 

Perhaps  you 
should  get  the 
new  Norton 
Utilities! 

Because  only 
the  Norton  Util- 
ities can  take 
the  terror  out  of 
all  these  error 
messages. 

If  someone 
has  accidentally 
deleted  your  data,  fear  not. 
Our  legendary  UnErase^  can 
resurrect  it  with  a  few  simple 
keystrokes. 

If  you've  misplaced  it— which, 
when  you're  dealing  with  a  hard 
disk,  is  terrifyingly  easy  to  do— 
our  File  Find  will  come  to  the 
rescue. 

And  .vhat  if  worse  comes  to 
worst  a  "  J  your  whole  disk  goes 
down? 

Cheer  u:  , 


The  Standard  Edition 
gii>es  you  UnErase.  File 
Find  and  a  range  of  features, 
functions  and  enhancements  — 
at  an  even  more 
reasonable  price. 


The  extraordinary  new 
Norton  Disk  Doctor'  will  deter- 
mine the  exact  nature  of  the 
problem,  report  it  and,  in  most 
cases,  fix  it  for  you. 

All  by  itself. 

In  fact,  if  the  Doctor  can't  cure 
your  corrupted  floppy  or  hard 
disk,  then  Buster,  you've  got  one 
corrupt  disk. 

In  which  case,  you'll  need  to 
refer  to  The  Norton  Trouble- 


shooter,  a  158-page  guide  to  find- 
ing and  fixing  most  anything  that 
could  go  wrong. 

Don't  worry  you  don't  have  to  gc 
to  the  library  or  the  bookstore  to 
refer  to  it,  because  it's  included  in 
the  Advanced  Edition. 

Along  with  24  more  organiza- 
tional and  disk  management  utili- 
ties we  don't  have  space  to  mention 

PC  Magazine  calls  the  Norton 
Utilities  "indispensable'.' 

You'll  want  to  call  your  local 
software  dealer.  Or  call  us  at 
1-800-365-1010. 

Then  youH  have  nothing  to  fear 
but  fear  itself. 


INORTOM 
UTILITIES  ^ 


COMPUTING 


Designed  for  the  IBM"  PS/2*  and  PC  families  and  100%  compatibles.  ©  1989  Peter  Norton  Computing,  Inc.  All  rights  reserved. 
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GERMAN  COMPANIES  PROVE 
BIGGER  ISN'T  BETTER 


There  is  an  unheralded  story  within 
your  Global  1000  listings  (July  17) 
that  may  have  a  bearing  on  the  U.  S. 
neoindustrial  policy  debate.  West  Ger- 
many runs  a  positive  trade  balance  that 
is  $11  billion  higher  than  Japan's  ($88 
billion  vs.  $77  billion  in  1988).  Yet  Ger- 
many had  only  30  entrants  in  the  Global 
1000,  while  Japan  had  34.5. 

To  be  sure,  the  excessive  price-earn- 
ings sustained  by  the  Tokyo  stock  ex- 
change explain  some  of  the  difference — 
but  not  all  of  it.  While  Japan  relies  on 
giant  firms  to  do  its  bidding,  Germany  is 
blessed  with  a  plethora  of  smaller  and 
midsize  firms  that  think  globally  and 
dominate  narrow  market  segments  with 
very  high-value  products.  In  fact,  Ger- 
many's "middlestadt,"  small  and  midsize 
family-run  firms,  provide  that  nation 
with  incomparable  strength. 

Before  we  go  too  far  down  the  consor- 
tia, combination,  and  "managed  trade" 
path,  we  might  take  a  long  look  at  the 
German  success  story,  which  has  gar- 
nered little  media,  policymaker,  or  man- 
agement attention  in  the  U.  S. 

Tom  Peters 
Tom  Peters  Group 
Palo  Alto,  Calif. 

IN  A  JAPANESE  OFFICE, 

WAIT  FOR  THE  THAW  

As  an  American  in  Sumitomo  Corp.'s 
head  office,  I  have  some  comments 
regarding  Japanese  employers  and  for- 
eign employees  ("  'White  people,  black 
people'  not  wanted  here?"  Top  of  the 
News,  July  10). 

The  attitudes  of  foreigners  in  Japa- 
nese companies  in  Japan  vary  widely.  In 
many  cases,  they  run  to  a  foreign  com- 
pany operating  in  Japan  or  back  to  their 
home  country.  Inability  to  speak  Japa- 
nese and  a  lack  of  understanding  of  the 
Japanese  office  environment  before  en- 
tering are  the  common  reasons.  On  the 
other  hand,  those  foreigners  who  are 
able  to  participate  in  decision-making 
and  interact  well  with  other  employees 
are  usually  satisfied.  Understandably, 
language  ability  is  a  major  factor. 


From  my  experience  and  from  listen- 
ing to  others,  the  initial  Japanese  reac- 
tion to  a  foreigner  is  a  mixture  of  curios- 
ity and  polite  distance.  They're 
comparing  this  foreigner  with  their  im- 
age and  preconceptions  of  foreigners 
(usually  on  a  country  basis).  As  the  new- 
ness wears  off,  the  Japanese  start  to 
judge  the  foreigner  as  an  individual,  by 
the  same  criteria  they  judge  another 
Japanese.  Loyalty,  empathy,  diligence, 
and  stick-to-itiveness  are  highly  regard- 
ed, whether  in  a  co-worker  or  a  friend. 
Anyone  who  meets  these  criteria  will  be 
accepted,  and  those  with  ability  will  be 
incorporated  into  the  "team." 

Steven  White 
Sumitomo  Corp. 

Tokyo 

THE  CAPITAL  ISN'T  GREENER 

ON  THE  OTHER  SIDE  OF  THE  OCEAN 

In  "Back  to  basics"  (Innovation  in 
America,  Special  Issue),  you  comment 
that:  "The  difference  between  a  long- 
term  interest  of  IT/f  in  the  U.  S.  and 
4.5'  '  in  Japan  . . .  becomes  a  high  hur- 
dle." The  implication,  published  widely 
elsewhere  in  the  current  debate  on  U.  S. 
productivity,  is  that  the  cost  of  capital  is 
higher  for  American  companies. 

This  is  untrue.  Except  for  differential 
tax  treatment  and  transaction  costs,  the 
cost  of  capital  is  nearly  identical  in  the 
two  countries.  Nominal  interest  rates 
are  higher  in  the  U.  S.  because  the  infla- 
tion rate  is  higher  there.  That  investors 
expect  yen  inflation  to  be  lower  than 
dollar  inflation  is  confirmed  by  observ- 
ing the  forward  premium  of  the  yen 
against  the  dollar  in  the  foreign  ex- 
change markets. 

If  American  companies  believe  that 
the  cost  of  capital  is  lower  in  Tokyo, 
they  are  almost  completely  free  to  raise 
capital  there.  Many  Japanese  business- 
es issue  debt  in  dollars  in  Europe  or 
in  the  U.  S. 

This  constant  competitive  search  pro- 
cess ensures  that  the  real  (i.e.,  inflation- 
adjusted)  cost  of  capital  tends  to  be 
equal  in  the  industrialized  countries  for 
companies  of  similar  risk. 

If  American  managers  and  American 
capital  markets  apply  a  higher  discount 
rate,  perhaps  it  is  from  prudence  and 
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MICHIGAN'S 
MACHINES  SURE 
HAVE  COME  A  LONG  WAY. 

When  you  think  of  Michigan,  one  of  the  first  things  you  think  of  is  automobiles  But  what  about  the 
machines  behind  the  machines''  Well,  Michigan's  machine  tool  industry  is  |ust  as  technologically 
advanced  as  our  car  industry,  thank  you  ■  William  Bournias,  President,  Machining  and  Assembly 
Systems,  Litton  Industrial  Automation  m  Warren  said.  The  Mecca'  of  the  machine  tool  industry 
IS  based  in  Michigan"  It's  only  natural  This  is  where  the  big  industries  are  plastics,  appliances 
and  food  processing,  as  well  as  automotive  But  perhaps  the  most  important  fact  is  that  Michigan 
has  a  skilled  work  force  iohn  Hobey  President,  Olofsson  Corporation  in  Lansing  said,  "We  depend 
on  our  people  to  make  decisions  in  the  production  process  Most  have  the  equivalent  knowledge 
of  high-level  university  engineering  graduates"  ■  With  that,  plus  a  lot  more  going  for  us,  the 
machine  tool  industry  in  Michigan  can  only  get  better  So  for  more  information,  call  (517)  37'3-8495 
or  write  Doug  Ross,  Director,  Michigan  Department  of  Commerce,  525  Ottawa,  Lansing,  Ml  48909, 

OUR  MACHINE  TOOLS 
HAVE  COME  RIGHT 
ALONG  WITH  THEM. 

%!SM!CH!GAN 


The  future.  We're  making  more  of  it  here. 
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5% 


II 


Can  you  find  the  rich,  robust 
Colombian  export  in  this  picture? 


ea 

lution.  Over  the  last  century,  there 
ave  been  many  examples  of  corporate 
iaders,  entrusted  with  a  long-term  man- 
ate,  who  fall  far  short  of  their  grandi- 
36  plans. 

Joel  N.  Morse 
Associate  Professor  of  Finance 
R.  G.  Merrick  School  of  Business 
University  of  Baltimore 
Baltimore 

RODUCT  LIABILITY  LAWS 
AMSTRING  INNOVATION  

four  Innovation  in  America  issue 
made  an  important  contribution  to 
irgeting  the  reason  for  America's  lack 
f  product  leadership.  But  one  aspect  of 
le  issue  was  overlooked. 
The  role  U.  S.  product-liability  laws 
lay  in  inhibiting  product  development 
id  marketing  is  substantial.  Excessive 
Ligation  costs  and  inequitable  liability 
,ws  that  are  diff'^rent  in  all  50  states  (a 
riority  in  the  European  Community  is 
)  adopt  a  uniform  code  by  1992)  dis- 
)urage  further  innovation  by  American 
lanufacturers.  No  matter  how  much 
lore  creative  we  become,  we  continue 
)  handicap  ourselves  by  subjecting  our 
inovators  to  enormous  liability  risks. 
This  is  another  example  of  how  ef- 
)rts  to  improve  America's  competitive- 
sss  need  to  begin  at  home.  In  this  case, 
le  place  to  start  is  in  Congress,  which 
eeds  to  act  before  "Made  in  America" 
2Comes  an  endangered  slogan  due  to 
iir  own  laws,  not  just  our  competitors. 

S.  J.  Tweedie 
Chairman 
Product  Liability 
Coordinating  Committee 
Washington 

HE  FIRST  HOME 

i  THE  HARDEST  

I think  your  statement  that  it's  a  mis- 
take to  help  first-time  homebuyers 
ith  federal  subsidies  through  tax  ex- 
iiptions  misses  the  mark  ("Housing: 
^elp  the  poor,  not  the  middle  class," 
ditorials,  July  3). 

If  it's  good  public  policy  to  encourage 
ome  ownership,  a  view  that  appears  to 
e  widely  accepted  in  the  U.  S.,  the  way 
)  do  this  is  to  provide  assistance  prefer- 
ritially  to  the  first-time  buyer.  The  gro- 
'sque  feature  of  the  present  tax  exemp- 
on  of  interest  on  home  mortgages  is 
lat  it  applies  even  to  luxury  homes, 
i^hat  is  really  needed  now  is  a  much 
iwer  limit  on  the  dollar  amount  of  a 
lortgage  that  is  tax-exempt,  a  limit  cer- 
linly  no  larger  than  the  average  price 
f  a  home,  and  possibly  limited  to  first- 
me  buyers. 

It's  unlikely  that  there  is  much  public 


If  you  guessed  the  cup  of  Colombian 
coffee,  you're  only  partly  right.  But 
you'd  also  be  right  if  you  guessed  jg 
the  succulent  seafood,  the  exotic  ID 
fruits,  the  beautiful  flowers,  the  11 
lovely  fabric  of  the  tablecloth,  H 


leather  wallet, 
em  are  Colombian 
exports,  and  all  of  them  are  part 
of  a  diverse  economy  that  is  one 
of  the  fastest-growmg  in  Latin 
America. 


SURPRISING  COLOMBIA 

Whafs  brewing  now  is  diversity. 
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The  one  Latin  Ameri^^n  economy 
thafs  growing  like  there's  no  manana 


ipport  for  the  total  elimination  of  the 
,x  exemption  for  home  mortgage  inter- 
;t,  but  there  must  be  an  overwhelming 
ajority  of  Americans  who  object  to 
iving  their  tax  dollars  used  to  subsi- 
ze  luxury  homes. 

F.  S.  Johnson 
Dallas 

FHiCH  CAME  FIRST,  THE  COPYRIGHT 
R  THE  MARKET?  

:  an  attorney  who  has  practiced  in- 
tellectual property  and  computer 
w  for  many  years,  I  take  exception  to 
le  alarmism  in  your  editorial  on  soft- 
are  copyright  protection  ("Don't  use 
)pyright  to  shackle  software,"  Editori- 
s.  May  29).  It  tries  to  counter  the  hype 
)out  certain  pending  lawsuits.  But  in 
•otesting  the  breadth  of  some  of  the 
aims  made  in  court  and  out,  BUSINESS 
EEK  itself  sweeps  too  broadly. 
Your  editorial  obscures  a  critical  dif- 
irence  between  arguments  in  litigation 
)cuments  (and  the  hype  in  press  re- 
ases)  and  the  ultimate  holdings  of  the 
mrts.  What  counts  are  not  the  liti- 
mts'  arguments  but  what  the  courts 
ly.  In  numerous  copyright  cases,  court 
)ldings  have  applied  the  law,  correctly 
ir  the  most  part,  to  uphold  some  claims 
ir  software  protection  and  to  deny  oth- 
■s — depending  on  the  facts  of  the  par- 
:ular  cases. 

You  say  that  "the  market  is  a  far 
;tter  mechanism  [than  copyright]  for 
swarding  and  protecting  innovation," 
id  "copyright  law  simply  doesn't  fit 
)ftware."  But  you  have  it  backward  on 
)th  scores  because  you  ignore  some 
mtral  points: 

It's  copyright,  not  the  marketplace, 
lat  "establishes  a  marketable  right  to 
le  use  of  one's  expression,"  as  the  U.  S. 
apreme  Court  has  said. 
Congress  has  stated  that  computer 
)ftware  is  protected  under  the  same 
)pyright  principles  that  protect  other 
orks  of  authorship. 

In  short,  the  marketplace  for  software 
predicated  on  the  existence  of  healthy 
)pyright  protection. 

Morton  David  Goldberg 
Schwab  Goldberg  Price  &  Dannay 
New  York 

IVING  ZAIRE 

rS  DUE  

In  response  to  your  article  on  Zaire 
("  'Peacemaker'  Mobutu  is  under 
re,"  International  Business,  July  10),  I 
ould  like  to  present  the  views  of  the 
overnment  of  Zaire. 
We  are  perhaps  the  most  pro-Ameri- 
in  country  in  sub-Saharan  Africa.  The 
ict  that  President  Bush  chose  President 


When  you  think  of  Latin  Americafl 
economies,  you  may  think  of  hyper- 
inflation, stagnation  and  debt.  Think 
again-and  focus  on  Colombia.  If s  1^ 
one  of  the  only  countries  in  the  Inl 
region  to  show  positive  economic  HI 


frowth  every  year  for  the  past 
ecade-nand  the  only  Latin  American 
nation  not  to  reschedule  its  debt. 

iGrov^th,  diversity,  and  oppor- 
tunity: That's  the  most  pleasant 
surprise  in  Latin  America. 


SURPRISING  COLOMBIA 

Ifs  pays  to  get  to  know  us  better. 
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Whose  ad  is  this,  anyway? 


That's  a  very  good  question. 

Because,  instead  of  being  an  ad 
for  the  20  very  different  companies 
you  see  here,  it's  actually  an  ad  for 
the  one  industry  standard  that 
makes  them  very  much  alike. 

The  PostScript  language 
from  Adobe  Systems. 

Choose  a  printer  or  typeset- 
ter from  one  of  these  companies 
and  you  can  make  the  choice  for 
PostScript.  Because  each  of  these 
manufacturers  has  licensed 
Adobe'spagedescription  language. 

Why  did  they  do  it? 

Foronething,  PostScript  delivers 
the  ultimate  in  output  quality  and 


capability.  Whether  you're  printing 
simple  text  for  everyday  correspon- 
dence orcomplex  graphics  for  elec- 
tronic publishing,  PostScript 
makes  it  easy. 

PostScript  also  gives  you 
absolute  freedom  to  select 
the  best  hardware  and  more 
than  4,000  software  programs 
for  your  needs  and  budget. 

That's  called  compatibility  and 
Adobe  PostScript  guarantees  it. 

So,  even  though  different  Post- 
Script printers  and  typesetters  offer 
different  resolutions,  paper  handling 
options  and  output  speeds,  you  can 
be  sure  they  all  work  together. 


Because  they  all  speak  the  same  lan- 
guage. The  language  of  PostScript. 
Now,  aren't  you  glad  you  asked? 
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obutu  to  be  the  first  African  head  of 
ate  to  visit  him  is  proof  of  the  strength 
'  our  relationship. 

Zaire  is  working  to  correct  its  past 
istaiies.  The  United  Nations  cited  Zaire 
ir  its  commitment  to  improving  its  hu- 
an  rights  record.  We  are  a  long  way 
cm  the  ideal — but  we  are  on  par  with 
ir  fellow  developing  African  states, 
id  more  important,  we  are  genuinely 
aking  progress. 

Zaire,  with  the  help  of  bilateral  and 
ultilateral  assistance,  is  also  working 
ird  to  solve  its  economic  problems.  The 
■cently  signed  International  Monetary 
and  structural-adjustment  agreement 
lould  put  Zaire  on  the  path  toward 
ng-term  economic  development. 

We  welcome  constructive  debate  con- 
•rning  the  various  problems  facing  our 
ition.  But  this  debate  must  put  Zaire  in 
)ntext  as  a  state  that  shares  the  same 
)]itical  and  economic  difficulties  as  the 
!St  of  the  nations  of  Africa  and  much 
■  the  developing  world.  Zaire  needs  en- 
)uragement  and  assistance  in  order  to 
eet  its  great  potential. 

Mushobekwa  Kalimba  wa  Katana 

Ambassador  of  the  Republic  of  Zaire 
Washington 

\X  PAPER  HAS  ITS 

DP  GUMS,  TOO  

Cashing  in  on  the  fax  frenzy"  (Inside 
Wall  Street,  July  10)  gives  the  im- 
-ession  that  there  are  no  national  brand 
imes  in  the  fax-paper  market.  To  the 
)ntrary,  the  "big  three"  are  Accufax, 
abelon,  and  Mr.  Fax.  Accufax  and  La- 
jlon  sell  through  retailers.  Mr.  Fax 
?lls  directly  to  fax  users. 

Steve  Ridinger, 
President 
Mr.  Fax 
Irvine,  Calif. 

NE  REASON  TO  STAY  AWAY 

KOM  MUNICIPAI.  BONDS  

Regarding  "Munis  are  evolving  into 
Im  more  dangerous  animals"  (Personal 
usiness,  June  19):  For  the  life  of  me,  I 
)uld  never  understand  the  enthusiasm 
irough  the  years  for  municipal  bonds, 
ix-free  or  otherwise. 
For  those  who  touted  municipal  bonds 
I  me,  my  reply  was  always:  Have  you 
/er  attended  a  city  council  meeting  any- 
here? 

Walter  H.  McNeil 
Pikeville,  Ky. 


stters  to  the  Editor  should  be  sent  to  Readers 
sport,  Business  Week,  1221  Avenue  of  the  Ameri- 
is,  New  York,  N  Y.  10020.  Fax:  (212)  512-6875, 
i\ex:  12-7960.  Intl.  4998204.  All  letters  must  in- 
jde  an  address  and  daytime  and  evening  tele- 
lone  numbers  We  reserve  the  right  to  edit  letters 
r  clarity  and  spaca 


What  you  don't  know  about  our  economy 
could  fill  a  book. 


What's  one  of  the  oniy^  economiegLin- 
Latin  America  to  show  positive 

trowth  each  year  for  tne  past 
ecade?  The  only  country  in  the 
region  not  to  reschedule  its  for-  rg 
eign  debt?  ^ 
The  answer  is  surprising-the  ■ 
answer  is  Colombia.  It's  a  grow-  'J 


mg,  diversifying  economy  that  pro- 
vides new  opportunities  every  day.  If 
you're  interested,  we'd  like  to  send 
you  a  free  copy  of  a  book  with  all  the 
facts.  Just  write  us  at  Colombian 
Government  Trade  Bureau,  250 
a  Park  Avenue,  N.Y.,  N.Y.,  10177. 
I  212972-7476. 


SURPRISING  COLOMBIA 

It  pays  to  get  to  know  us  better. 


Qjj  Reading  worth 

writing  for. 

n  you're  looking  for  some  good  reading, 
you've  just  found  it.  The  free  Consumer 
Information  Catalog. 

The  Catalog  lists  about  200  federal 
publications,  many  of  them  free.  They  can 
help  you  eat  right,  manage  your  money, 
stay  healthy,  plan  your  child's  education, 
learn  about  federal  benefits  and  more. 


■So  sharpen  your  pencil.  Write  for  the  free 
Consumer  Information  Catalog.  And  get 
reading  worth  writing  for. 

f^^^^  Consumer  Information  Center 
*  Department  RW 
1^         Pueblo,  Colorado  81009 

A  public  service  of  this  publication  and 

the  Consumer  Information  Center  of  the  U  S  General  Services  Administration, 
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TRAMMELL  CROW,  MASTER  BUILDER 

By  Robert  Sobel 

John  Wiley  &  Sons  •  254pp  •  $19,95 


A  DEVELOPER  WHO  LETS  HIS 
BUILDIHGS  DO  THE  TALKING 


alias  is  the  quintessential  Sunbelt 
I  city:  sprawling,  exuberant,  and 
apparently  about  20  minutes  old. 
That  look  is  largely  the  work  of  one 
man.  The  fanciful  skyscrapers  are  his: 
one  with  a  black  glass  crown  shaped  like 
Darth  Vader's  helmet,  another  tower 
with  a  hole  in  its  middle.  Three  miles 
west  of  downtown,  the  same  man  built 
the  Dallas  Market  Center,  whose  9.2  mil- 
lion square  feet  of  exhibit  space  and 
l,(i20-room  hotel  helped  establish  the  city 
as  the  wholesale  trade  center  of  the 
Southwest. 

Trammell  Crow  is  one  of  the  most 
prolific  and  influential  developers  in 
America,  although  few  people  outside 
the  real  estate  world  know  much  about 
him.  Crow  has  always  wanted  it  that 
way.  At  least  five  would-be  biographers 
have  tried  to  find  out  what  makes  him 


tick  and  failed  to  get  their  guarded,  self- 
effacing  subject  to  cooperate. 

Even  though  Robert  Sobel  got  permis- 
sion to  publish  Trammell  Crow,  Master 
Builder,  the  book  isn't  quite  the  revela- 
tion one  hopes  for.  Sobel  does  a  credit- 
able job  on  the  history  of  Crow's  empire. 
But  he  does  not  deliver  the  enigmatic 
man  himself.  We  see  the  Market  Center 
rising  out  of  the  ground  but  catch  only 
reflections  of  the  vision  and  genius  be- 
hind it.  Readers  learn  that  Crow's  early 
partner,  John  Stemmons,  called  him  "the 
wild  man,"  but  Sobel  never  asks  Crow  to 
explain  the  method  in  his  madness.  Even 
the  slightly  wistful  foreword  by  H.  Ross 
Perot  suggests  that  the  book  falls  short 
of  familiarizing  readers  with  "one  of  the 
most  charismatic  men  of  our  times." 

In  Sobel's  defense,  Crow,  now  75,  may 
be  among  the  most  difficult  interviews 


around.  Despite  hints  that  a  fiercely  pa, 
sionate  character  lurks  behind  his  cori 
fortable-old-shoe  demeanor,  writers  se 
dom  break  through.  When  the  topic 
himself.  Crow  grows  wary  and  distrac 
ed.  I  know  of  one  local  journalist  wh 
watched  Crow  heave  a  sigh  in  mid-inte 
view  and  lower  his  head  onto  his  desl 
temporarily  unable  or  unwilling  to  go  c 
talking  about  himself.  Sobel  reports  th 
Crow  was  ambivalent  about  the  boc 
right  to  the  end. 

In  business,  Crow  makes  a  virtue 
his  reticence.  "I  believe  businessmt 
would  do  well  to  allow  some  mystery  1 
surround  their  activities,"  he  says 
often  pays  to  cultivate  an  aura  of  enij 
ma,  to  swoop  down  into  a  meeting 
unexpected  ways  and  put  people  o: 
guard."  Crow,  still  a  managing  partnt 
though  no  longer  an  active  developer, 
a  master  at  that.  Like  many  entrepr 
neurs,  he  keeps  his  business  in  his  heai 
makes  snap  decisions,  and  leaves  h 
subordinates  and  associates  puzzlin 
over  how  to  execute  them. 

In  real  estate  circles,  he  is  known  as 
modest  genius,  generous  to  a  faul 
When  Stemmons  and  Crow  split  the, 
partnership  in  1972,  Stemmons  wante 
$7  million  for  his  share,  and  Crow  insis 


THERE'S  AN  ART  TO  ESTABLISHING 
BUSINESS  ROOTS  IN  TOKYO. 

To  establish  a  strons  rapport 
with  your  Tokyo  contacts 
takes  time,  patience,  insight 
and  more  time.  A  country 
that  considers  a  300  year- 
old  bonsai  tree  an  art  form 
takes  a  little  time  to 
understand. 

EXCHANGING  MEISHI 

(business  cards)  is  an 
important  formalit/  in 
establishing  a  relation- 
ship. You  go  first,  with  a  bow 
or  handshake, and  then,  your 
card,  presented  Japanese 
side  up  to  assist  with 


pronunciation  and  cases 
where  English  capabilities 
are  limited.  Study  the  card 
you  receive,  repeating  the 
surname,  the  first  name  on 
the  card,  to  be  sure  you 
have  the  right  pronunciation. 
Treat  cards  with  the  respect 
you  would  bestow  upon 
their  owners. 


WHERE  TO  GET  YOUR 
BASIC  BURGERS 

There's  a  Hard  Rock 
Cafe  in  Tokyo  if  you 
have  the  wild  craving 
for  fries,  and  the 


quality  of  the  h 
burgers  is  super 

DO  ITVOURWAJi 

The  nightclub  can  i 
more  important  than 
meeting,  so  you'll  probably 
be  invited  to  one.  The  hot 
test  thing  is  "Kara-oke."  Mu 
and  images  play  on  a  videc 
system  and  you  sing  along 
into  a  microphone.  Do  not 
decline  an  invitation  to  sin 
or  you'll  be  rejecting  your 
host.  Most  songs  are  Japan 
ese,  but  don't  panic  —"My 
Way"  is  always  available. 


«^  NORTHWEST  AIRLINES 
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,  that  $8  million  was  a  fairer 
ice.  Crow  gave  in  only  after 
long,  mutually  incomprehen- 
)le  tug-of-war. 
As  a  developer,  Crow's  mo- 
is  operandi  was  to  form 
rtnerships  with  young  real 
tate  fast-trackers.  They  pro- 
ied  the  leasing  hustle  in 
emphis,  Tampa,  San  Fran- 
;co,  and  elsewhere.  Crow 
ovided  capital,  lending  con- 
cts,  and  whatever  advice 
e  Young  Turks  asked  for. 
!  Crow  describes  this  inter- 
rsonal  magic:  "These  people 
)n't  be  working  for  us  but 
ther  for  themselves  with 
. . . .  Become  an  owner  and 
ings  improve." 
Naturally,  this  strategy  is 
aught  with  risk.  Partners,  like 
ouses,  must  be  chosen  with  extreme 
re.  Crow  picked  his  people  intuitively, 
d  he  wasn't  always  correct.  The  book 
esn't  tell  us  hov/  he  overcame  the  oc- 
sional  betrayals.  Similarly,  in  the  mid- 
70s,  when  the  company  had  outgrown 
5  entrepreneurial  style.  Crow  turned 
y-to-day  operations  over  to  administra- 
fs.  Sobel  handles  this  as  a  purely  intel- 
:tual  decision.  In  real  life.  Crow 
esn't  always  succeed  in  keeping  his 


cool.  People  who  have  seen  him  in  the 
full  flush  of  righteous  anger  describe  it 
as  a  terrifying  experience.  Sobel  keeps 
this  side  of  Crow  in  total  eclipse. 

What's  left  is  a  sturdy  history  of  one 
of  America's  biggest  real  estate  enter- 
prises. Crow  planted  his  flag  on  the  sky- 
lines of  Sunbelt  cities  from  Florida  to 
California.  Sobel  does  give  us  a  glimpse 
of  the  man's  business  style.  Crow  gave 
up  nothing  when  he  sat  down  at  the 
negotiating  table  to  close  a  deal,  but  he 


never  fell  into  the  modern 
trap  of  seeing  real  estate  as  a 
mere  financial  transaction.  To 
Crow,  real  estate  is  a  service 
business  built  on  carefully 
nurtured  relationships  be- 
tween owner  and  tenant. 
When  pressed  for  the  secret 
of  his  success,  Crow  ascribes 
it  to  love:  He  loved  his  work, 
he  loved  his  partners,  and 
both  flourished  under  his 
care.  But  Sobel  makes  clear 
that  savvy  had  plenty  to  do 
with  it,  too. 

While  some  of  its  passages 
bear  the  unmistakable  mark 
of  committee  English,  on  the 
whole  Sobel's  book  is  very 
readable.  Still,  it  does  not  ful- 
fill the  unspoken  promise  of 
an  authorized  biography.  Sobel  kindly 
skips  over  Crow's  recent  problems  with 
hotels — a  particularly  overbuilt  corner  of 
real  estate — and  with  the  Infomart,  a 
computer  trade  fair  that  opened  in  1983 
just  as  the  personal  computer  industry 
entered  a  shakeout.  But  while  readers 
learn  what  Trammell  Crow  did  and  how, 
the  who  and  why  remain  an  enigma. 

BY  TODD  MASON 
Dallas  Bureau  Chief  Mason  has  covered 
Trammell  Crow  for  seven  years. 


3  before  you  30,  di3 
ut  some  of  your  old 
:cords  and  practice  up. 

lORTHWEST  NOTES.  In 

ddition  to  nearly  60 
iShts  a  week  to  Tokyo  from 
ver  200  U.S.  cities,  a  spa- 
ous  Executive  Class,  a  First 
lass  with  all  the  luxury 
id  comfort  you  deserve— 
'e  sive  you  somethins  no 
ther  U.S.  airline  can  offer 
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Id  information  that  come 
^er  40  years  of  helping 
eople  do  business  in  Asia. 
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PLASTIC  PUZZLE: 
WHY  RATES  FOR 
CREDIT  CARDS 
DON'T  GO  DOWN 

BY  ALAN  S,  BLINDER 


How  CcUi  a  practically 
unregulated  and  unrestricted 
industry  keep  making 
'monopoly  profits?' 
Maybe  consumers  put  up 
with  high  interest  rates  in 
the  deluded  belief  that  they'll 
never  get  stuck  paying  them 


ALAN  S  BUNDER  IS  THE  GORDON  S  RENTSCHLER 
MEMORIAL  PROFESSOR 
OF  ECONOMICS  AT  PRINCETON  AND 
AUTHOR  OF  HARD  HEADS.  SOFT  HEARTS 


uring  the  1980s,  the  interest  rate 
I  charged  on  credit-card  borrowing 
remained  stubbornly  fixed 
around  197^  even  as  open-market  inter- 
est rates  tumbled.  Some  observers  con- 
cluded that  banks  must  have  been  con- 
spiring against  the  public  to  reap 
extraordinary  profits.  Congressional 
hearings  were  held,  and  several  bills  to 
regulate  the  industry  were  introduced. 
Economists  always  found  the  conspiracy 
theory  implausible.  How  could  there  be 
"monopoly  profits"  in  an  unregulated  in- 
dustry with  more  than  4,000  companies, 
to  which  entry  is  virtually  unrestricted, 
and  where  competition  is  nationwide  and 
apparently  vigorous? 

i  always  found  that  argument  con- 
vincing, but  the  economists'  position 
fails  to  explain  the  unyielding  rates.  In  a 
competitive  market,  the  price  of  a  ser- 
vice should  approximate  the  cost  of  pro- 
viding it,  plus  a  normal  profit.  But  the 
one  component  of  costs  that  outsiders 
can  observe — the  banks'  cost  of  raising 
funds — fell  drastically  from  1981  to 
1986,  and  credit-card  interest  rates  bare- 
ly budged.  To  believe  that  high  lending 
rates  reflected  high  costs,  you  have  to 
believe  that  noninterest  costs  in  the 
credit-card  business  rose  just  as  interest 
rates  fell.  Quite  a  coincidence. 

Now,  research  by  Professor  Lawrence 
Ausubel  of  Northwestern  University's 
Kellogg  School  of  Management  finds 
that  this  unlikely  coincidence  never  oc- 
curred. Instead,  the  credit-card  business 
became  extraordinarily  profitable  when 
market  interest  rates  declined.  Ausubel 
studied  several  sources  of  data  on  bank 
revenues  and  costs.  Some  of  the  major 
credit-card-issuing  banks  responded  di- 
rectly to  a  mail  questionnaire  he  sent 
out.  A  number  of  others  had  filed  public 
reports  with  either  the  Federal  Deposit 
Insurance  Corp.  or  the  Securities  &  Ex- 
change Commission.  All  of  these  sources 
led  to  the  same  startling  conclusion: 
Since  1982,  the  pretax  return  on  equity 
among  the  50  largest  credit-card  issuers 
has  typically  exceeded  607'  per  year  and 
often  surpassed  100'/'. 
NO  CONSPIRACY.  Accounting  profits  are 
notoriously  unreliable  guides  to  true 
profitability,  so  Ausubel  augmented 
these  figures  with  another  fascinating 
data  source.  Occasionally,  a  bank  sells 
part  or  all  of  its  credit-card  business  to 
another  bank.  If  credit-card  lending  is 
unusually  profitable,  such  accounts 
should  sell  at  a  premium  over  face  val- 
ue. That  is,  $100  million  in  outstanding 
credit-card  balances  should  sell  for  more 
than  $100  million.  He  located  10  such 
trades  for  which  the  selling  price  was 
publicly  disclosed.  In  each  ca.se,  the  ac- 
counts sold  at  a  premium;  the  average 
premium  being  177".  This  suggests  that 


the  extraordinary  profits  are  real,  not  a 
accounting  fiction. 

How  can  such  high  profits  persist  in 
seemingly  competitive  industry?  Th 
conspiracy  theory  cannot  be  right:  Thei 
are  simply  too  many  banks  in  the  bus 
ness.  Although  the  Visa  and  MasterCar 
networks  dominate  the  industry,  the 
control  only  the  fees  that  merchant 
pay.  The  interest  rates  and  membershi 
fees  that  consumers  pay — which  are  th 
major  sources  of  bank  revenue — are  s( 
by  each  bank.  Banks  are  free  to  compel 
on  price  and  occasionally  do.  And  thei 
is  absolutely  no  evidence  of  collusion. 

So  banks  must  deem  it  unprofitable 
seek  new  business  by  lowering  finan( 
charges.  But  why?  Retailers  compete  b 
cutting  prices;  so  do  banks — on  the 
non-credit-card  business.  What  is  so  di 
ferent  about  credit  cards? 
EVIDENCE.  Ausubel  offers  a  cleve 
though  speculative,  explanation.  Su] 
pose  there  are  two  types  of  credit-car 
borrowers.  Type  B  customers  plan 
borrow  regularly  on  their  credit  care 
and  therefore  seek  out  banks  with  lowt 
interest  rates.  But  a  rational  person  wil 
ing  to  pay  197  for  credit  is  probably 
bad  risk  who  cannot  obtain  cheapt 
sources  of  credit.  Banks  may  not  war 
such  customers.  Type  A  customers  ar 
creditworthy  and  want  credit  cards  onl 
for  convenience.  They  plan  to  pay  the 
bills  on  time  but  often  fail  to  do  s< 
incurring  accidental  finance  charge; 
These  are  the  customers  that  banl< 
prize.  But,  since  Type  A  customers 
not  plan  to  borrow,  they  may  not  1; 
attracted  by  lower  interest  rates.  If  so, 
bank  that  lowers  its  finance  charge  ma 
find  itself  gaining  mostly  Type  B  cu 
tomers — and  suffering  large  loan  losse 

At  least  one  piece  of  evidence  su] 
ports  this  idea.  Industry  data  show  thi 
7.57  of  active  credit-card  accounts  ar 
incurring  finance  charges  at  any  m( 
ment.  Yet  a  University  of  Michigan  su 
vey  found  that  only  277  of  consumer 
say  they  "hardly  ever"  pay  their  cred 
card  bills  in  full,  while  477  say  the 
"nearly  always"  do  so.  Either  the  surve 
is  way  off  or,  as  I  believe,  a  lot  of  coi 
sumers  are  deluding  themselves. 

The  cr-edit-car-d  market,  then,  seems 
fail  to  do  what  competitive  markets  ar 
supposed  to  do:  deliver  the  goods  at  tl 
lowest  possible  price.  Is  regulatio 
therefore  called  for?  Probably  not.  Th 
banks  possess  no  monopoly  power  an 
appear  to  be  competing  for  business 
the  ways  that  work  best.  If  the  markt 
functions  poorly,  it  may  be  because  cav 
less  consumers  are  handing  bonanz; 
sover  to  banks.  The  government  shoul 
not  ban  banks  from  receiving  gifts.  It 
the  borrowing  public  that  should  not  h 
offering  them. 
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CNA  suggests  you  ask  your  agent. 
Most  agents  agree  that  even  big 
insurance  companies  can  get  into 
financial  trouble  these  days.  A 
knowledgeable  agent  will  explain 
the  possible  effects  on  your  busi- 
ness-unpaid claims,  even  complete  loss  of  coverage. 

Independent  agents  are  free  to  compare  the  fiucincial 
strength  of  several  insurance  companies.  So  they  can  select 
the  company  that  offers  the  long-term  security  you  need. 

They  often  recommend  the  CNA  Insurance  Companies 
because  we  are  one  of  the  very  few  major  property/casualty 
groups  to  earn  top  ratings  from  all  four  f inancicd  rating  services.* 

Maintaining  this  financial  strength  is  one  way  we 
keep  the  commitments  we  make  to  the  companies  and 
individuals  we  protect. 

Ask  your  agent  about  CNA 

Insurance  for  individuals,  businesses,  groups  and 
associations.Independent  agents  who  represent  CNA  are  listed 
in  the  Yellow  Pages. 

INSURANCE  FROM 

OVA 

R>rM\  the  Commitments  You  Make^ 

•A  M  Best,  Standard  8  BDor  s,  Moody's,  Outi  i  Ptielps 

CNA  Insurance  Companies/GNA  Plaza/Chicago,  IL  60685 
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THERE  IS  NO  SECOND  PLACE. 


formation  technology  companies  need 
h  more  top  managers.  More  top  managers 
read  Business  fVeelc.  ItV  tliat  simple.  ^ 


r  more  information  on  the  Purchase  Influi 


merica  Business  Survey  call  (312)  751-3756. 


WE  HAVE  SOME  CHOICE  WORDS  FOR  THOSE 
WHO  MISSED  OUR  1989  CONFERENCES 


Our  conference  transcripts.  And  they're 
available  now — on  a  very  limited  basis. 

Although  it's  impossible  for  these  tran- 
scripts to  include  the  lively  and  informative 
workshop  discussions  (you  should've  been 
there),  each  does  contain  all  the  general  session 
presentations  and,  whenever  possible,  hard  cop- 
ies of  the  audiovisual  materials  used  by  the 
speakers.  Each  transcript  contains  information 
not  available  from  any  other  source,  an  invalua- 
ble reference  tool  for  your  office. 

To  receive  your  transcript(s),  complete  this 
form  and  send  it  with  the  proper  amount  to 
Business  Week  Executive  Programs,  Transcript 
Department,  1221  Avenue  of  the  Americas, 
New  York,  NY  10020.  Payment  must  accom- 
pany all  orders. 
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Q  U.S.  [apan  Business  Toward  2000: 
Competition  and  Partnership 
March  7-8,  1989,  $99.00 

Topics  include:  lapan's  Economic  Policy,  Japan's  Trade  and  Invest- 
ment Policy,  Emerging  Business  Opportunities  in  |apan.  Choosing 
Investment  Strategies  for  japan  Entry,  |apan-U.S.  Venture  Business 
Opportunities,  Managing  Corporate  Image  in  [apan  and  many 
more 

□  1992  and  Beyond 

The  Reshaping  of  Europe: 
Implications  for  Global  Business 
May  2-3,  1989,  $99.00 

Topics  include:  The  New  European  fiscal  and  monetary  order,  Eu- 
rope's new  corporate  playing  field,  Pan-European  manufacturing, 
Pan-European  media  and  marketing  strategies,  and  many  more. 
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conomic  Trends 


L 

BY  GENE  KORETZ 


CRUMBLING  ROADS  AND 
BRIDGES:  THEIR  HEAVY 
TOLL  ON  THE  ECONOMY 

Simply  cutting  the  budget  deficit  and 
raising  private  investment  is  not 
enough  to  enable  America  to  regain  its 
competitive  edge.  That's  the  message  re- 
cently delivered  to  Congress  by  Wash- 
ington's Economic  Policy  Institute  and 
signed  by  327  economists,  including  six 
Nobel  laureates.  Unless  the  nation  finds 
ways  to  boost  public  investment  signifi- 
cantly, they  say,  America's  future  pros- 
perity will  be  increasingly  at  risk. 

Public  investment,  of  course,  includes 
spending  on  human  capital,  and  econo- 
mists appearing  before  the  Joint  Eco- 
nomic Committee  stressed  the  need  to 


A  SHARP  SLOWDOWN  IN 
INFRASTRUCTURE  SPENDING 
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raise  outlays  on  education,  training,  and 
child  welfare.  But  some  of  their  more 
telling  testimony  concerned  the  econom- 
ic implications  of  the  shortfall  in  infra- 
structure investment. 

Though  the  problem  isn't  new,  its  cu- 
mulative effects  are  escalating.  Over  the 
past  two  decades,  capital  outlays  for 
public  works  as  a  percent  of  the  gross 
national  product  have  declined  sharply, 
from  alx-ut  2.3%  to  around  1%  (chart).  At 
the  sarnc--  time,  public-works  capital 
spending  as  a  percent  of  private  capital 
spending  iias  been  halved.  As  a  result, 
the  stock  oi'  infrastructure  per  worker 
has  fallen,  e\  -n  as  the  private  capital 
I    stock  per  worki  r  has  continued  to  climb. 
I      The  signs  of  this  slowdown  are  abun- 
I    dantly  apparent — in  deteriorating  roads 
o    and  bridges,  decaying  mass-transit  sys- 
y    terns  in  older  cities,  inadequate  water- 


supply  systems  and  solid-  and  hazard- 
ous-waste facilities,  and  increasing 
congestion  in  air  travel.  To  many  Ameri- 
cans, these  problems  spell  discomfort 
and  inconvenience.  But  evidence  is  grow- 
ing that  they  have  also  had  a  major  im- 
pact on  the  economy. 

A  1987  study  by  economist  David  A. 
Aschauer  of  the  Federal  Reserve  Bank 
of  Chicago,  for  example,  found  that  a 
given  increase  in  public-infrastructure 
investment — by  lowering  the  costs  of 
private  business  and  thus  raising  its  rate 
of  return — actually  stimulates  four  to 
seven  times  as  much  private  investment. 
And  more  recent  work  by  Aschauer  of- 
fers evidence  that  the  declining  rate  of 
growth  of  nonmilitary  public  investment 
may  in  fact  be  largely  responsible  for 
the  disturbing  slowdown  in  the  nation's 
productivity  growth. 

If  this  thesis  is  valid,  it  should  be 
borne  out  by  international  data  on  pro- 
ductivity growth  and  infrastructure  in- 
vestment. And  that,  in  fact,  appears  to 
be  the  case.  Aschauer  notes  that  among 
the  Group  of  Seven  countries,  those  that 
spend  the  most  on  public  investment 
have  had  the  highest  productivity 
growth,  while  those  that  spend  the  least 
have  had  the  lowest.  From  1973  to  1985, 
for  example,  Japan  invested  about  5.1%' 
of  gross  domestic  product  in  public  facil- 
ities and  achieved  productivity  growth  of 
3.3%  a  year,  while  U.  S.  public  invest- 
ment averaged  0.3%  a  year  and  its  pro- 
ductivity gains  were  just  0.6%  . 


GREENSPAN  STILL  HAS 

A  CHOKE  CHAIN 

ON  THE  MONEY  SUPPLY 

*^M#atch  what  Alan  Greenspan  does, 
WW  not  what  he  says,"  advises  econ- 
omist Nancy  R.  Lazar  of  C.  J.  Lawrence, 
Morgan  Grenfell  Inc.  Despite  Green- 
span's testimony  before  Congress  that 
the  Federal  Reserve  Board  has  eased  in 
recent  months  and  is  more  concerned 
about  the  risk  of  a  recession,  Lazar  ar- 
gues that  the  "Fed  is  still  hanging  rela- 
tively tight."  The  key  sign,  she  says,  is 
the  9.259^  rate  on  Federal  funds,  the  rate 
charged  on  interbank  loans,  which  is  still 
well  above  money-market  yields  and 
some  40%  above  its  level  a  year  ago. 

Lazar  concludes  that  the  Fed  wants  to 
wring  more  inflation  out  of  the  econo- 
my, notwithstanding  its  recessionary 
concerns — a  view  shared  by  economist 
Gert  von  der  Linde  of  Donaldson,  Lufkin 
&  Jenrette  Securities  Corp.  Although  the 
latest  numbers  on  inflation  are  favor- 
able— producer  prices  dropped  in  June, 
and  consumer  prices  rose  a  modest 
0.2%' — von  der  Linde  points  out  that  the 


two  indexes  are  still  up  at  8.5%'  and  5.9?! 
annual  rates  since  December,  1988.  "One 
month  of  slowing  inflation  is  not  enough 
to  prompt  the  Fed  to  ease  aggressively,' 
he  says,  warning  that  the  market  is  seri 
busly  underestimating  the  chances  of  a 
hard  landing. 


HOUSING  STARTS: 
ONE  MONTH  DOES  NOT 
A  REBOUND  MAKE 

June's  7%  jump  in  housing  starts  aftei 
four  straight  monthly  declines  doesn'i 
mean  that  the  housing  market  is  aboui 
to  rebound  strongly,  says  economisi 
Maury  Harris  of  PaineWebber  Inc.  H( 
points  out  that  the  June  pickup  occurrec 
in  the  vacancy-plagued  multifamily  sec 
tor,  while  starts  for  single-family  dwell 
ings  continued  to  fall.  More  important 
Harris  notes  that  mortgage  rates  hav( 
not  fallen  as  much  as  market  interest 
rates.  A  weekly  survey  of  2,000  lenders 
by  HSH  Associates  of  Butler,  N.  J.,  foi 
example,  indicates  that  the  number  of 
fering  adjustable-rate  mortgages  witi 
preliminary  "teaser  rates"  below  th( 
one-year  Treasury-yield  index  declinec 
from  663  at  the  end  of  February  to  jusi 
95  in  mid-July.  Rates  for  fixed  mort 
gages  have  also  eased  less  than  yields 
on  Treasury  bonds,  adds  Harris. 


READING  THE 

TEA  LEAVES 

OF  PRODUCTIVITY 

When  nonfarm  productivity  de 
clines  on  a  year-over-year  basis 
the  economy  almost  always  slips  into  re 
cession,  observe  economists  Stan  Shiplej 
and  Robert  J.  Barbera  of  Shearson  Leh 
man  Hutton  Inc.  And  in  the  first  quar 
ter,  nonfarm  productivity  fell  0.2%  fronr 
its  year-earlier  level,  marking  the  firsi 
such  decline  since  the  last  recession,  ex 
cept  for  a  brief  dip  in  early  1987. 

The  two  economists  note,  however 
that  while  such  declines  are  usually  cen 
tered  in  the  manufacturing  and  con 
struction  sectors,  manufacturing  produc 
tivity  was  up  3.5%  in  the  first  quartei 
over  1988.  Instead,  the  big  drag  on  pro 
ductivity  is  coming  from  the  services 
sector,  where  demand  has  slowed  more 
than  employment.  Thus,  with  the  econo 
my  slowing  sharply,  they  predict  thai 
services,  not  manufacturing,  will  fee 
the  brunt  of  any  retrenchment.  "Service 
based  industries,  notably  retailing,"  thej 
warn,  "are  the  ones  most  likely  to  laj 
off  employees  and  consolidate  their  oper 
ations  over  the  next  few  quarters."  S 
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BY  JAMES  C.  COOPER  AND  KATHLEEN  MADIGAN 


SAGGING  GROWTH 

IS  THE  WORRY  OF  THE  WEEK 


JOBLESS  CLAIMS 
MOVE  HIGHER 


Fears  of  a  recession  have  moved  back  into  the  Hme- 
Hght,  pushing  inflationary  worries  to  the  wings — at 
least  for  now.  Federal  Reserve  Board  Chairman 
Ian  Greenspan  indicated  that  shift  during  his  midyear 
jeech  to  Congress.  Certainly,  the  economy's  growth 
ite  in  the  second  quarter  was  one  of  the  lowest  in  this 
icpansion,  while  inflation — as  measured  by  most  price 
idexes — has  begun  to  moderate. 
The  latest  slew  of  data — including  jobless  claims  and 
2w  durable-goods  orders — suggests  that  business  has 
;arted  the  third  quarter  at  a  sluggish  pace.  So,  inflation- 
ry  pressures  from  tight  capacity  and  higher  wages 
lould  continue  to  abate.  Weak  demand  has  already 
slped  slow  the  pace  of  employment-cost  growth  in  the 
oods-producing  side  of  the  economy. 

Greenspan  is  still  seeking  a 
"delicate"  policy  balance  that 
would  encourage  a  soft  landing 
for  the  economy.  So  any  further 
easing  of  interest  rates  this 
summer  will  most  likely  be 
gradual.  The  big  danger  is  even 
weaker  demand.  Then,  compa- 
nies may  find  themselves  with 
excessive  inventories  and  un- 
wanted employees. 
The  recent  rise  in  new  claims 
)r  state  unemployment-insurance  benefits  shows  that 
le  economy  has  already  slowed  too  much  for  some 
orkers.  Jobless  claims  have  been  drifting  steadily  up- 
ard  since  early  May  (chart).  Businesses  are  becoming 
lOre  cautious  in  their  hiring  practices.  And  slower  job 
•eation  would  dampen  income  growth,  putting  more 
Dwnward  pressure  on  already-weak  consumer  spending. 

UNCLE  SAM  Recession  isn't  good  news  for  anyone. 
WOULD  GET  But  it  would  be  especially  tough  on  the 
HURT  IN  A  federal  government.  The  Bush  Adminis- 
DOWNTURN  tration  expects  the  economy  to  expand  by 
7%  in  1989  and  2.6%  in  1990.  That's  a  key  assumption 
shind  its  latest  deficit  projections. 
The  Administration  is  forecasting  a  fiscal  1989  deficit 
t  $148.3  billion — which  may  not  be  very  far  off  the 
lark,  even  if  growth  slows.  Already,  in  the  first  nine 
lonths  of  the  current  fiscal  year,  the  government  has 
^cumulated  a  $105.5  billion  deficit,  helped  in  part  by  the 
1.8  billion  surplus  posted  in  June. 
But  a  recession  would  knock  the  pins  out  from  under 
le  government's  rosy  forecast  of  a  fiscal  1990  deficit  of 
)9  billion  to  $105  billion.  If  a  downturn  hits,  tax  receipts 
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would  drop,  while  demand  for  unemployment  benefits 
and  other  entitlement  programs  would  skyrocket. 

For  now,  however,  the  outlook  is  good  that  the  econo- 
my isn't  headed  for  a  crash.  The  recent  surge  in  car 
sales  suggests  that  consumers  may  be  willing  to  shop 
again.  New,  domestically  made  cars  sold  at  an  annual 
rate  of  7.8  million  in  mid-July — the  third  highest  10-day 
selling  rate  for  this  year. 

But  the  Fed  will  encourage  a  soft-landing  scenario 
only  if  inflation  remains  at  its  current  moderate  pace. 
The  behavior  of  labor  costs  will  play  a  big  part  in  keep- 
ing future  price  rises  small. 


WAGES 
CREEP  UP— 
AT  LEAST  IN 
SERVICES 


For  private  industry,  growth  in  employ- 
ment costs  has  been  relatively  stable. 
Wage  and  benefit  costs  in  the  second 
quarter  increased  4.5%  over  the  past 
year,  the  same  pace  as  in  the  previous  four  quarters. 

But  that  flat  reading  masks  a  split  between  wage 
growth  and  benefit  costs.  Wages — about  three-quarters 
of  all  compensation — have  edged  upward.  In  the  second 
quarter,  wages  for  all  workers  rose  4.1%-  from  their 
year-ago  levels,  up  from  3.7%  in  the  same  period  of  1988. 

The  growth  in  benefits,  on  the  other  hand,  has  slowed 
to  a  5.6%c  yearly  rate  in  the  second  quarter,  down  from  a 
6.4%'  pace  in  the  12  months  ended  in  June,  1988.  But 
that's  only  because  this  year's  growth  in  such  costs  no 
longer  reflects  the  hike  in  employers'  Social  Security 
taxes  that  started  in  January,  1988.  Other  benefit  costs 
have  been  rising  quickly,  most  notably  health  insurance 
and  some  types  of  bonus  payments. 

All  of  the  acceleration  in 
wages  and  benefits  has  been  in 
the  service  sector  (chart).  Em- 
ployment costs  there  increased 
5.2%  over  last  year.  Such  a 
jump  is  not  surprising.  For  one 
thing,  demand  for  services  re- 
mains strong,  and  companies 
are  still  adding  workers  at  a 
healthy  clip.  For  another,  some 
qualified  workers,  especially  in 
health  care,  are  getting  harder 
to  find,  and  that  has  boosted  compensation. 

Over  the  past  year,  wages  for  service  workers  have 
risen  4.7%,  faster  than  the  3.7%  yearly  rate  of  the  second 
quarter  of  1988.  Higher  commission  rates  for  sales  per- 
sonnel were  a  big  factor  behind  the  boost,  but  an  accel- 
eration in  wages  for  workers  in  health  care  and  finance 
also  contributed.  Meanwhile,  benefits  for  service  work- 
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ers  have  grown  by  6.7%,  up  from  5.8%'  a  year  ago. 

The  rapid  acceleration  in  service  labor  costs  is  in  stark 
contrast  to  the  cost  slowdown  in  the  goods-producing 
sector.  Employment  costs  there  rose  just  3.6%  in  the 
second  quarter,  down  from  the  4.8%  pace  of  last  year. 

Again,  last  year's  Social  Security  tax  hike  caused  the 
deceleration  in  benefit  gains  to  4.5%'  in  the  latest  four 
quarters,  compared  with  7%  last  year.  In  particular, 
benefit  costs  for  factory  workers  were  up  5.3%  this  year, 
down  from  the  previous  year's  7.6%'  rate. 

I BUT  AT  THE  Wages,  too,  slowed  in  this  sector.  Pay  in 
FACTORY,  the  second  quarter  was  up  at  a  yearly 
PAY  HIKES  rate  of  3.2%.  Last  year  at  this  time, 
SLACK  OFF  wages  were  increasing  by  3.8%.  Manufac- 
turing wage  gains  slowed  to  about  the  same  degree. 

Slower  gains  in  labor  costs  mean  inflation  on  the 
goods  side  of  the  economy  should  lessen.  Moreover,  pro- 
ductivity gains  will  probably  match  at  least  half  of  the 
3.9%  yearly  compensation  increase  in  manufacturing.  So 
factory  unit-labor  costs  probably  grew  at  a  relatively 
moderate  rate  in  the  second  quarter. 

On  the  service  side,  though,  the  rapid  pace  of  benefit 
and  wage  growth  will  surpass  any  gains  in  output  per 
hour.  That's  because  productivity  increases  have  been  so 
meager  in  this  sector.  As  a  result,  inflation  in  the  service 
half  of  the  consumer  price  index  will  not  improve  as 
quickly  as  in  the  goods  sector. 


A  BULGIHG  For  manufacturers  at  least,  employment 
ORDER  cost  growth  should  remain  moderate  as 
BOOK?  long  as  weak  product  demand  lessens  the 
FATCHAHCE  j^gg^j  f^j.  ^lore  workers.  This  trend  start- 
ed to  show  up  in  the  second  quarter. 

And  the  latest  report  from  the  durable-goods  sector 
indicates  that  growth  in  the  third  quarter  may  also  be 
subdued.  That  will  reduce  still  more  the  inflationary 
pressures  on  capacity  and  wages  in  manufacturing.  But 


it  also  raises  the  chances  of  an  economic  downturn. 

New  orders  for  durable  goods  advanced  a  small  0.3% 
in  June,  to  $124.1  billion,  hardly  reversing  the  4.4% 
plunge  that  bookings  took  in  May.  In  fact,  new  hard- 
goods  orders  have  gone  almost  nowhere  during  the  first 
half  of  this  year. 

In  June,  ordering  patterns  were  mixed.  Electrical  and 
nonelectrical  machinery  producers  saw  increases  in  new 
orders,  while  demand  for  transportation  equipment  and 
primary  metals  slipped.  Orders  for  capital  goods — a  big 
export  item  and  a  harbinger  of  future  equipment  spend 
ing — rose  a  small  0.57^,  after  dropping  7.7%  in  May. 

The  aircraft  industry  remains  a  key  factor  in  the  dura- 
ble-goods sector.  The  large  price  tags  for  airplanes  con- 
tribute greatly  to  the  seesaw  pattern  of  total  orders 
And  because  aircraft  have  such  a  long  lead  time  between 
ordering  and  shipment,  the  huge  demand  for  new  air- 
craft over  the  past  year  has  greatly  increased  the  overall 
volume  of  unfilled  durable-goods  orders. 

In  June,  total  unfilled  orders 
increased  0.5%,  to  $470.2  billion, 
but  again,  most  of  that  gain 
was  in  aircraft  and  parts.  For 
other  hardgoods  manufactur- 
ers, unfilled  orders  have  been 
falling  since  the  beginning  of 
the  year  (chart).  In  particular, 
the  backlog  for  electrical  ma- 
chinery has  dropped  sharply 
since  February. 

Since  last  June,  unfilled  dura- 
ble-goods orders  have  grown  by  a  strong  11.1%.  But 
excluding  demand  for  transportation  equipment — most 
of  it  aircraft — the  backlog  is  up  by  just  1.3%-. 

Plainly,  the  big  aircraft  producers  and  their  suppliers 
have  little  to  worry  about  in  the  coming  quarters.  But 
unless  demand  strengthens,  the  next  few  months  could 
be  turbulent  for  other  manufacturers. 
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THE  WEEK  AHEAD 


NAPM  SURVEY 

construction  activity  probably  rebounded 
after  a  rainy  May  delayed  some  projects. 

FACTORY  INVENTORIES 



LEADING  INDICATORS 

Tuesday,  Aug.  1 

The  index  of  business  activity  compiled 
by  the  National  Association  of  Purchas- 
ing Management  probably  dropped  to 
about  48.57'  in  July  from  its  June  level 
of  48.87.  This  thirci  consecutive  monthly 
df'f^lir.e  would  indicate  that  the  nation's 
indusiriai  .sector  continues  to  slow  into 
thf  Ihicd  (:viarter. 

CONS?SCII€?§Ofi  SPENDING 

Thursday,  Aug.  3,  8:30  a.m. 
The  consensus  is  that  the  index  of  lead- 
ing indicators  fell  0.3%  in  June.  That 
would  mean  that  the  index  has  fallen  in 
four  of  the  past  five  months — a  pretty 
good  signal  that  economic  growth  will 
be  slow  for  the  next  few  quarters. 

EMPLOYMENT 

Wednesday,  Aug.  J,  10  a.m. 
Manufacturers  probably  increased  their 
inventories  by  about  0.47  in  June.  Stock- 
piles grew  by  a  faster  0.67^  in  April  and 
May.  But  in  June,  factory  output  was 
flat  while  shipments  likely  fell  0.57,  sug- 
gesting slower  inventory  accumulation 
for  the  month. 

NEW  SIHGLE-FAMILY  HOME  SALES 

Friday,  Aug.  4,  8:30  a.m. 
Most  economists  expect  that  about 
150,000  new  nonfarm  jobs  were  created 
in  July — the  smallest  gain  in  almost  two 
years.  In  June,  180,000  jobs  were  added. 
Most  forecasters  also  project  that  the 
July  unemployment  rate  will  rise  a 
notch,  to  5.37  from  5.2%  in  June. 

Tuesday,    ■■  ■'().  1,  10  a.m. 
Spending  mi  huikling  projects  was  most 
likely  up  a  tMiall  0.57  in  June,  after 
rising  1.37>  r  May.  The  May  gain  was 
entirely  conceiiirated  in  public  works.  In 
June,  housing  -uirts  were  up,  and  other 

Wednesday,  Aug.  2,  10  a.m. 
New  homes  probably  sold  at  an  annual 
rate  of  605,000  in  June,  as  housing  re- 
mains a  drag  on  the  economy.  In  May, 
new  homes  sold  at  a  613,000  yearly  rate. 
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SLOWER  GROWTH  IN  CELLULAR 
HAS  INVESTORS  CASHING  OUT 


There's  been  no  stopping  the  blast 
off  in  cellular  phones.  Subscribei 
growth  has  soared,  and  that  ha? 
kept  carriers  in  some  areas  scrambling 
to  keep  up  with  demand.  While  most 
companies  have  yet  to  pocket  a  nickel  ir 
profit  from  all  the  action,  cellular  stocks 
have  been  scorchers.  Since  January, 
they've  surged  as  much  as  90%. 

Suddenly,  there's  static  on  the  line 
Since  mid-June,  stocks  of  U.  S.  cellular 
operators  have  fallen  back  at  least  18^ 
(charts).  And  in  Britain,  Racal  Telecom 
PLC,  the  leading  domestic  cellular  player 
and  one  of  the  world's  most  profitable 
carriers,  has  seen  its  shares  plummet 
317c  since  early  June. 

Has  the  golden  goose  of  contemporary 
investments  turned  barren?  Don't  bet  or 
it.  By  all  accounts,  cellular's  fundamen 
tals   remain   sound.   Notes  Justin  L 
Jaschke,  vice-president  of  cellular  devel- 
opment at  Pacific  Telesis  Group:  "The 
underlying  assumptions  are  stron 
ger  than  ever." 
CAR-LESS  CELLULAR.  But  there's 
a  bell  ringing,  and  it  has  the 
distinct  sound  of  some  of  the 
mdustry's  earlier  investors  cash 
ing  out.  In  other  words,  the  smart  mon 
ey  senses  that  values,  for  a  spell  any- 
way, are  peaking.  They  see  a  host  oJ 
worries — some  justified,  some  not. 

For  starters,  there's  growing  concerr 
that  the  industry,  which  enjoys  an  ex 
tremely  lucrative  duopolistic  system  ol 
two  carriers  per  market,  may  eventuallj 
be  opened  up.  More  worrisome,  some  in- 
vestors are  fretting  that  the  cellular 
companies'  power  to  price  their  services 
without  interference  from  regulators 
may  one  day  be  curtailed.  Ther-e's  alsc 
the  happy  problems  some  big-city  outfits 
figure  to  be  suffering  soon:  So  mucl" 
demand  that  they'll  be  forced  to  invest 
vast  new  sums  in  a  switch-over  to  digita, 
equipment.  That  could  squeeze  profits 
And  then  there's  the  longer-term  spectei 
of  new,  competing  technologies,  such  as 


22 


metropolitan  portable  phone  system 
ir  pedestrians.  If  such  systems  grew, 
ley  would  cut  into  cellular  revenues. 
It  all  adds  up  to  this:  For  the  first 
ne  since  they  took  off  in  1986,  cellular 
ocks  have  discovered  gravity.  Many  in- 
!Stors  are  taking  a  harder  look  at  how 
ich  player  is  likely  to  perform.  They're 
;tting  less  on  gut  and  more  on  a  cold 
dculation  of  the  industry's  potential — 
id  each  individual  company's  place 
erein.  In  the  future,  as  John  E.  DeFeo, 
•esident  of  U.  S.  West  NewVector 
roup  Inc.  observes,  investors  "will  look 
ore  at  fundamentals." 
»ENING  AIRWAVES.  Investors  first  got 
e  jitters  late  in  June  when  the  British 
)vernment  decided  to  license  at  least 
/o  new  rivals  to  the  existing  duopoly  in 
fitain.  The  news  promptly  caused  Ra- 
.I's  share  price  to  dive. 
Then,  on  July  20,  Wall  Street  got  in- 
cted.  The  virus:  reports  that  Congress 
as  at  work  cralting  a  bill  to  allow  a 
;w  cellular  outfit  to  compete  against 
e  existing  two  companies  in  each  ser- 
ce  area.  In  fact,  House  Commerce 
^mmittee  Chairman  John  D.  Dingell 
)-Mich.)  introduced  a  bill  that  would 
)en  some  of  the  gov- 
■nment's  restricted  ra- 
0  frequencies  to  com- 
ercial  communications 
xriers.  The  bill,  which 
dn't  specify  what  the 
equencies  could  be 
!ed  for,  is  seen  as  a 
ng  shot.  But  even  if  it 
ere  to  pass,  the  Fed- 
•al  Communications 
Dmmission  would  take 

least  three  years  to 
locate  even  a  portion 
"  the  newly  opened 
)ectrum.  Just  the 
ime,  U.  S.  cellular 
ocks  sank  about  107c 

a  one-day  selling 
enzy. 

More  legitimately 
orrisome  are  emerg- 
g  technologies  that 
)uld  cut  into  cellular's 
)minance.  Britain,  for 
stance,  will  soon  be- 
in  a  new  cordless 
lone  service  called  Te- 
point,  or  CT2.  It  uses 
w-power  transmitters 
stalled  in  such  pedes- 
•ian-heavy  areas  as 
ain  stations.  It  will  en- 
ole  callers  carrying 
and-held  phones  to 
ace  outgoing  calls  and 
large  their  regular 
lone  accounts.  While 


callers  couldn't  receive  calls  and  roam- 
ing wouldn't  be  easy,  the  units  are 
cheaper  and  smaller  than  cellular 
phones,  and  calling  charges  should  be 
near  regular  phone  service — a  lot  less 
than  high-priced  cellular. 

In  time,  Americans  may  be  using  a 
Telepoint-like  service.  On  July  11,  the 
FCC  held  its  first  public  forum  on  CT2.  It 
attracted  a  standing-room-only  crowd. 
Already  well  along  on  a  similar  system 
is  Bell  Communications  Research,  the  re- 
gional Bell  companies'  research  unit.  It 
has  developed  prototypes  of  a  two-way, 
hand-held  portable  phone  that,  while  not 
as  sophisticated  as  a  cellular  system,  can 
pass  calls  among  several  transmitters. 

But  the  biggest  single  technical  head- 
ache cellular  operators  are  suffering 
now  is  capacity.  In  mega-metropolises 
such  as  Los  Angeles  and  New  Yoi'k, 
carriers  can't  handle  the  load  of  calls. 
That  makes  open  lines  scarce,  and  the 
cellular  operators  are  being  forced  to 
accelerate  by  two  years  their  plans  to 
move  from  analog  to  digital  phones.  A 
digital  system  can  carry  up  to  eight 
times  as  many  calls  in  a  given  area. 
Ultimately,  going  digital  will  make  cellu- 
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Fat  customer  base,  only  Baby  Bell  Operates  in  29  states,  is  spending 
cellular  company  to  go  public.  Turned  more  than  $100  million  to  pursue 
cash-flow  positive  in  second  quarter      rural  markets,  but  it  isn't  profitable 

DATA.  MORAN  S  ASSOCIATES  INC ,  BRIDGE  INFORMATION  SYSTEMS  INC ,  BW 


lar  far  more  efficient  and  lower  prices. 
By  1992,  Silver  Spring  (Md.)-based  ana- 
lyst Herschel  Shosteck  reckons,  digital 
technology  will  help  to  lower  average 
prices  by  up  to  SO'/'.  But  more  immedi- 
ately, the  move  to  new  equipment  could 
be  disruptive — and  expensive.  Beyond 
their  capital  expenditures,  carriers  may 
have  to  subsidize  the  price  of  new  digital 
phones  to  get  customers  to  switch. 

And  that's  not  all.  Regulators  may 
force  cellular  services  to  cut  their  prices 
before  they  can  lower  their  costs — a  de- 
mand that  would  obviously  pinch  profit 
margins.  As  things  stand,  most  carriers 
enjoy  the  freedom  to  charge  what  they 
choose  for  their  service.  But  California 
regulators  are  considering  a  proposal 
that  by  one  estimate  could  trim  prices  up 
to  207c.  That  would  be  an  industry  first, 
but  it  may  not  take  long  for  the  idea  to 
catch  on  with  politicians  elsewhere. 

All  of  these  worries  and  potential 
problems  may  be  one  reason  why  other 
big,  smart  cellular  investors — the  Baby 
Bells,  to  take  seven  choice  examples — 
haven't  joined  the  bidding  for  LIN  Broad- 
casting Corp.  McCaw  Cellular  Communi- 
cations Inc.,  the  cellular  business'  big- 
gest operator,  has 
offered  $5.9  billion  for 
LIN  and  its  alluring 
properties  in  Los  Ange- 
les, New  York,  and  oth- 
er prime  locales. 

The  price  may  simply 
have  gotten  too  high. 
Much  of  McCaw's  em- 
pire was  built  for  under 
$50  a  POP — industry  lin- 
go for  potential  custom- 
er. At  $275  a  POP,  its 
bid  for  LIN  doubled  the 
past  record,  set  when 
British  Telecom  paid 
$1.5  billion  for  a  22% 
stake  in  McCaw.  The 
lack  of  interest  in  the 
LIN  bid,  Hanifen,  Im- 
hoff  Inc.  analyst  Alfred 
J.  Humphries  says, 
"takes  the  wind  out  of 
extremely  high  valua- 
tions." 

No  question,  the  cel- 
lular business  has  es- 
tablished itself  as  a 
growth  industry.  But 
given  what  they've  paid 
for  cellular  stocks,  in- 
vestors increasingly 
wonder  if  cellular  can 
grow  fast  enough. 
By  Robert  D.  Hof  in  San 
Francisco,  with  Mark  Ma re- 
mont  in  London  and  John 
J.  Keller  in  New  York 
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HOW  TIME  WARNER  WILL  LOOK 
WHEN  THE  FOG  CLEARS 


Strong  fundamentals  and  sterling  assets  may  overcome  all  that  debt 


The  fight  is  over.  Time  Warner  Inc. 
is  on  the  Big  Board,  with  thou- 
sands of  shares  changing  hands 
every  day.  Co-Chief  Executives  Steven  J. 
Ross  and  J.  Richard  Munro  and  Presi- 
dent Nicholas  J.  Nicholas  Jr.  can  see  on 
their  Quotron  screens  whether  investors 
believe  that  the  merger  of  Time  Inc.  and 
Warner  Communications  Inc.  was  woi-th 
all  those  late  nights  and  millions  in  attor- 
neys' and  bankers'  fees.  On  July  24,  they 
defeated  Paramount  Communications 
Inc.'s  $12.2  billion  bid  for  Time  when  the 
Delaware  Supreme  Court  upheld  a  lower 
court  decision  allowing  Time  and 
Warner  to  merge 
without  a  share- 
holder vote  (box). 
Paramount  CEO 
Martin  S.  Da- 
vis has  walked 
away,  withdraw- 
ing his  $200-a- 
share  offer. 

For  now,  in- 
vestors are  in  a 
fog.  The  merger 
plans  left  several 
important  ques- 
tions unanswered.  Company  execu- 
tives also  haven't  yet  provided  much 
concrete  evidence  to  support  their  claims 
that  Time  Warner's  plans  will  give 
shareholders  more  value  than  they 
would  have  received  by  taking  cash 
from  Davis. 

Nevertheless,  the  new  entertainment 
giant  is  likely  to  hit  the  ground  jogging, 
if  not  running.  Time  Warner  stock  could 


trade  around  145  by  the  end  of  the  year, 
which  would  be  a  4%  improvement  over 
the  1391/2  it  commanded  at  the  close  of 
trading  on  July  26.  That  price  is  slightly 
more  than  the  one  predicted  by  several 
leading  Time  Warner  watchers,  who  fig- 
ure the  stock  will  go  for  about  140.  The 


TIMEWARHER: 
WHAT'S  IT  WORTH? 


Selected  assets 
and  liabilities 

Mabon 
Nugent 

Paul  Kagan 
Associates 

Dollar  figures  in  billions 

CABLE  SYSTEMS 

$n.i 

$12.4 

RECORDS  &  MUSIC  PUBLISHING 

5.0 

6.0 

MAGAZINES 

4.7 

4.7 

FILM  &  TV  STUDIO 

3.6 

4.3 

UBLE  PROGRAMMING 

1.8 

2.1 

BOOKS 

1.6 

2.4 

CASH  &  INVESTMENTS 

2.4 

4.6 

DEBT 

-14.3 

-14.0 

TOTAL  BREAKUP  VALUE 

15.9 

22.5 

BREAKUP  VALUE  PER  SHARE 

210 

301 

STOCK  MARKET  DISCOUNT 

33% 

40% 

ESTIMATED  STOCK  PRICE 

140 

180 

*Except  per  share  amounts 

DATA:  MABON,  NUGENT  &  CO..  PAUL  KAGAN  ASSOCIATES  INC, 


range  of  estimates  extends  from  $126  to 
$180  a  share. 

Time  Warner  begins  with  strong  fun- 
damentals. Time  is  having  a  good  year, 
with  117'  growth  in  operating  income  in 
the  first  half.  And  Warner  is  having  a 
great  one,  with  a  IS'A  jump  in  operating 


profit  in  the 
period.  The 
second  half 
should  look 
even  better  as 
the  hit  movie 
Batman  makes 
its  mark. 

Time  Warner 
executives  also  have 
good  reason  to  try  to 
boost  their  stock.  That 
would  be  one  effective 
way  to  end  the  linger- 
ing speculation  that  Time  Warner  re- 
mains a  takeover  target.  The  company  is 
already  broadly  hinting  that  it  will  set 
some  assets  to  pare  down  its 
debt— a  move  that  would  please 
many  shareholders.  And  Timt 
Warner  could  build  momentum  for 
its  stock  by  announcing  some  deals 
overseas.  Even  with  up  to  $15  bil 
lion  in  debt,  the  company  could  eas 
ily  form  joint  ventures  with  Euro- 
pean TV  programmers  interested  ir 
Warner's  film  and  TV  libraries  anc 
production  capacity 

The  investors  who  are  trying  tc 
figure  out  what  Time  Warner  is 
worth  are  asking  other  basic  ques  . 
tions.  And  some  likely  answers 
point  to  solid  improvement  in  tht 
stock  price  by  the  end  of  the  year 
■  How  many  shares  will  Time  V)(ar 
ner  have?  This  question,  whicl 
could  dramatically  affect  the  trad- 
ing price,  won't  be  answered  unti 
Time  determines  the  so-called  bact 
end  of  its  offer  for  Warner.  Timt 
agreed  to  pay  $70  in  cash  for  mort 
than  half  of  Warner's  shares  anc 
promised  the  remaining  investors  ar 
equivalent  package  of  cash  and  securi 
ties.  Although  Time  Warner  could  keep 
debt  down  by  loading  the  back  end  wit! 
stock,  the  company  is  unlikely  to  issue 
more  than  11.6  million  new  shares — giv 
ing  Time  Warner  a  total  of  about  7( 


PONDERING  TIME'S 
FJl:f  OVER 
CHi'^lN  GUMBO 


liny,  July  24.  By  9:45  a.m.,  the 
i!  •  •:'e  justices  of  the  Delaware 
Supreme  Court  were  robed  and 
ready.  Justic-  Henry  R.  Horsey,  the  se- 
nior judge  >n  the  panel,  had  been  up 
since  4  a.m.  He  ■■.■u-ely  sleeps  well  before 
big  hearings,  hi  says.  And  he  liad  to 
drive  abou:  50  m  :-^s  to  the  huge  court- 
room 301  in  t  ^  W   nington  Public  Build- 


ing. There,  for  the  following  two  hours. 
Horsey  and  his  fellow  justices  Andrew 
G.T.  Moore  II  and  Randy  J.  Holland 
would  hear  Paramount's  last-ditch  plea 
to  block  Time's  purchase  of  Warner 
Communications. 

Although  they'd  decided  other  mega- 
takeover  battles,  the  Time-Warner-Para- 
mount tussle  was  a  big  deal.  For  the 
first  time,  a  television  camera  in  the 
courtroom  caught  their  every  move — and 
carried  them  live  on  CNN.  Justice  Moore 
even  had  his  78-year-old  mother-in-law, 
Ann  Dawson,  keeping  an  eye  on  him 
from  the  public  gallery.  Of  all  Moore's 
cases,  Dawson  says  she  finally  came  out 
for  this  one  because  she  found  it  so  "fas- 


cinating." (Moore  says  it's  the  first 
Dawson  actually  conceded  that  he  v 
for  a  living.) 

As  is  customary,  the  judges  didn' 
cuss  the  case  until  the  hearing  enc 
bit  past  noon.  Then,  they  chatted  qi 
on  the  bench  before  saying  they'd  h 
statement  at  2  p.m.  Quick  as  that, 
were  out  the  door. 
'TOO  PUBLIC  The  three  justices 
headed  for  the  cafeteria  in  the  ne 
Hotel  duPont  for  lunch.  As  Time 
fate  hung  in  the  balance,  they  ate  s 
and  Creole  chicken  gumbo.  They 
peared  almost  anonymous  among  tl 
torneys  and  reporters  who  were  als 
ing  there.  Yet,  Moore  says,  "it  wa 
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lillion.  The  reason:  Time  needs  share- 
older  approval  to  offer  more,  and  many 
;ockholders  would  be  reluctant  to  dilute 
leir  holdings. 

How  much  are  Time  Warner's  assets 
orth?  The  consensus  estimate  of  about 
16  billion  seems  on  target.  Time 
Earner's  assets  include  several  jewels, 
ime's  dominant  magazines — including 
ime,  Sports  Illustrated,  and  People — 
ould  easily  carry  a  multiple  of  13  times 
ish  flow.  The  company  also  has  the 
)untry's  second-biggest  collection  of  ca- 
:e  franchises,  which  might  attract  a 
;gher-than-average  cash  flow  multiple 
:  14  if  they  were  sold.  And  it's  safe  to 
gure  that  the  studio,  records,  book,  and 
ible  programming  operations  would 
)mmand  at  least  10  times  cash  flow. 
How  much  should  the  breakup  value 
e  discounted  to  get  the  likely  stock 
larket  price?  As  a  solo  act.  Time  fell 
at  of  favor  with  investors  and  traded  at 
high  discount  of  about  50%.  But  the 
ew  entertainment-driven  company 
lould  look  more  attractive.  A  30%  dis- 
)unt  would  be  aggressive,  yet  achiev- 
ole — Capital  Cities/ABC  Inc.  trades 
30ut  25%  under  its  breakup  value. 
Several  analysts  who  look  at  the  same 
umbers  remain  skeptical.  County 
atWest  Securities  USA  media  analyst 
isa  Donneson  took  Time  Warner  off 
3r  buy  list.  She  sees  it  trading  about 
here  it  was  before  Paramount  entered 
le  scene — at  about  $126  a  share.  "If 
lything.  Time  has  a  worse  balance 
leet  and  a  worse  P&L  statement,"  she 
lys.  What's  more,  there's  less  likeli- 
3od  that  a  raider  will  offer  sharehold- 
-s  a  better  deal  for  a  goliath  that's 
gavily  laden  with  debt. 
But  even  the  doubters  believe  that 
ime  Warner's  prospects  will  improve 
*'er  the  long  term.  Investors  might  do 
ell  by  climbing  aboard  and  waiting  for 
le  company  to  show  its  stuff.  But  in 
le  nearer  term,  buyers  may  be  more 
lutious.  In  many  respects,  Time 
/arner  remains  a  question  mark. 

By  David  Lieberman  in  New  York 


3lic  for  us  to  really  discuss  anything." 
Vfter  having  spent  more  than  nine 
!?,  poring  over  reams  of  court  docu- 
nts,  the  justices  took  only  30  minutes 
chambers  to  reach  an  agreement.  In 
it  time,  they  also  drafted  a  four-sen- 
ice  statement.  And  by  the  stroke  of  2 
1.,  they  reappeared  on  the  bench, 
rhere,  as  the  packed  courtroom  waited 
a  hush.  Horsey  read  the  ruling  word 
■  word:  The  justices  upheld  the  lower 
irt;  Time  could  go  ahead  with  its  deal 
'  Warner.  Thirty  seconds  later,  the  jus- 
?s  once  more  were  out  of  sight,  leav- 
;  the  press — and  the  stock  market — to 
ill  their  words. 

By  Michele  Galen  in  Wilmington 


TAXES  I 


THIS  SOCIAL  SECURITY  TAX  HIKE 
WOULD  ACTUALLY  LOSE  MONEY 


It's  meant  to  raise  revenues  but  could  cost  $2  billion  a  year 


Congress'  never- 
ending  search  for 
painless,  or  at 
least  invisible,  ways  to 
narrow  the  budget  defi- 
cit is  producing  some 
very  strange  results. 
Even  as  the  House 
Ways  &  Means  Commit- 
tee fought  over  a  tax 
cut  designed  to  raise 
revenue,  the  panel  qui- 
etly adopted  a  tax  in- 
crease on  workers  and 
their  employers  that 
will  cost  billions  of  dol- 
lars by  the  end  of  the 
century. 

The  newest  gimmick 
is  a  $1  billion-a-year 
hike  in  the  Social  Secu- 
rity payroll  tax,  a 
source  that  politicians 
of  all  stripes  once  insist- 
ed was  off-limits  in  the 
scramble  for  new  reve- 
nues. While  all  eyes  fo- 
cused on  whether  the  panel  would  cut 
taxes  on  capital  gains,  Ways  &  Means 
on  July  12  slipped  the  Social  Security  tax 
increase  into  a  measure  designed  to 
raise  $5.3  billion  in  fiscal  1990.  The  provi- 
sion was  approved  behind  closed  doors, 
and  no  hearings  were  ever  held.  Despite 
President  Bush's  oft-repeated  opposition 
to  new  taxes,  the  Administration  hasn't 
come  out  against  the  idea. 

The  Social  Security  measure,  part  of  a 
laundry  list  offered  by  Chairman  Dan 
Rostenkowski  (D-IIL),  would  raise  pay- 
roll taxes  on  about  8.5  million  relatively 
well-paid  wage-earners.  Employer  and 
employee  would  each  cough  up  an  extra 
$70  a  year. 

AN  OVERSIGHT.  Here's  how  it  works: 
Each  year,  the  amount  of  income  subject 
to  Social  Security  tax  is  raised  to  keep 
up  with  the  increase  in  average  wages. 
Next  year,  the  tax  is  scheduled  to  be 
levied  on  the  first  $50,400  of  earnings. 
But  under  the  proposed  rules,  the  wage 
calculation  would  include  contributions 
to  certain  retirement  plans,  including  the 
popular  401(k)  accounts.  That  would 
mean  that  workers  and  their  employers 
would  have  to  pay  Social  Security  tax  on 
wages  up  to  about  $51,300. 

But  that's  only  half  the  story.  Because 
Social  Security  benefits  are  based  on  the 
same  formula,  the  tax  hike  will  also 


ROSTENKOWSKI:  NEW  RETIREES  WILL  GET  HIGHER  BENEFITS 


mean  higher  payments  for  new  retirees. 
By  1995,  the  extra  benefits  are  expected 
to  exceed  the  additional  revenue.  Asked 
why  the  committee  adopted  the  mea- 
sure, a  Ways  &  Means  aide  says  only: 
"I'm  not  sure  we  fully  appreciated  the 
outlay  impact  at  the  time  we  did  it." 

The  Bush  Administration  has  been  cu- 
riously quiet  about  the  Social  Security 
scheme.  Kenneth  W.  Gideon,  Assistant 
Treasury  Secretary  for  tax  policy, 
wasn't  shy  about  saying  "no"  to  some 
Ways  &  Means  proposals  in  the  private 
sessions.  For  example,  he  turned  thumbs 
down  on  a  plan  to  raise  taxes  on  snuff 
and  chewing  tobacco.  But  congressional 
sources  say  that  he  did  not  object  to  the 
Social  Security  proposal.  Administration 
sources  say  Gideon  told  the  committee 
he  was  "troubled"  by  the  plan.  A  White 
House  spokesman  declined  to  state  a  po- 
sition on  the  issue. 

While  the  politics  remain  murky,  the 
economic  impact  of  the  provision  is 
clear.  One  congressional  source  esti- 
mates that  it  "will  effectively  mean  a  2%> 
l  enefit  increase  for  people  who  retire 
beginning  in  1990."  In  the  very  short 
run,  the  scheme  would  add  to  the  Social 
Security  surplus.  Over  the  next  75  years, 
however,  the  government  estimates  the 
change  would  cost  the  retirement  sys- 
tem an  average  of  $2  billion  a  year.  "We 
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have  a  tax  increase  that  generates  short- 
term  revenues  at  significant  long-term 
cost,"  says  Arthur  Andersen  &  Co.  part- 
ner David  M.  Walker,  a  senior  pension 
official  in  the  Reagan  Administration. 
■FISCAL  DODGE.'  Analysts  are  just  as  con- 
cerned about  the  budgetary  implications 
of  the  Ways  &  Means  plan.  "What  this 
does,"  says  Brookings  Institution  econo- 
mist Henry  Aaron,  "is  continue  the  fis- 
cal dodge.  It  makes  very  little  sense  to 
pay  for  interest  on  the  debt  and  national 
security  with  payroll  taxes." 


Legislators  may  want  to  think  twice 
before  they  enact  a  Social  Security  tax 
increase  that  offers  little  or  no  immedi- 
ate benefit  to  those  who  pay  it.  Last 
year,  Congress  raised  medicare  taxes  on 
the  elderly  to  finance  new  catastrophic 
illness  insurance.  Although  the  taxpay- 
ers were  the  program's  immediate  bene- 
ficiaries, the  levy  set  off  a  storm  of  pro- 
test that  lawmakers  are  still  struggling 
to  contain.  They  shouldn't  be  surprised 
if  taxpayers  rise  up  in  anger  again. 

By  Howard  Gleckmau  in  Washington 


STRATEGIES  I 


THOSE  LITTLE  YELLOW  BOXES 
ARE  LOOKING  A  LITTLE  PALER 


Industry  overcapacity  is  paralyzing  Kodak's  earnings  growth 


e: 


ver  since  Eastman  Kodak  Co. 
spent  $5.1  billion  a  year  and  a  half 
I  ago  to  buy  Sterling  Drug  Inc., 
Wall  Street  has  worried  that  the  expen- 
sive acquisition  was  diluting  strong 
earnings  from  Kodak's  old  standby,  its 
photographic  businesses.  Now 
there's  a  new  concern:  Those  film 
and  paper  operations  are  them- 
selves in  a  bit  of  trouble. 

Kodak  announced  on  July  24 
that  it  would  take  a  $225  million 
charge  in  the  second  quarter  to 
account  for  cost-cutting  measures 
that  it  plans  to  disclose  next 
month.  Investors,  taking  the 
statement  as  a  broad  hint  that 
earnings  would  be  even  more  dis- 
appointing than  expected,  sent  the 
company's  stock  down  2V4  in  two 
days,  to  4678. 

Much  of  the  problem  appears  to 
be  anemic  revenue  growth  in  the 
photographic-products  group, 
which  kicked  in  45%  of  Kodak's 
$2.9  billion  in  1988  operating  earn- 
ings. Although  the  business  conditions 
that  are  stalling  growth  should  abate 
over  the  next  few  years,  right  now  "pric- 
ing is  killing  them,"  says  B.  Alex  Hen- 
derson, a  photography  industry  analyst 
at  Prudential-Bache  Securities  Inc. 
"What  happens  to  discounting  in  their 
film  business  will  determine  what  hap- 
pens to  earnings." 

Volume  ill  most  of  Kodak's  photo 
products  has  been  strong  worldwide. 
But  Henderson  '.;stimates  that  in  the 
U.  S.,  discounts  and  promotions  have 
pushed  prices  down  5%  in  the  first  quar- 
ter— tho;i;rh  K.^dak  has  raised  prices  on 
many  products  by  3%  to  5%'  this  year 
(chart).  Pricing  pressures  and  currency 
losses  reduced  uv;^rseas  revenues  by 


10%  in  the  first  half,  he  says.  A  Kodak 
spokesman  admits  that  price  increases 
"haven't  been  enough  to  cover  the  in- 
creased costs  of  doing  business." 

Prices  are  weak  because  industry  ca- 
pacity is  surging.  This  year,  Fuji  Photo 


DEVELOPING  TANK:  POLAROID  COULD  EAT  INTO  MARKET  SHARE 


Film  Co.,  Kodak's  largest  rival,  is  adding 
film  production  lines  to  its  large  paper 
factory  in  Tilburg,  the  Netherlands.  An- 
alysts believe  film  output  there  will 
eventually  match  the  output  of  Fuji's 
huge  Japanese  plant, 
which  makes  one-quar- 
ter of  the  world's  color 
film.  And  Konica  USA 
has  built  a  new  photo- 
graphic paper  plant  in 
Whitsett,  N.  C.  Kodak 
itself  is  expanding  its 
film  production  capacity 
in  Rochester,  N.  Y. 

Compounding  mat- 
ters, Polaroid  Corp.  in 
April  introduced  One- 
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SNAPSHOT  OF 
A  PRICE  WAR 

ESTIMATED  CHANGE  IN  KODAK'S  FILM 
PRICES  FROM  YEAR-EARLIER  PERIOD 


PROJECTION 
DATA:  PRUDENTIAL-BACHE  SECURITIES  INC 


Film,  a  conventional  film  photographers 
can  use  in  different  light  situations.  It's 
targeted  at  amateurs  overwhelmed  bj 
the  choices  offered  by  Kodak  and  oth 
ers.  Retailers  say  it's  too  soon  to  tel 
how  OneFilm  is  selling  because  advertis- 
ing and  promotion  of  the  product  have 
been  under  way  for  only  two  weeks.  Bui 
the  film — which  Polaroid  admits  it  won't 
sell  in  Europe  because  consumers  then 
are  "too  sophisticated" — has  been  wel 
received  by  big  U.  S.  retail  chains  sucl 
as  Walgreens,  cvs,  and  Wal-Mart,  gain 
ing  distribution  in  14,000  outlets. 

Curiously,  neither  Kodak  nor  Fuji  has 
reacted  directly  to  the  new  competitor 
"We're  surprised;"  says  one  buyer.  "Ko 
dak  and  Fuji  should  be  promoting  theii 
film  diversity." 
SQUEEZED  OUT?  The  crowded  field,  dis- 
counting by  both  Kodak  and  Fuji,  and 
sluggisli  U.  S.  demand  add  up  to  a  mar- 
ket that  should  stay  weak  through  year- 
end.  After  that,  the  picture  could  bright- 
en considerably,  as  demand  catches  up 
to  the  industry's  new  capacity.  Ian  D. 
Robinson,  president  of  Photographic 
Consultants  Ltd.  in  Cambridge,  Mass. 
estimates  that  worldwide,  photographers 
will  take  67(  more  pictures  a  year.  Ulti- 
mately, he  figures  Kodak  and  Fuji 
will  be  able  to  achieve  economies 
of  scale  that  will  enable  them  to 
gain  market  share  through  low- 
cost  production.  The  losers:  Small- 
er competitors,  including  Konica, 
8M,  West  Germany's  Agfa-Ge- 
vaert,  and  Polaroid,  whose  mar- 
gins will  be  squeezed.  That's  why 
few  analysts  expect  Kodak  to 
make  major  changes  in  its  photo 
businesses. 

Kodak's  information-systems 
group— including  its  Atex  and 
Electronic  Printing  Systems  sub- 
sidiaries, as  well  as  its  copier- 
products  division — are  quite  an- 
other matter.  Analysts  expect  the 
bulk  of  the  company's  planned  re- 
structuring to  hit  the  information- 
systems  companies,  some  of  whose  prod- 
ucts, they  say,  are  unexciting  compared 
with  the  competition's  and  generate  op- 
erating margins  that  average  just  8%. 
The  total  savings  from  cost-cutting 
could  come  to  $400  mil- 
lion a  year — double  the 
amount  Kodak  project- 
ed at  its  annual  meeting 
in  May. 

But  the  chances  for  a 
third  straight  year  of 
earnings  growth,  which 
Kodak  also  promised  at 
that  meeting,  are  grow- 
ing dimmer  by  the  day. 

By  Keith  H.  Ham- 
monds in  Boston 


RATEGIESI 


IAS  BRUNSWICK  GONE  OVERBOARD 
N  POWERBOATS? 


;  bought  six  companies,  and  then  the  industry  ran  out  of  gas 


Iack  F.  Reichert  has  a  passion  for 
powerboats.  In  late  1986,  nearly  five 
years  into  an  unprecedented  boom  in 
le  boating  industry,  the  58-year-old 
lairman  of  Brunswick  Corp.  snapped 
3  two  major  boat  builders  for  $773  mil- 
)n.  Eighteen  months  later,  he  bought 
)ur  more  for  $78  million.  It  all  made 
runswick  the  world's  largest  maker  of 
;creational  powerboats  and  engines 
hile  boosting  the  company's  reliance  on 
arine  sales  from  42%  in  1982  to  75%. 
But  now  it  looks  like  Reichert  may 
ive  gone  overboard.  For  the  first  time 
nee  1985,  unit  sales  of  new  boats  are 
cpected  to  dip  in  1989,  the  result  of  a 
)ike  in  interest  rates  earlier  this  year, 
id  weather,  and  consumer  fears  about 
coming  recession.  Dealers,  stuck  with 
lO  much  inventory,  plan  to  cut  back 
•ders  for  next  year's  models  by  as 
uch  as  20%  from  record  1988  levels 
hart).  Says  Fred  Anschel,  an  analyst  at 
ean  Witter  Reynolds  Inc.:  "The  boat- 
g  industry  is  sinking." 
^KlNG  A  BATH.  Brunswick,  with  a 
rong  cash  flow  and  healthy  balance 
leet,  isn't  likely  to  sink  with  it.  But  it's 
ire  to  take  a  dunking.  On  July  26,  the 
iokie  (111.)  company  announced  a  74% 
unge  in  second-quarter  net,  to  $20.5 
illion.  After  six  straight  years  of  gains, 
lat's  Brunswick's  third  consecutive 
aarterly  drop  in  profits.  Its  newfound 
jpendency  on  a  market  that's  prone  to 
)om  and  bust  has  also  battered  its 
ock,  which  has  been  underperforming 
arket  averages  over  the  past  year.  Re- 
mtly,  it  sank  to  15%,  a  52-week  low. 
Brunswick  is  not  the  only  boat  builder 
iking  a  bath.  Outboard  Marine  Corp., 
3  largest  publicly  held  competitor,  on 
ily  20  announced  a  75%  plunge  in  its 
lird-quarter  earnings.  And  Genmar  In- 
astries  Inc.,  Minneapolis  financier  Ir- 
in  L.  Jacobs'  privately  held  boat  outfit, 
lys  it  expects  to  see  flat  sales  for  1989. 
But  it's  Brunswick  that  faces  especial- 
■  choppy  seas.  For  starters,  analysts 
ly  it's  been  stuck  with  more  inventory 
lan  its  rivals.  It's  experiencing  produc- 
on  delays  as  it  tries  to  digest  its  most 
;cent  boat  acquisitions.  Reichert  is  also 
ying  to  calm  engine  dealers  miffed  by 
is  recent  push  to  package  engines  and 
Dats.  And  Brunswick  is  still  recovering 
•om  the  first-quarter  loss  to  OMC  of  a 
it  contract,  worth  $60  million  to  $80 
lillion,  for  new  outboard  engines.  That 
as  OMC  spokesman  Wayne  E.  Jones 


boasting:  "We  are  picking  up  market 
share  even  in  a  down  market." 

Brunswick  is  taking  steps  to  ride  out 
the  storm.  On  July  19,  it  announced  it 
would  lay  off  4,000  workers,  or  about 
14%'  of  its  work  force,  as  it  scales  back 
boat  production.  On  June  21,  it  said  it 
would  sell  its  Industrial  Products  divi- 
sion, with  1988  sales  of  about  $150  mil- 
lion. It  also  may  consolidate  engine-mak- 
ing capacity  among  divisions.  And  to 
help  dealers  move  inventory,  Bruns- 
wick's top-selling  boat  line,  Bayliner,  has 
begun  offering  rebates  of  up  to  $5,000. 
Sea  Ray,  the  company's  upscale  brand, 
has  gone  even  further:  It's  offering  9.9% 
financing  and  rebates  of  up  to  $15,000 
on  its  biggest  models. 


become  an  extended  slump,  he  may  not 
get  the  chance.  With  its  stock  trading  at 
roughly  half  the  estimated  breakup  val- 
ue, the  company  could  begin  to  entice 
raiders.  In  April,  after  rumors  that  Ja- 
cobs was  buying  Brunswick  stock,  the 
company  unveiled  plans  to  expand  its 
employee  stock  ownership  plan  and 
strengthen  other  defenses.  Reichert  de- 
nies that  was  a  response  to  heavy  stock 
trading,  adding:  "We  do  not  run  this 
company  looking  over  our  shoulder." 
STORM  WARNING.  Wall  Street  mostly  dis- 
misses the  takeover  talk.  Analysts  main- 
tain that  strategic  buyers  are  becoming 
scarce  as  the  industry  appears  headed 
for  a  major  recession.  They  also  say  that 
raiders  interested  in  breakup  values  are 
likely  to  balk  at  the  prospect  of  what  a 
recession  could  do  to  cash  flow. 

But  that  didn't  stop  Standard  &  Poor's 
Corp.  from  warning  clients  on  June  20  of 
a  possible  downgrading  of  $300  million 
of  Brunswick's  debt.  S&P  cited  concerns 
that  Brunswick  will  accelerate  its  share- 
repurchase  program  and  add  to  its  debt 
load  to  make  itself  less  vulnerable  to 
takeover.  Indeed,  the  company's  decision 


LOW  TIDE:  BAD  WEATHER  AND  CONSUMER  JITTERS  HAVE  KEPT  SALES  DOWN 


Reichert  is  betting  that  by  cutting  op- 
erating costs  and  offering  incentives,  he 
can  revive  retail  sales  and  boost  earn- 
ings. So  far,  the  rebates  appear  to  be 
working.  Dealers  report  gains  in  unit 
sales  of  up  to  10%  since  the  program 
began  this  spring,  although  many  have 
also  cut  prices.  "We  had  a  lot  of  lousy 
weekends,"  explains  William  M.  Con- 
stantine,  executive  vice-president  of 
Boatland  Inc.,  a  Sea  Ray  dealer  with 
eight  locations  in  New  York  and  Florida. 
"But  the  factory  rebates  have  enticed  a 
lot  of  people  to  make  the  move." 

Although  Reichert  says  he's  prepared 
to  navigate  Brunswick's  collection  of 
marine  businesses  through  what  could 


to  borrow  $100  million  to  finance  the 
expanded  esop  helped  push  its  debt  from 
31%  to  40%  of  total  capital. 

Reichert  points  out  that  Brunswick's 
debt  was  higher  when  it  made  its  first 
big  buys  in  the  boat-building  business 
than  it  is  now.  He  also  maintains  that 
the  company  will  emerge  an  even  more 
potent  force  in  the  marine  business  as 
sales  pick  up.  "We  are  fundamentally  a 
recreational  company,  and  we've  been 
through  far  many  more  good  years  than 
bad,"  he  says.  "Typically,  in  downturns, 
the  strong  get  a  bit  stronger."  Now,  all 
he  has  to  do  is  get  more  people  to  share 
his  passion  for  powerboats. 

By  Julia  Flynn  Siler  in  Chicago 
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OF  CASHIERED  EINAR  GREVE  (LEFT),  NEW  CHAIRMAN  SCHAEFER  SAYSl  "HE  EXERCISED  WHAT  WE  COULD  CALL  EXTREMELY  POOR  JUDGMENT" 


THE  SHOCK  THAT  ZAPPED 
TUCSOH  ELECTRIC 


As  profits  sank,  the  chairman  was  forced  out  for  selling  his  stock 


It  had  been  one  of  those  scorching 
lOOF  weekends  that  gladden  the 
hearts  of  utility  executives  every- 
where. Tucson  Electric  Power  Co.  Chair- 
man Einar  Greve  had  squeezed  in  a  little 
hiking,  but  he'd  spent  most  of  the  week- 
end, as  he  often  did,  at  the  office. 

Now,  minutes  into  his  Monday  morn- 
ing, he  suddenly  found  himself  in  a  sur- 
prise confrontation.  Two  of  his  board 
members,  former  University  of  Arizo- 
na President  John  P.  Schaefer  and 
construction  executive  H.  Wilson 
Sundt,  strode  into  his  wood-paneled 
office.  They  made  it  as  blunt  as  could 
be:  Outside  directors  no  longer  had 
confidence  in  Greve.  And  by  noon, 
just  like  that,  he  had  quit  and  was 
hustling  out  the  door. 

Greve's  July  17  resignation  fol- 
lowed his  decision  over  the  previous 
three  weeks  to  sell,  for  an  estimated 
$1  million,  his  entire  holdings  in  Tuc- 
son Electric  stock.  The  sales,  made  as 
the  utility  was  in  the  middle  of  con- 
tentious proceedings  with  state  regu- 
lators over  a  rate  hike,  came  at  a 
highly  dubious  time.  Says  Schaefer,  who 
has  succeeded  Greve  as  chairman:  "At 
minimum,  he  exercised  what  we  could 
call  extremely  poor  judgment." 

But  that  wasn't  the  half  of  it.  A  de- 
cade after  Greve  helped  resurrect  Tuc- 
son Electric  from  serious  troubles,  the 
Arizona  utility  is  once  again  in  woeful 
shape.  Several  top  executives  have  re- 
tired or  quit,  a  slew  of  real  estate  invest- 


ments have  soured,  and  state  regulators 
are  holding  hostage  the  company's  first 
rate  increase  in  seven  years.  What's 
more,  BUSINESS  WEEK  has  learned  from 
directors  that  Greve  sold  his  stake  in  the 
company  just  after  Goldman,  Sachs  & 
Co.,  the  utility's  investment  banker,  de- 
livered a  report  detailing  the  draconian 
steps  needed  to  set  the  company  right. 
Tucson  Electric's  new  president  and 


SOME  OF  TUCSON  ELECTRIC'S 
lOW-WATTACE  INVESTMENTS 

Investment  Percent    Carrying  cost*  Morket  volue* 

Type  of  company  ownership  Millions 


UNION  PLANTERS 

Commercial  Bank 


21% 


$54.7 


$39.6 


CITADEL  HOLDING 

Savings  and  Loon 


22 


45.3 


28.6 


FOOTHILL  GROUP 

Commercial  Finance 


40 


28.7 


27.5 


TOTALS 


128.7 


95.7 


*As  of  Dec.  31,  1988  **As  of  July  24 

DATA:  COMPANY  REPORTS,  BRIDGE  INFORMATION  SYSTEMS  INC, 


chief  executive,  Thomas  C.  Weir,  would 
confirm  only  that  Goldman  Sachs  had 
completed  the  report  and  that  Greve  had 
resigned  before  showing  it  to  the  board. 
But  board  member  J.  Luther  Davis,  who 
retired  last  year  after  more  than  21 
years  as  the  utility's  chairman,  was 
more  blunt:  "We  already  knew  things 
weren't  going  well,  but  this  report 
showed  things  even  worse."  About 


Greve,  he  added:  "You  tell  me  how  t 
looks  when  the  chief  executive  sells  (- 
erything  he  owns  in  his  company." 

On  Greve's  behalf,  a  company  spok(- 
man  said  in  June  that  Greve  sold  sor; 
stock  to  "pay  loans,  to  pay  taxes,  and  i 
offset  some  gains  and  losses."  Grevti 
lawyer  in  Washington,  D.  C,  Theodo; 
Sonde,  adds  that  Greve  has  regular 
sold  stock  he  got  via  company-grantd 
options.  Sonde  had  no  further  commer, 
and  Greve  did  not  respond  to  reques 
for  an  interview,  despite  repeated  a 
tempts  to  reach  him — by  telephone,  tel 
gram,  and  in  person  at  his  home. 
PAINFULLY  SHY.  Greve's  sudden  fall  toe 
his  colleagues  by  surprise.  They  descrit 
the  61-year-old  as  a  painfully  shy  ma 
who  rarely  socialized  or  gave  speeche 
One  utility  executive  recalls  tha 
when  he  met  Greve  at  a  mall  a  fe' 
months  ago,  Greve  rushed  away.  ' 
couldn't  tell  you  where  he  lived  c 
what  his  phone  number  was,"  say 
board  member  Kathryn  N.  Dusei 
berry,  a  vice-president  of  City  Van  i 
Storage  Co.  in  Tucson. 

Instead,  Greve  worked  in  his  offic 
during  16-hour  days.  Fanatic  abou 
punctuality,  he  insisted  that  meeting 
start  on  time  and  last  no  more  tha 
an  hour.  He  often  memorized  intr 
cate  details  of  even  the  most  comple; 
power  projects.  Greve  was  not  com 
fortable  with  financial  matters — an( 
he  watched  in  dismay  last  Septembe 
as  a  long-time  colleague.  Chief  Financia 
Officer  Kenneth  L.  Saul,  retired.  Oi 
June  28,  Saul's  successor,  another  utilitj 
veteran,  Joe  G.  Coykendall,  quit,  too 
Greve,  says  one  director,  "had  startec 
feeling  very  alone,  with  a  company  tha 
was  beginning  to  list." 

Greve  emigrated  to  the  U.  S.  fron 
Norway  in  1950  to  study  electrical  engi 
neering  at  Massachusetts  Institute  o1 
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Technology.  After  22  years  with  the 
Boston  engineering  firm  Charles  T. 
Mann  Inc.,  he  joined  Tucson  Electric  in 
1975.  Working  under  CEO  Theodore  M. 
Welp,  Greve  revived  the  ailing  utility  by 
making  power  plants  more  efficient  and 
stringing  lines  to  export  electricity  to 
power-hungry  Southern  California.  A 
separate  unit  was  set  up  to  hedge 
against  weak  power  demand  by  invest- 
ing in  real  estate  and  stocks. 

By  the  early  1980s,  the  utility  was  on 
a  roll.  Its  generating  costs  were  among 
the  industry's  lowest,  its  nonutility  as- 
sets approached  $1  billion,  and  earnings 
increased  each  year.  Greve  became  CEO 
in  1985.  By  1987,  he  was  among  the  best- 
paid  utility  executives — with  pay,  bonus, 
and  stock  options  worth  $1.9  million. 

But  his  personal  life  was  a  tumult.  His 
22-year  marriage  to  Elizabeth  M.  Greve 
ended  in  1980.  According  to  court  pa- 
pers, the  couple  split  all  their  assets, 
including  proceeds  of  the  sale  of  their 
home  in  Tucson  and  a  winter  house  in 
Telluride,  Colo.  Elizabeth  Greve,  who  de- 
clined to  be  interviewed,  took  much  of 
their  savings.  Einar  Greve  kept  his 
Army  and  utility  pensions,  along  with  an 
old  pickup  truck  and  Dodge  Ram- 
charger.  She  took  the  Porsche  911. 

Colleagues  say  Greve's  next  marriage, 
on  which  public  records  were  not  avail- 
able, also  ended  in  divorce.  Then,  last 
December,  he  married  Sheri  Jackson, 
who  is  said  by  Greve's  colleagues  to  be 
in  her  early  30s.  They  recently  built  a 
$200,000  house  in  Sin  Vacas,  an  exclu- 
sive enclave  in  the  foothills  of  the  Santa 
Catalina  Mountains  overlooking  Tucson. 
The  house  is  decorated  with  expensive 
Oriental  tapestries  and  furniture.  Mean- 
while, they  have  not  been  able  to  sell 
their  previous  home,  a  20-year-old  three- 
bedroom  adobe  ranch  house  listed  for 
$205,000,  according  to  a  nearby  Century 
21  real  estate  office. 
MOUNTING  DANGER.  Greve  may  have 
found  happiness  in  his  new  marriage, 
but  at  the  office  trouble  was  brewing. 
Poor  investments  and  a  sluggish  Arizo- 
na economy  took  their  toll:  1988  profits 
fell  by  5%,  to  $128.9  million,  on  $624.7 
million  in  revenues.  For  the  first  time 
since  1977,  the  company  didn't  boost  its 
dividend  in  1989. 

Little  has  improved  since.  First-quar- 
ter net  sank  13%,  to  $18.8  million.  Anoth- 
er telltale  sign:  A  10-year  pact  to  sell 
power  to  San  Diego  Gas  &  Electric  Co. 
expired  in  May,  taking  with  it  nearly 
$124  million  a  year  in  sales.  The  deal's 
renewal  fell  by  the  wayside  as  the  two 
utilities  scuttled  a  1988  merger  plan. 
Worse,  state  regulators  have  recom- 
mended only  about  one-third  of  the  $102 
million  in  higher  rates  the  utility  wants. 

And  next  year  the  utility  will  be 
forced  to  go  back  to  the  regulators  to 
ask  for  another  large  rate  increase  to 


cover  the  expenses  of  building  a  new 
$760  million  power  plant  due  to  come  on 
line  in  1990.  Observes  Shearson  Lehman 
Hutton  Inc.  utilities  analyst  Edward  J. 
Tirello  Jr.:  "They  have  a  disaster  on 
their  hands."  He  sees  Tucson  Electric's 
net  falling  25%  this  year,  to  about  $3.70 
a  share.  The  utility's  board  is  contem- 
plating a  cut  in  the  dividend. 

To  date.  Securities  &  Exchange  Com- 
mission investigators  have  not  gotten  in 
touch  with  Tucson  Electric.  But  some 
shareholders  are  already  suing  Greve 
and  the  utility  in  federal  court  in  Cam- 
den, N.  J.  The  suit  alleges  nondisclosure 
of  material  information  on  the  compa- 
ny's troubles.  The  utility  wouldn't  com- 
ment on  that  suit  or  six  similar  ones  that 
have  been  filed. 

Beyond  those  problems,  the  utility  has 
ailing  investments  in  hotel  developments 
in  four  states,  including  one  in  Louisville 
that  is  in  bankruptcy.  Weir  says  those 


problems  are  under  control.  But  the 
company  has  also  been  forced  to  write 
off  $8  million  of  an  $11  million  invest- 
ment in  a  stalled  Phoenix  residential  de- 
velopment, Kingswood  Parke.  The  losses 
could  grow,  since  the  utility  issued  $40 
million  in  loan  guarantees  on  the  project. 
On  July  14,  Merabank  sued  for  the  en- 
tire $40  million.  Tucson  Electric's  stakes 
in  some  big  financial-services  companies 
also  are  under  water  (table). 

Despite  the  mounting  evidence  of  dan- 
ger, directors  claim  that  Greve  was  up- 
beat about  the  utility's  prospects  as  re- 
cently as  the  board's  June  meeting. 
Davis  recalls  Greve  saying  that  if  regu- 
lators decided  against  the  rate  increases, 
"we'd  be  able  to  win  it  in  the  courts." 

That's  what  Greve  may  have  been 
saying  to  directors.  But  at  about  the 
same  time,  confirms  Chief  Executive 
Weir,  Greve  had  received  the  Goldman 
Sachs  report  outlining  the  company's 
many  woes.  Observes  Weir:  "You  know 
that  there's  going  to  be  a  lawsuit  or  a 
securities  investigation  out  of  this." 
Einar  Greve's  woes  are  only  beginning. 

By  Ronald  Grover  in  Tucson 


POLITICS 


BRADLEY:  DOWN 
AND  NEARLY  OUT? 


Charges  that  L.A.'s  mayor 
favored  a  local  bank  are  damning 

For  years,  Los  Angeles  residents 
could  rely  on  smog  in  the  air  and 
Tom  Bradley  in  the  mayor's  office. 
The  air  is  still  dirty,  but  the  71-year-old 
Bradley's  days  in  City  Hall  may  be  num- 
bered. Even  before  he  began  his  fifth 
term  in  June,  Bradley  was  under  fire  for 
taking  consultant's  fees  from  local 
banks  doing  business  with  the  city. 
Then,  on  July  24,  Los  Angeles'  City 
Council  heard  testimony  that  Bradley 
may  have  pressured  city  officials  to  in- 
vest $2  million  in  a  certificate  of  deposit 
issued  by  one  of  those  banks. 

The  deposit  to  Far  East  National 
Bank,  a  local  commercial  bank,  was 
made  on  Mar.  22,  the  same  day  that 
Bradley  spoke  with  City  Treasurer  Leon- 
ard Rittenberg  concerning  city  funds  de- 
posited with  Far  East.  Bradley  had  earli- 
er received  $18,000  for  providing 
undisclosed  consultancy  work  to  Far 
East.  He  returned  that  fee  on  Mar.  24  in 
the  face  of  increasing  questions  about 
his  dealings  with  the  bank. 
BAD  TIMING.  Rittenberg  told  the  city 
council  that  Bradley  called  him  about 
the  status  of  Far  East's  relationship 
with  the  city  but  didn't  order  him  to 
make  the  deposit.  Bradley  says  that  he 
called  to  see  if  the  city  had  terminated 
an  earlier  deposit  authorized  under  the 
city's  minority-investment  program.  But 
city  auditors  say  the  CD  was  purchased 
without  the  usual  competitive  bid  pro- 
cess. Worse  yet,  they  say,  Bradley's  ap- 
proval— signified  with  a  "per  the  may- 
or" notation  from  a  staffer — had  been 
whited  out. 

Bradley  may  not  have  known  about 
the  deposit.  But  its  revelation  comes  at  a 
bad  time.  Earlier  he  had  resigned  as  a 
$24,000-a-year  director  of  Valley  Federal 
Savings  &  Loan  after  it  was  revealed 
that  the  thrift  did  business  with  the  city. 
And  this  spring,  the  Justice  Dept.  and 
the  Securities  &  Exchange  Commission 
looked  into  Bradley's  investments  in 
junk  bonds  underwritten  by  Drexel 
Burnham  Lambert  Inc. 

Support  for  Bradley  on  the  1.5-member 
city  council  is  eroding.  One  of  his  stron- 
gest supporters,  Joan  Milke  Flores, 
sounds  a  little  disheartened.  "I  want  to 
keep  defending  the  mayor,"  she  says, 
"but  we're  not  getting  the  whole  story." 
And  with  each  passing  day,  the  story 
gets  worse  for  Tom  Bradley. 

By  Eric  Schine  in  Los  Angeles 
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NEW  BMW5-SERIES.THE  MOST  *e  car  they  wanted  and  the  car  the 

INIIii.mTIVE  PERFORMANCE  SEDAN  SINCE  I^IS K'ior^^^^^^^^^^^ 

¥1^1  INTRODUCED  THE  FIRST  ONE.  standards  to  emulate. 

Nearly  three  accades  ago,  BMW  created  the  very  first  Now,  to  the  delight  of  the  former  and  the  contin- 

automobile  that  combined  true  sports  car  performance  ued  frustration  of  the  latter,  BMW  introduces  a  5-SerK 

with  four-door  practicality  that,  in  the  words  of  AutoWeek  Magazine,  "effectivel)- 

Serious  drivers  no  longer  had  to  choose  between  recalibrates  the  performance  sedan  benchmark. " 
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The  new  535i  you  see  here  abundantly  fulfills  the  And  its  host  of  inventive  safety  features  includes 

omise  of  its  athletic  shape.  Its  208-hp  6-cylinder  spnnts  supenor  anti-lock  brakes  and  unitized  steel  construc- 

)m  0  to  60  m  just  over  7  seconds,  while  its  sleek,  stable  tion  designed  to  absorb  35%  more  impact  energy  than 

)dy  and  patented  fully-independent  suspension  let  you  U.S.  crashworthmess  standards  require, 

.nee  through  comers  with  ease.  The  new  5 -Series  is  impressive  on  paper  But  as  a 

It  IS  roomier  inside  and  provides  'almost  perfect  test  dnve  at  your  authorized  BMW  dealer  will 

)iseinsulation"plus"ridecomfortthatsetsanewstan-  prove,  it  is  exhilaratingly  so  on  pavement, 

.rd  in  this  class"  (Automobile  Magazine) .  THE  ULTIMATE  DRIVING  MACHINE. 


Commentary/by  Judith  H.  Dobrzynski 

RESOLVED:  SHAREHOLDERS  HEED  TO  TAKE  MORE  DRASTIC  ACTIOH 


As  proxy  seasons  go,  1989's  exer- 
cise in  corporate  democracy, 
just  ended,  wasn't  a  bad  one 
for  siiareholders.  More  institutional  in- 
vestors offered  more  resolutions — 
which  got  more  votes — than  ever  be- 
fore. Shareholders  defeated  two  man- 
agement proposals  at  Honeywell  Inc. 
And  they  worked  in  tandem  with  man- 
agement at  National  Intergroup  Inc., 
which  agreed  to  submit  its  poison  pill 
to  a  shareholder  vote  and  reduce  its 
term  from  10  years  to  three.  On  July 
26,  the  measure  got  97%-  of  the  votes 
cast.  The  days  when  management 
deeds  went  unquestioned  by  passive 
shareholders  are  over. 

Still,  it's  time  to  consider  changing 
tactics:  moving  beyond  measures  to  re- 
form corporate  governance  and  fo- 


side  meddling.  Only  egregious  cases  of 
poor  management  justify  intervention. 

Targeting  corporate  laggards  would 
be  the  next  step  in  a  natural  evolution 
that  began  when  social  activists  start- 
ed challenging  such  practices  as  invest- 
ing in  South  Africa.  Public  pension 
funds  got  deeply  involved  as  takeovers 
swept  the  U.  S. — and  managers  paid 
greenmail  and  installed  shark  repel- 
lents to  obstruct  market  forces.  The 
funds  offered  resolutions  to  improve 
governance.  If  the  process  was  im- 
proved, they  reasoned,  the  substance — 
better  performance — would  follow. 

So  far,  outright  victories  have  been 
few.  Activists  won  at  Honeywell  be- 
cause, for  the  first  time,  two  public 
funds  joined  with  private  investors  to 
hire  a  proxy-solicitation  firm  and  con- 


cusing,  instead,  on  pushing  poor  per- 
formers— and  their  boards — to 
improve.  Such  steps  are  all  the  more 
important  in  the  wake  of  court  deci- 
sions in  the  Time-Warner-Paramount 
case,  which  reaffirmed  directors'  right 
to  manag'j  companies  (page  24). 
svOLUTJOKi.  Why  bother?  Because  pub- 
lic pension  funds  now  own  too  much 
stock  in  too  many  companies  to  take 
the  old  "Wail  Street  walk"  and  sell  out 
when  they're  unhappy.  Besides,  by 
reasserting  their  ownership  rights, 
they  can  helu  boost  corporate  competi- 
tiveness. The  institutions  have  to  be 
judicious,  ti  ough:  Most  companies  are 
reasonably  well-run  and  need  no  out- 


test  plans  to  stagger  directors'  terms 
and  to  eliminate  shareholders'  right  to 
take  action  by  written  consent  of  a  ma- 
jority. At  Avon  Products  Inc.  and  Con- 
solidated Freightways  Inc.,  antipoison- 
pill  measures  won  over  half  the  votes 
cast,  though  not  a  majority  of  shares 
outstanding.  In  other  contests,  resolu- 
tions to  ban  greenmail,  rescind  poison 
pills,  and  institute  confidential  proxy 
voting  won  an  average  of  25.5%,  38.2%, 
and  27.4%  of  the  votes  cast,  respective- 
ly, according  to  the  Investor  Responsi- 
bility Research  Center. 

But  win  or  lose,  the  votes  are  influ- 
ential. Some  managers  are  battening 
down  the  hatches  even  more — chang- 


ing bylaws  to  thwart  shareholder  ac- 
tion. More  enlightened  ones  are  trying 
to  boost  shareholder  value.  And  they 
are  negotiating:  Shareholders  have  per- 
suaded several  companies  to  switch  to 
secret  ballots  voluntarily.  As  a  result, 
fewer  shareholders  now  view  proxy 
voting  as  a  charade.  More  are  actually 
voting,  says  the  Independent  Election 
Corp.  of  America,  proxy  tabulators. 
'NOT  THE  WAY.'  Yet  as  a  means  of  influ- 
encing management,  shareholder  pro- 
posals leave  a  lot  to  be  desired.  Proxy 
rules  are  stacked  in  management's  fa- 
vor. Most  votes,  by  law,  are  strictly 
advisory.  And  the  resolutions  are  a 
long,  roundabout  way  of  improving 
economic  performance — the  ultimate 
goal.  "Shareholder  resolutions  are  not 
the  way  to  do  things,"  concedes  Sarah 
A.  B.  Teslik,  executive  director  of  the 
Council  of  Institutional  Investors,  an 
association  of  public  pension  funds. 

Many  funds  now  know  they  have  to 
change.  On  some  agenda  items,  such 
as  confidential  voting,  they  will  take  a 
more  direct  route.  CII  is  lobbying  for — 
and  has  drafted — simple  legislation  to 
make  secret  ballots,  as  well  as  indepen- 
dent tabulation  of  votes,  a  Securities  & 
Exchange  Commission  requirement. 

Eliciting  better  performance  from 
corporations  is  tougher.  As  investors, 
they  can't  be  managers.  But  this  is  by 
far  the  more  important  goal,  the  one  to 
which  they  should  turn  their  attention. 
The  first  step  is  identifying  the  compa- 
nies whose  long-term  performance  is 
wanting.  That  shouldn't  be  hard — skid- 
ding stock  performance,  a  low  return 
on  assets,  sinking  market  share,  mini- 
mal stock  ownership  by  management 
and  directors,  and  inappropriate,  lavish 
spending  on  perks  are  all  key  indica- 
tors. Investors  should  watch  out,  too, 
for  managements  that  steadily  bolster 
their  antitakeover  armor.  Funds  should 
attempt  a  dialogue  with  these  manage- 
ments, stating  their  frustrations  and 
seeking  change. 

When  that's  not  enough,  sharehold- 
ers have  to  lobby  their  boardroom  rep- 
resentatives— the  outside  directors.  In- 
vestors should  challenge  the  election  of 
unresponsive  board  members.  And 
they  should  be  willing  to  nominate  di- 
rectors who  will  take  an  independent 
line,  argue  for  faster  action  or  a  differ- 
ent corporate  strategy,  and — if  all  else 
fails — change  management. 


32  RU3INFSS  WFEK.'AIJGUST  7,  1989 


1ST  FOOD  I 


rWO  BIG  MACS,  LARGE  FRIES 
-AND  A  PEPPERONI  PIZZA,  PLEASE 


Tow,  McDonald's  wants  to  cut  itself  a  piece  of  the  pizza  market 


ESTING  GROUND:  EVEN  IF  THE  PIZZA  IS  A  HIT  IN  EVANSVILLE,  McDONALD'S  WILL  MOVE  SLOWLY 


It's  all  happening  just  outside  of  Ev- 
ansville,  Ind.,  at  the  McDonald's  res- 
taurant over  by  the  Sun  Set  Motel  on 
I.  S.  41.  There,  curious  locals  gather  as 
he  No.  1  hamburger  chain  dishes  up — 
uess  what — pizza.  The  McDonald's 
lorp.  experiment,  unveiled  on  July  10, 
lade  front-page  news  in  this  Bible  Belt 
ity  of  130,000  in  the  rural  southern  part 
f  the  state.  It  has  also  put 
he  fear  of  God  into  pizza 
marketers  nationwide.  "Our 
eople  have  been  all  over  it," 
ays  a  Pizza  Hut  spokesman. 
You  may  think  the  last 
hing  the  world  needs  is  an- 
ther pie  monger,  but  the 
izza  market  may  be  too 
louth-watering  for  McDon- 
Id's  Chief  Executive  Mi- 
hael  R.  Quinlan  to  pass  up. 
Americans  wolfed  down  $20 
lillion  worth  of  pies  last 
ear,  and  pizzeria  sales  have 
;rown  at  an  11%  annual  clip 
ver  the  past  five  years.  By 
ontrast,  the  $31  billion  bur- 
:er  business  is  growing  only 
'%  a  year.  With  its  global 
each  and  $1  billion  annual 
aarketing  budget,  McDon- 
.Id's  could  quickly  grab  a 
lig  slice  of  the  action. 
'OUGH  FIGHT.  Besides  giving 
McDonald's  a  new  growrth 
aarket,  pizza  could  fill  a  gap 
n  the  company's  business, 
ts  evening  trade  is  fairly 
ight,  so  McDonald's  will  po- 


sition the  pie  as  a  dinnertime  meal  avail- 
able only  after  4  p.m.  The  fresh,  14-inch, 
8-slice  pizza  comes  in  four  varieties — 
cheese,  sausage,  pepperoni,  and  de- 
luxe— and  the  price  ranges  from  $5.84  to 
$9.49.  At  those  prices,  pizza  and  soft 
drinks  for  four  cost  about  the  same  as 
burgers  and  such  for  the  same  crowd. 
McDonald's  won't  comment  on  test  re- 


McMAMMA  MIA, 
THAT'S  A  PRETTY 
GOOD  PIZZA 

oes  McDonald's  pizza 
have  pizzazz?  To  find 
out,  BUSINESS  WEEK 
treated  the  Piper  family  of 
Evansville  to  a  couple  of 
pies.  Tom  and  Brenda  Piper 
are  confessed  pizza  freaks: 
They  pick  up  one  or  two  pies 
a  week  from  Pizza  Hut, 
Domino's  Pizza,  or  Noble 
Roman's,  a  regional  chain. 

Overall,  the  Pipers  were 
impressed  with  the  McDon- 
ald's sausage  and  deluxe 
pies  they  tried.  They  liked 
the  healthy  assortment  of 
fresh  ingredients  and  voiced 
just  a  few  minor  complaints. 
Tom,  an  affable  service  tech- 
nician with  Digital  Equip- 
ment Corp.,  found  the  sea- 
soning a  bit  timid.  Brenda 


thought  McDonald's  was 
rather  stingy  with  the  toma- 
to sauce  but  preferred  its 
crust  to  Domino's  "card- 
board" version. 

The  Piper  boys  didn't  carp. 
After  three  slices,  Chris,  9, 
bestowed  the  coveted 
thumbs-up    award,  while 


TOM  PIPER:  A  BIT  TOO  MILD 

Brandon,  2,  merely  waved  a 
slice  of  pepperoni.  Later,  af- 
ter painting  his  face  with  va- 
nilla ice  cream,  Brandon  ren- 
dered his  verdict  on  the 
pizza:  "I  like,  too." 


suits  so  far.  It's  holding  off  until  late 
August,  by  which  time  about  20  stores 
in  Evansville  and  nearby  Owensboro, 
Ky.,  will  be  peddling  pizza.  But  even  if 
the  offering  is  a  hit,  McDonald's  is  likely 
to  move  cautiously.  The  reason:  Its  pizza 
gambit  will  surely  meet  fierce  opposi- 
tion. Pizza  Hut  Inc.,  the  top  pie  chain, 
plans  a  tough  ad  campaign  to  keep  Mc- 
Donald's out  of  its  turf.  Two  years  ago. 
Pizza  Hut  blasted  the  single-serving,  fro- 
zen pizza  product  tested  under  the  Gold- 
en Arches  in  Charleston,  N.  C,  and  Salt 
Lake  City.  Pizza  Hut's  TV  ads  featured 
an  icy  McPizza  thudding  onto  a  store 
counter.  McDonald's  ditched  the  idea  of 
selling  pizza  by  the  slice. 

Besides  fighting  off  angry  rivals,  Mc- 
Donald's will  have  to  be  sure  its  pizza 
doesn't  cannibalize  nighttime  sandwich 
sales.  And  it  must  maintain  its  legend- 
ary efficiency  with  a  new  and  different 
product.  Says  Mike  Raymond,  Domino's 
Pizza  Inc.'s  vice-president  for  marketing: 
"This  will  be  a  real  challenge  for  them." 
QUICK  TURNAROUND.  That  might  be  wish- 
ful thinking.  Pizza-making  used  to  be  a 
tricky  art:  Chefs  had  to  maneuver  the 
pie  slowly  around  the  hot  and  cold  spots 
of  traditional  deck  ovens.  Now,  speedy 
conveyer  ovens  blast  hot  air  evenly  over 
the  top  and  bottom  of  the  dish,  leaving 
little  room  for  error  and  producing  a 
fresh-cooked  pizza  in  about  five  minutes. 
That  kind  of  turnaround,  coupled  with 
McDonald's  drive-through  capacity, 
could  augment  the  restaurant's  in-store 
sales  and  could  lure  carry-out  customers 
from  Pizza  Hut  and  Little  Caesars  Piz- 
za, as  well  as  from  Domino's  delivery 
business. 

With  its  10,500  outlets, 
McDonald's  also  boasts 
strength  in  numbers.  Even 
Pizza  Hut,  the  industry's  big 
cheese,  has  only  6,000  stores. 
So  in  smaller  markets,  giant 
McDonald's  will  be  compet- 
ing with  the  tiny,  mom-and- 
pop  pizzerias  that  still  make 
up  about  40%  of  the  indus- 
try, according  to  Chicago 
food  consultant  NPD-Crest. 

For  now,  Evansville  seems 
tickled  that  the  fast-food  co- 
lossus chose  the  town  as  its 
testing  ground.  "We  pretty 
much  represent  the  country 
as  a  whole,"  crows  Evans- 
ville Mayor  Frank  McDon- 
ald. If  so,  executives  at  Pizza 
Hut  and  the  other  major 
chains  had  better  hope  that 
McDonald's  new  pizza  lays 
an  egg  in  Evansville.  If  it 
doesn't,  Mickey  D's  rivals 
are  heading  for  a  real  case 
of  heartburn. 

By  Brian  Bremner  in  Ev- 
ansville, Ind. 
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EDITED  BY  HARRIS  COLLINGWOOD 


BIG  STEEL  GETS 
ANOTHER  BREATHER 


►  Heeding  the  free-traders  in 
his  Cabinet,  President  Bush 
opted  for  a  30-month  renewal 
of  voluntary  restraints  on 
steel  imports.  That's  the  bare 
minimum  Bush  needed  to 
meet  his  campaign  pledge  to 
extend  steel  quotas  and  far 
less  than  the  five-year  deal 
the  steel  industry  wanted. 
"The  Administration  is  put- 
ting its  money  where  its  free- 
trade  commitments  are,"  says 
Brookings  Institution  econo- 
mist Robert  Lawrence. 

The  Administration  hopes 
to  negotiate  a  halt  to  foreign 
steel  subsidies  before  the  re- 
straints expire  in  1992,  but 
the  steel  industry  views  that 
as  wishful  thinking.  And 
though  the  White  House  im- 
plied that  there  won't  be  an- 
other extension,  Bush  will  be 
up  for  reelection  in  1992.  That 
may  defer  the  end  of  protec- 
tion for  the  steel  industry. 


THE  VALDEZ  SPILL 
SEEPS  INTO  EARNINGS 


►  The  environmental  cost  of 
the  Exxon  Valdez  oil  spill 
may  not  be  known  for  years, 
but  the  economic  toll  on  Ex- 
xon is  becoming  apparent.  On 
July  24,  the  oil  giant  an- 
nounced that  cleanup  ex- 
penses and  claims  related  to 
the  disaster  reduced  second- 
quarter  earnings  by  $850  mil- 
lion, or  67$  a  share.  Net  in- 
come of  $160  million,  or  13$  a 
share,  on  revenues  of  $23.6 
billion  fell  87%  from  1988's 
second-quarter  net  of  $1.2  bil- 
lion on  revenues  of  $21.6  bil- 
lion. The  $850  million  cleanup 
is  what  Exxon  will  have  to 
I      -  at  even  after  insurance. 


NASTY  BUSS^ESS 

AT  NATWiST  

►  Not  since  the  Guinness 
scandal  of  late  1986  has  the 
City  of  London  been  rocked 
by  such  alleged  financial  mis- 
deeds. At  the  center  of  the 


storm  is  National  Westmin- 
ster Bank,  Britain's  second- 
biggest  bank  and  an  expand- 
ing presence  in  the  U.  S.  In 
the  wake  of  a  damning  report 
from  government  investiga- 
tors. Lord  Thomas  Boardman, 
chairman  of  NatWest,  and 
three  directors  have  resigned. 

At  issue  is  NatWest's  role 
in  the  $1.3  billion  purchase  of 
Manpower  by  a  competing 
personnel  agency,  Blue  Ar- 
row, in  1987.  The  government 
report  says  that  the  bank 
failed  to  disclose  that  it  took  a 
large  position  in  Blue  Arrow 
shares  issued  to  finance  the 
deal,  thus  misleading  the  mar- 
ket and  regulators.  In  addi- 
tion, says  the  report,  NatWest 
secretly  indemnified  a  broker 
against  losses  to  win  its  sup- 
port for  the  deal.  The  bank 
could  face  further  legal  or 
regulatory  action. 


TAKING  A  BITE  OUT  OF 
APPLE'S  LAWSUIT 


►  Apple  Computer's  bid  to 
block  competitors  from  mim- 
icking some  of  its  Macintosh 
computer  technology  has  suf- 
fered a  near-fatal  blow.  On 
July  25,  a  federal  judge  in  San 
Francisco  ruled  that  a  1985  li- 
censing agreement  between 
Apple  and  Microsoft  means 
that  Microsoft  and  Hewlett- 
Packard  may  use  many  of  Ap- 
ple's screen  characteristics  in 
their  own  software  packages. 

The  judge  threw  out  all  but 
10  of  the  189  similarities  that 
Apple  cited  in  its  suit  against 
Microsoft.  The  case  may  yet 


WHAT'S  35  YEARS  OLD  AND  IN  YOUR  FREEZER? 


Here's  an  anniversary  of  note: 
Swanson's  TV  Dinner,  that 
American  classic,  was  intro- 
duced 35  years  ago.  The  first  va- 
riety, retailing  for  all  of  98$,  fea- 
tured turkey  and  dressing,  peas, 
and  sweet  potatoes.  Nowadays 
you  can  spend  more  than  four 
times  as  much  on  low-calorie, 
low-sodium  frozen  dinners,  but 
Swanson's  perennial  best-sellers 
are  $1.89  fried  chicken  and  Salis- 
bury steak  in  gravy,  which  owe  their  popularity,  perhaps,  to  ; 
the  fat  and  salt  that  go  into  them. 

Though  TV  dinners  may  never  win  a  nutrition  award,  u 
hard  to  find  anyone  who'll  say  anything  bad  about  them.  Evt 
Andre  Soltner,  owner-chef  of  Manhattan's  posh  Lutece  restaii 
rant,  declined  to  speak  ill  of  them.  And  TV  dinners  are  even 
certifiable  cultural  artifact.  Now  that  Swanson's  uses  a  mici 
wave-friendly  plastic  serving  tray,  the  original  tin  tray  hat 
been  enshrined  in  the  Smithsonian. 


go  to  trial,  but  software  de- 
velopers say  the  10  items 
won't  deter  competitors.  Ap- 
ple's best  bet  may  be  an  out- 
of-court  settlement. 


HONEYWELL'S 
RAIDER  REPELLEHT 


►  Prodded  by  impatient  share- 
holders and  rumors  of  an  im- 
pending raid  by  investor  Rich- 
ard Rainwater,  Honeywell  is 
restructuring.  It  will  move 
away  from  the  weapons  busi- 
ness, which  accounted  for 
some  20%  of  1988's  $7.1  billion 
in  sales,  and  concentrate  on 
electronic  controls  for  military 
and  civilian  markets.  It  will 
also  sell  most  of  its  interest  in 
a  Japanese  joint  venture. 


The  restructuring  includes 
a  stock  buy  back,  a  dividenc 
increase,  and  a  5%-  reductior 
in  the  company's  78,000-mem 
ber  work  force.  Managemem 
has  pledged  that  Honeywell's 
1990  operating  profits  will  ex 
ceed  analysts'  projections  bj 
$150  million. 


A  GO-GO  DISK  DRIVE 
ISAHO-SHOW 


►  For  months,  large  compa^ 
nies  using  IBM's  mainframe 
computers  had  been  looking 
forward  to  getting  theii 
hands  on  Big  Blue's  new-gen 
eration  magnetic  disk  drive.  Il 
was  to  be  a  screamingly  fast 
data  storage  device,  designed 
to  boost  greatly  the  speed  at 
which  IBM  System/370  com 
puters  could  retrieve  and  pro 
cess  information.  But  on  July 
25,  the  drive's  due  date,  all 
IBM  would  say  was  that  it  was 
postponing  the  unveiling  in 
definitely  while  it  continued  to 
test  and  refine  the  design. 

The  company  won't  say 
why  its  new  disk  has  slipped 
but  if  analysts  are  right  about 
thorny  technical  problems 
IBM  won't  see  much  of  the 
$1.5  billion  in  revenues  that  it 
expected  this  year  from  the 
product.  IBM  stock  fell  %,  to 
112%,  after  the  postponement 
became  public.  a 
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WE  FLY  TO 
'  ABERDEEN,  ABIDJAN, 
ABU  DHABI,  ACCRA, 
ADELAIDE,  AMMAN. 
AMSTERDAM, 
ANCHORAGE, 
ANKARA,  ANTIGUA, 
ATHENS,  ATLANTA 
AND  AUCKLAND 


AND  THAT'S  ONLY 
1:^5  THE  BEGINNING. 


A  IS  tor  ail  astonishing  array  of  destinations  abroad.  The  most  attentive  service  available  on  any  Rd  ITI^H  Al  RWAYS 
airline.  And  an  abundance  of  additional  amenities— at  the  airport  and  aloft.  British  Airways.    Pjxl^l  iJn  r\ll\.VVr\IJ 

All  the  best  from  Aberdeen  to  Zurich.  The  worlds  favour  nc  airline:  ^ 


We've  all  heard  the  stories.  Com- 
panies that  lose  major  liability  suits 
because  they  couldn't  produce  the 
necessary  documents  in  compliance 
with  federal  and  state  regulations 
to  defend  themselves.  Companies 
that  lose  a  major  client  because  they 
can't  document  third-party  charges 
on  behalfof that  client. 

And  U  ali  comes  down  to  a  very 
simple  probltTi  V  paper.  Paper  that 
when  misfiled  o;  misplaced  could 
spell  disaster.  Paper  'hat  when 
destroyed,  could  pr  sibly  destroy 
your  business. 
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The  solution  is  a  corriputerized 
filing  system  from  3M  Information 
Systems  Group. 

3M  provides  systems  that  use 
computer  technology — very  likely  the 
computers  you  already  have  in  place 
— to  speed  and  secure  the  storage 
and  retrieval  of  documents  with 
evidentiary  value.  Documents  that 
can  be  combined  with  the  data  files 
you  already  generate  on  computer. 

For  many  businesses,  the 
storage  media  may  be  microfilm  or 
microfiche.  With  certain  applications, 
a  digital  document  management 


system  integrated  with  a  mainframe 
database  may  be  most  appropriate. 

Either  way,  the  system  you 
choose  will  work  with  the  technol- 
ogy 3M  is  developing  for  the  future. 
We've  already  assembled  packages 
for  Accounts  Payable,  Engineering, 
Manufacturing,  Financial  Records, 
Hospital  Records  and  more. 

For  more  information  on  how 
to  protect  your  company,  call 
3M  Information  Systems  at 
1-800-328-1684. 

But  act  soon.  Before  your  filing 
system  is  judged  to  be  out  of  order. 
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NCK  THORNBURGH:  NOT  BEING 
;D  MEESE  ISN'T  ENOUGH  ANYMORE 


rhings  aren't  turning  out  quite  the  way  Dick  Thornburgh 
expected  when  he  was  named  Attorney  General  a  year 
ago.  The  former  Pennsylvania  governor,  a  popular,  mid- 
e-of-the-road  politician,  seemed  just  the  man  to  succeed  Ed- 
in  Meese  III,  who  resigned  after  a  lengthy  ethics  scandal. 
For  a  long  time,  Thornburgh,  57,  was  able  to  win  points  just 
r  not  being  Ed  Meese.  But  now  the  Attorney  General  is 
!tting  chewed  up  by  the  fierce  politics  of  post-Reagan  Wash- 
gton.  Thornburgh's  appointments  are  under  fire  from  left 
id  right,  and  his  relations  with  both  the  White  House  and 
)ngress  are  strained.  "He's  discovered  the  hard  way  how 
)larized  legal  issues  have  become,"  says  Patrick  McGuigan,  a 
nservative  activist. 

lYiNG  THE  PRICE.  Staffing  the  Justice 
ept.  has  proven  traumatic  for  Thorn- 
irgh.  Wall  Street  lawyer  Robert  B. 
ske  Jr.,  Thornburgh's  choice  for  Depu- 
Attorney  General,  withdrew  in  the 
,ce  of  conservative  opposition.  Fiske's 
n:  He  chaired  an  American  Bar  Assn. 
immittee  that  discouraged  President 
eagan  from  naming  some  conservative 
wyers  to  the  federal  bench. 
Thornburgh's  selection  of  former 
'ayne  County  (Mich.)  Executive  Wil- 
im  C.  Lucas  to  head  the  Civil  Rights  Div.  has  also  gotten  him 
to  trouble — this  time  with  liberals.  The  civil  rights  communi- 
',  which  charges  that  the  black  Republican  is  unqualified  for 
le  job,  has  mounted  a  massive  campaign  against  Lucas  that 
IS  left  his  confirmation  in  doubt. 

No  matter  how  the  fight  is  resolved,  the  dispute  has  dam- 
ped Thornburgh's  efforts  to  mend  fences  with  civil  rights 
aders.  Says  Ralph  G.  Neas,  director  of  the  Leadership  Con- 
!reiice  on  Civil  Rights;  "There  may  be  a  marked  difference  in 
)enness  and  rhetoric,  but  in  substantive  policy,  there's  not 
;uch  difference  from  the  Meese  Justice  Dept." 
The  Lucas  flap  has  also  soured  Thornburgh's  relationship 
ith  the  White  House.  Bush  aides  intended  to  give  a  top  job  to 


Lucas,  who  had  bolted  the  Democratic  Party  to  run  for  gover- 
nor of  Michigan  in  1986.  But  they  planned  to  offer  the  civil 
rights  post  to  Equal  Employment  Opportunity  Commissioner 
Evan  J.  Kemp  Jr.  Thornburgh  forced  Bush's  hand  by  announc- 
ing his  support  for  Lucas'  appointment  as  civil  rights  chief 
while  the  President  was  out  of  the  country.  Now,  Bush  aides 
are  miffed  that  they  have  to  spend  political  capital  to  save  a 
nominee  they  didn't  even  want. 

Nominations  haven't  been  the  Attorney  General's  only 
struggle  on  Capitol  Hill.  Influential  House  and  Senate  mem- 
bers are  gearing  up  to  use  the  Justice  appropriations  bill  to 
force  Thornburgh  to  drop  his  plan  to  disband  14  organized- 
crime  strike-force  units,  which  he  an- 
nounced on  the  eve  of  a  House  hearing 
called  to  discuss  the  future  of  the  anti- 
crime  teams.  The  strike-force  issue,  says 
Representative  Charles  E.  Schumer  (D- 
N.  Y.),  "was  handled  very  poorly.  It  left 
a  bad  taste  in  most  members'  mouths." 
Democrats  also  complain  that  Justice 
isn't  moving  aggressively  to  prosecute 
former  officials  of  the  scandal-ridden 
Housing  &  Urban  Development  Dept. 
MEDIA  MASTER.  Within  Justice,  Thorn- 
burgh has  shored  up  the  sagging  morale 
of  career  lawyers.  But  many  officials  complain  that  he's  inac- 
cessible and  dictatorial.  A  Justice  Dept.  source  says  the  Attor- 
ney General's  efforts  to  centralize  control  are  causing  friction 
with  the  Federal  Bureau  of  Investigation,  the  Immigration  & 
Naturalization  Service,  and  the  U.  S.  Marshals  Service. 

Thornburgh  remains  a  highly  skilled  politician  and  media 
master.  While  denouncing  leaks  about  one  criminal  investiga- 
tion, Thornburgh  himself  revealed  a  probe  of  the  Rocky  Flats 
nuclear-weapons  plant  on  the  day  that  search  warrants  were 
executed.  Those  skills  served  him  well  during  eight  years  in 
Harrisburg.  But  they  may  not  be  enough  in  the  new  rough- 
and-tumble  of  Washington. 

By  Paula  Dwyer 


lAPITAL  WRAPUPI 


APPOINTMENTS 


Continuing  struggles  over  filling  top 
Administration  jobs  are  frustrating 
to  both  the  Senate  and  the  Bush  team. 
Housing  &  Urban  Development  Secre- 
tary Jack  F.  Kemp  complains  that  the 
Senate  Banking  Committee  moves  too 
slowly  to  approve  HUD  nominees. 
Chairman  Donald  W.  Riegle  (D-Mich.) 
grumbles  that  the  Administration  took 
its  sweet  time  sending  the  names  to 
the  Senate.  The  committee,  he  says,  is 
now  tied  up  in  a  conference  with  the 
House  on  the  thrift  bailout  bill.  Pro- 
tracted fights  over  some  appointments 
have  left  a  bitter  taste.  Senator  Sam 
Nunn  (D-Ga.)  wants  to  restrict  access 


to  FBI  reports  on  nominees  to  prevent 
the  sort  of  widespread  discussion  of 
unsubstantiated  charges  that  marked 
the  debate  over  John  G.  Tower's  nomi- 
nation as  Defense  Secretary. 

DEFENSE  

Office  of  Management  &  Budget 
Director  Richard  G.  Darman  has 
no  immediate  plans  to  fill  the  long-va- 
cant post  of  associate  director  for  na- 
tional security.  Darman,  who  served  a 
brief  stint  at  the  Pentagon  during  the 
Ford  Administration,  thinks  his  close 
ties  to  Defense  Secretary  Richard  B. 
Cheney  and  National  Security  Adviser 
Brent  Scowcroft  will  allow  him  to  han- 
dle the  military  budget  himself. 


SPACE 


You  might  think  big  aerospace  com- 
panies would  be  delighted  by  the 
Bush  Administration's  backing  for  a 
$400  billion  scheme  to  build  a  colony  on 
the  moon  and  send  Americans  to  Mars 
by  the  year  2020.  Wrong.  Rockwell  In- 
ternational, McDonnell  Douglas,  and 
General  Dynamics  are  all  less  than 
thrilled  by  the  grand  plan  hatched  by 
Vice-President  Dan  Quayle's  Space 
Council  and  endorsed  in  principle  by 
the  President  on  July  20.  They  wish  the 
council  had  stuck  closer  to  earth  and 
given  more  vigorous  backing  to  the 
National  Aerospace  Plane,  a  less  ambi- 
tious but  far  more  realistic  project. 


SHINGTON  OUTLOOK 
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Howre  you  going  to  do  it? 

\i)  one  (Acr  made  their  mark  in  hiisincss  In  doiiit^  just  one  thing 
at  a  time.  So  to  stay  coniix^titivo,  vou  tkmmI  voiir  coniputcrs  to  do  a  b 
ol  husincss  tasks  at  once. 

The  Genius  Of  Micro  Channel.  I  hat  s  whv  IBM 

d('vrlo|M'd  the  IVrsonal  S\st(Mii/2  coniimtrrs  with  Micro  ( ihan nor." 
Xhcro  ( ihatitK'l  is  hkc  a  mullilaiit'  hi<:lnva\.  so  iiilormalion  can 
travel  in  lots  ot  directions  at  once.  \\  ith  optional  Ims  mastercards,] 
like  hav  ing  tnanv  computers  in  one.  some  managing  printers 
and  lax  machines,  another  hns\  calculating  a  spreadsheet  and  othe 
working  on  graphics  or  translerring  data.  And  Micro  (lliannel 


IBM  PiTsun.il  Sy',i''!f  '2  dfid  PS,.."-  .jfo  toqistered  tradf  m.)rt<<,  and  Mic'o  Channel  and  QS,'2  are  l^ar)emaf^'s  ol  Inlprnalional  Business  Machines  Corporalion  i''"'  1989  IBM  Corp 


PS/2  it 


)os  all  of  this  witli  remarkable  speed  and  reliability, 
aturally,  a  PS/2 "  with  Micro  Channel  runs  DOS  applications, 
id  add  OS/2  to  this  equation,  and  the  benefits  of  multitask- 
g  can  make  you  and  your  people  even  more  productive. 

The  Solution  Is  IBM.  I  he  PS/2  with  Micro  Channel 
ill  provide  you  with  solutions  not  only  today  but  far  into 
i("  tuture.  See  your  IBM  Authorized  Dealer  or 
JM  mark(^ting  representative.  For  a  dealer  near  you, 
ill  I  800  IBM-2468,  ext.  139.  And  see  how  much 


ore  vou  can  do  when  vou  PS/2  it ! 


VACATIONERS  ARE  FLIPPING 
OVER  THEIR  CASH  CARDS. 

You  can  get  cash  anywhere.  a  Plus  System  logo  on  it. 

Ai;  over  28,000  cash  machines  on  the  Plus  So  flip  over  your  cash  card  now.  And  have  a 

System'  lietwork— worldwide.  carefree  vacation. 

In  5,  .  ;5  cities  and  towns  in  the  U.S.,  Canada,  Ailfl?  T\/r  A  l/P  '  ^ 

Europe,  th.^  Far  East  and  the  Caribbean.  VV     M  AlVii 

And  wherever  you  are  in  the  U.S.,  you  YOUR  CASH  CARD 

can  find  a  nearby  cash  machine  by  calling:  WORTH 
l-SOO-THE-PLUS.  TDDT\r  0\fT?P 

All  it  takes  is  a  cash  or  bank  credit  card  with  f  Lll  1  lINu  WV  HiK 


nternational  Outloo 
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low  MUCH  LONGER  CAN  GORBACHEV 
iEEP  PUTTING  OUT  FIRES? 


stute  maneuvering  to  stay  ahead  of  events  he  can't 
control  is  a  key  to  Mikhail  S.  Gorbachev's  political 
success.  He  turned  the  Chernobyl  disaster  into  a  dem- 
nstration  of  glasnost,  or  public  scrutiny,  and  he  converted  the 
oviet  Union's  retreat  from  an  unpopular  Afghan  war  into 
olitical  gains  at  home  and  abroad.  Now,  Gorbachev  is  trying 
)  head  off  a  potential  challenge  to  his  authority  from  restless 
orkers  by  turning  their  wrath  against  bureaucrats  and  local 
ommunist  Party  officials  who  oppose 
is  reforms. 

To  help  end  wildcat  strikes  that  shut 
own  much  of  the  Soviet  Union's  coal 
utput,  Gorbachev  proposed  on  July  24 
lat  the  country's  15  republics  should  be 
llowed  to  hold  early  elections  for  local 
overnment  councils.  Such  votes  would 
ive  workers  and  their  sympathizers  the 
hance  to  oust  officials  they  blame  for 
rievances  from  mismanagement  of 
lines  to  food  shortages  and  pollution, 
lorbachev,  who  praised  the  workers,  is 
etting  voters  will  throw  out  conserva 


MINERS:  LABOR  UNREST  IS  STILL  A  THREAT 


ves  who  have  braked  his  plans  for  perestroika. 
HAiN  REACTION.  But  even  such  agile  political  footwork  will 
nly  buy  time.  The  day  is  coming  when  Gorbachev  will  have  to 
ut  some  goods  on  empty  store  shelves  or  face  far  more 
erious  industrial  unrest.  So  far,  perestroika  has  done  little  to 
evive  the  sick  economy.  That  leaves  Gorbachev  little  option 
ut  to  rob  goods  from  one  area  to  patch  over  discontent  in 
nother.  To  end  the  coal  walkouts,  he  promised  bigger  bonus- 
s,  more  consumier  goods,  and  other  benefits  that  will  shift 
esources  worth  $8  billion  to  the  miners  from  other  parts  of 
he  economy  but  will  do  nothing  to  boost  productivity.  "You 
an  meet  the  demands  of  a  tiny  part  of  our  labor  force,  but 
ou  do  so  at  the  expense  of  someone  else,"  warns  Vladimir 
Costakov,  director  of  the  Research  Institute  of  Gosplan,  the 
itate  Planning  Agency.  If  other  workers  follow  the  miners' 
sad,  the  result  could  be  a  chain  reaction  of  labor  turmoil  that 


would  disrupt  industrial  output  and  force  Gorbachev  to  crack 
down  on  strikers — or  face  the  failure  of  his  economic  reforms. 

A  basic  dilemma  is  that  "a  lot  of  reforms  are  not  all  that 
welcome  to  workers,"  says  Walter  Connor  of  Boston  Universi- 
ty. Perestroika  may  tie  wages  to  quality  controls,  for  exam- 
ple, and  could  throw  workers  out  of  jobs  by  shutting  down 
unprofitable  factories  and  mines.  Politically,  labor  unrest  is 
particularly  threatening  to  Gorbachev  because  the  Soviet 
Union,  like  other  Marxist  regimes, 
claims  to  be  a  workers'  state.  If  workers 
rebelled,  they  could  "strip  reforms  of 
much-needed  legitimacy,"  observes  Ste- 
phen F.  Cohen  of  Princeton  University. 
That  would  pose  an  even  greater  threat 
to  Gorbachev  than  the  nationalistic  out- 
bursts from  Georgia  to  the  Baltics. 

But  there  is  also  a  danger  that  nation- 
alism and  labor  grievances  may  react  in 
a  volatile  combination.  That  has  already 
happened  in  Estonia,  where  ethnic  Rus- 
sian workers  walked  out  at  shipyards, 
an  electronics  factory,  and  other  indus- 
tries to  protest  Estonian  discrimination  against  them.  "The 
strikes  are  a  warning  shot  across  Gorbachev's  bow,"  says  Ed 
A.  Hewett  of  the  Brookings  Institution.  "They  are  saying, 
'You  really  are  running  out  of  time  to  produce  results  with 
these  reforms.'  "  Crucial  issues  that  Gorbachev  has  been  side- 
stepping but  must  now  tackle  include  wage  inflation,  a  bal- 
looning ruble  supply,  and  the  need  to  let  supply  and  demand 
set  realistic  prices. 

To  come  to  grips  with  these  explosive  issues,  Gorbachev 
won  a  strong  mandate  in  parliamentary  elections  last  March, 
and  local  voters  should  elect  more  reform-minded  officials. 
Now,  after  four  years  of  preaching  perestroika,  Gorbachev  is 
getting  a  clear  message  from  the  coal  fields:  He  may  soon 
face  a  make-or-break  test  for  his  reforms. 

By  Dianne  Rinehart  in  Moscow,  with  Peter  Galuszka  and  Stan- 
ley Reed  in  New  York 


GLOBAL  WRAPUP I 


MEXICO 


Besides  slashing  interest-payment 
outflows  by  $1.5  billion  a  year, 
Mexico's  debt-reduction  accord  with 
foreign  banks  may  bring  in  more  in- 
vestment from  abroad.  To  persuade  all 
450  creditors  to  agree  to  the  plan,  the 
Mexicans  will  let  them  convert  loans 
totaling  up  to  $3.5  billion  into  equity 
stakes  in  infrastructure  ventures  or 
shares  in  privatized  firms. 

Even  before  the  July  23  debt  deal, 
new  money  had  started  to  come  in  un- 
der recently  liberalized  foreign  invest- 
ment rules.  Investments  worth  nearly 
$1.5  billion  have  been  approved  so  far 
this  year,  mostly  since  May.  A  dozen 


big  ventures,  particularly  in  petro- 
chemicals and  auto  parts,  account  for 
almost  half  of  the  total.  Some  invest- 
ment may  be  flight  capital  returning 
home.  As  part  of  the  debt  deal,  Mexico 
pledged  efforts  to  lure  back  some  of 
the  $86  billion  that  Mexicans  have 
stashed  abroad. 

BRITAIN  

Prime  Minister  Margaret  Thatcher 
intends  to  keep  a  tight  grip  on  for- 
eign policy— and  continue  to  resist 
moves  toward  full  integration  of  the 
European  Community.  To  do  so,  she 
booted  veteran  Foreign  Secretary  Sir 
Geoffrey  Howe  upstairs  to  Deputy 
Prime  Minister  as  part  of  her  July  24 


Cabinet  shakeup.  Howe's  strongly  pro- 
Community  outlook  had  clashed  with 
Thatcher's  more  aloof  attitude  toward 
the  EC.  To  make  sure  that  her  own 
view  prevails,  Thatcher  replaced  Howe 
with  46-year-old  John  Major,  an  ex- 
treasury  minister  with  no  track  record 
in  foreign  affairs. 

By  moving  young  politicians  into  key 
jobs,  Thatcher  also  aims  to  bring  new 
vitality  to  her  10-year-old  government. 
As  Environment  Secretary,  Christo- 
pher Patten,  45,  will  try  to  improve  the 
Conservative  Party's  image  on  "green" 
issues  such  as  pollution,  while  wres- 
tling with  controversial  Thatcher  plans 
to  privatize  water  supplies  and  over- 
haul local  taxes. 


'ERNATIONAL  OUTLOOK 
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The  elegant  luxury  car  is  moving  at  44  The  fact  is  that  the  engineers  of  Mercedes- 

feet  per  second  when  it  suddenly  meets  some-  Benz  spend  most  of  their  time  thinking  of  all 
thing  solid.  those  moments  when  a  luxury  car  needs  to  be 

Now  it  suddenly  stops  being  an  elegant  something  far  more  than  a  luxury  car. 

luxury  car.  And  becomes  a  structure        ^  — Such  thinking  led  them  to 

patent  the  con- 


tor  managing  severe 


impact  forces  on 
behalt'  nf  the 
people  within. 


cept  of  the  im- 
pact-absorbing 
car  body  38  years 
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igo,  tor  example.  And  currently  leads  them  to 
<eep  crash-testing  new  cars  in  the  laboratory  at 
:he  rate  of  one  every  17  working  hours,  in  search 
)f  further  refinements. 

And  out  in  the  real  world,  where  such 


engineering  efforts  are  finally  judged,  it  leads 
the  thinking  luxury-car  buyer  to  think  rather 
highly  of  Mercedes-Benz. 

For  more  safety  information,  or  the  name  of 
your  nearest  authorized  dealer,  call  1-800-762-3001. 


ENGINEERED  LIKE  NO  OTHER  CAR  IN  THE  WORLD 


RETHINKING 

.Ada 

Anil 

THE  NEW,  HARDER  LINE  TOWARD  TOKYO 

It  was  one  of  those  moments  that,  in  retrospect,  mark  a  turning  point. 
At  his  confirmation  hearing  in  the  plush  room  of  the  Senate  Foreign 
Relations  Committee,  Secretary  of  State-nominee  James  A.  Baker  III 
was  startled  by  a  question  on  an  obscure  topic:  Hadn't  the  outgoing 
Reagan  Administration  failed  to  consider  the  implications  of  jointly 
producing  a  new  generation  of  fighter  plane  with  the  Japanese?  Wouldn't 
the  Japanese  take  the  technology,  and  beat  us  at  our  own  game?  The  ever- 
gracious  Baker  promised  that  he  would  reexamine  the  issue  as  soon  as  he 
got  back  to  Foggy  Bottom. 

Four  months  later,  a  bruising  battle  within  the  Bush  Cabinet  was  over, 
and  the  landscape  of  U.  S. -Japan  relations  seemed  forever  changed.  For  the 
first  time,  policymakers  treated  America's  economic  strength 
as  a  national-security  issue:  Washington  extracted  from  Tokyo 
a  guarantee  on  how  much  of  the  FiiX  fighter  business  the  U.  S. 
would  get,  how  much  U.  S.  technology  would  be  shared,  and 
what  new  technology  would  flow  back. 

In  doing  so,  the  White  House  was  openly  acknowledging 
something  that  was  already  an  article  of  faith  on  Wall  Street 
and  in  Silicon  Valley:  Washington's  tolerant  and  paternalistic 
policy  toward  Tokyo  no  longer  reflected  the  relationship  be- 
tween the  two  economic  giants.  Even  more  important,  many  in 
the  U.  S.  had  come  to  question  whether  they  had  ever  really 
understood  Japan. 

No  less  than  a  fundamental  rethinking  of  Japan  is  now 
under  way  at  the  highest  levels  of  U.  S.  government,  business, 
and  academia.  The  standard  rules  of  the  free  market,  accord- 
ing to  the  new  school,  simply  don't  work  with  Japan.  The 
country  is  not  evolving  into  a  more  open  economy,  say  the 
adherents  of  the  new  thinking,  but  is  driven  by  economic 
conquest  and  must  be  treated  with  different  rules.  "The  dete- 
rioration of  perception  toward  Japan  is  very  obvious,"  says 
Yukio  Okamoto,  an  official  in  Japan's  P'oreign  Ministry. 

Some  people  call  the  new  thinking  "revisionism,"  departing  as  it  does 
from  the  orthodox  view  that  Japan  will  eventually  become  a  U.  S.-style 
consun.er-driven  society.  Revisionists  believe  Japan's  power  brokers  have 
no  such  goals,  are  interested  primarily  in  making  Japan  economically 
dominant  ir  the  world,  and  will  only  open  up  to  trade  partners  when  pushed 
to  the  wall.  LI.  S.  companies  have  discovered,  says  William  T.  Archey,  a 
vice-presidp'nt  at  the  U.  S.  Chamber  of  Commerce,  that  "it  doesn't  matter 
how  good  ou  are,  how  hard-working,  how  much  you  look  at  the  long  term, 
or  how  much  you  spend  on  R&D.  A  Japanese  decision  to  buy  your  product  is 
not  going  to  be  based  on  the  market  principles  we're  familiar  with." 
The  revisionists  are  out  to  prove  that  their  detailed  criticisms  cannot  be 


PEOPLE 

japan  is  not  a  clone  of 
the  West,  the  revision 
ists  say.  And  it  is  not 
becoming  a  society 
committed  to  consum 
ers.  All  appearance.' 
aside,  the  island  na 
tion's  economic  and  so 
cial  structures  are  de 
signed  to  preserve 
stabilitN'  and  consensus 
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finding  the  rioht  ear 


dismissed  as  those  of  Ja- 
pan-bashers. Extensive  re- 
search, years  of  living  in 
Japan,  and  the  trials  of 
gridlocked  trade  talks  all 
are  used  to  depict  how  dif- 
ferent Japan's  political  and 
economic  institutions  are 
from  America's.  "The  idea 
that  this  is  anti-Japanese  is 
wrong,"  says  Ivan  Hall,  a  visiting  profes- 
sor of  history  at  Keio  University  in  Tokyo. 
"You  can  be  critical  of  Germany  and  oth- 
er countries  without  being  branded  as  a 
basher." 

QUICK  JABS.  The  new  thinkers  come  from 
a  wide  spectrum,  including  journalists,  ac- 
ademics, Bush  Cabinet 
members,  and  CEOs. 
Among  the  most  promi- 
nent are  U.  S.  political 
scientist  Chalmers  John- 
son, Dutch  journalist 
and  author  Karel  van 
Wolferen,  former  trade 
official  Clyde  V. 
Prestowitz,  and  Com- 
merce Secretary  Robert 
A.  Mosbachei'  (page  49). 

A  key  element  of  revi- 
sionism is  its  rejection  of 
conventional  open-trade 
prescriptions.  Instead, 


scandals  has  accentuat 
ed  the  crisis  of  lead 
ership,  and  U.S 
mands  on  trade 

have  a  hard  time 


de- 
may 


revisionists  would  seek 
guaranteed  market  shares 
or  measurable  results  in  Ja- 
pan for  American  products 
that  are  globally  competi- 
tive, such  as  supercom- 
puters, semiconductors, 
and  plywood.  They  would 
demand  reciprocity  in  such 
highly  protected  sectors  as 
banking,  construction,  and  insurance.  The 
penalty  for  not  complying  would  be  swift 
retaliation,  cutting  Japanese  imports  to 
the  U.  S.  They  would  also  expand  the  con- 
cept of  "voluntary"  export  restrictions, 
which  now  exist  for  such  Japanese  ex- 
ports as  cars  and  steel. 


JAPAN  KEEPS  ITS  ...AND  ITS  SURPLUS 
ENGINE  HUMMING...  HIGH... 


'85     86  87 
▲  BILLIONS  OF  OOtLARS 

DATA:  ECONOMIC  PUNNING  AGENCY 


▲  BILLIONS  OF  DOLLARS 


DATA,  U  S.  CENSUS  BUREAU 


Many  revisionists  also  want  Japan  ) 
untangle  its  complex  distribution  syst<i 
and  reform  its  antiquated  land-use  pi- 
cies,  which  by  protecting  farmers  discdi- 
ages  homebuilding.  They  want  Japan  ) 
abandon  its  purchasing  and  easy-lendi' 
policies  among  members  of  the  samr 
dustrial  group.  Though  far  from  an  iti 
clad  rule,  group  loyalty  counts.  Vish 
Mitsubishi  Estate-owned  building,  and  t ' 
elevators  will  probably  be  made  by  Mit^ 
bishi  Electric.  Go  out  with  Sumitoi) 
Bank  executives,  and  they'll  choose  iv 
taurants  serving  beer  from  Asahi,  a  Sin 
tomo-group  company  that  the  bank  hel] 
turn  around.  This  mentality  makes  .- 
pan's  market  harder  to  crack  than  mn^ 
Revisionists  talk  abi 
a  new  industrial  polic\ 
America  in  which  i 
government  would  i  - 
courage  research  and  i  ■ 
velopment  cooperatii 
and  set  up  agencies  i 
direct  international  tr:i' 
and     industry.  T 
planned  U.  S.  consor 
to  develop  high-defi 
tion  television  and  me- 
ory  chips  are  fruits  :' 
such  strategy.  "Unl 
now,  the  U.  S.  has  tre;- 
DATA:  JAPAN  ECONOMIC  INSTITUTE  ed  the  Japan  cjuestion  i 


...WHILE  IT  ADDS 
TO  ITS  U.S.  BASE 
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piecemeal,  pell-mell  fashion,"  says 
jnneth  S.  Courtis,  senior  economist  at 
jutsche  Bank  Group  in  Tokyo.  "The 
90s  will  see  an  integrated  Japan  policy 
;orporating  trade,  defense,  aid,  and 
^hnology." 

The  revisionist  movement  arrives  at  a 
y  juncture.  Just  as  the  Soviet  Union 
pears  less  threatening,  more  Americans 
e  coming  to  view  Japan  as  a  national- 
curity  problem.  Moreover,  many  believe 
at  America  is  losing  to  Japan  because  of 
fair  trade  practices,  not  just  bad  man- 
ement  and  poor-quality  products.  As 
monstrated  in  a  mid-July  BUSINESS 
5EK/Harris  Poll  (page  51),  almost  707^ 
the  American  adults  surveyed  termed 
3  trade  deficit  with  Japan  a  "very  sen- 
s'' problem.  By  a  stunning  3-1  margin, 
3  respondents  named  Japan's  economic 
allenge  as  a  greater  threat  to  America's 
ture  than  the  Soviet  military.  And  687, 
mpared  with  547-  in  a  1985  poll,  said 
pan  is  imposing  unfair  import  barriers, 
■w  SPECTER.  The  new  mood  in  America 
esents  U.  S.  policymakers  with  a  trou- 
ng  dilemma.  Many  U.  S.-Japanese  ties 
e  vital.  But  the  growing  economic  fric- 
in  threatens  the  entire  relationship, 
ike  Mansfield,  former  ambassador  to  Ja- 
n,  liked  to  say  that  the  U.  S.  and  Japan 
ve  "the  most  important  bilateral  rela- 
:nship  in  the  world,  bar  none."  In  many 
lys,  that  is  true.  Americans  depend  on 
pan  for  semiconductors,  machine  tools, 
d  scores  of  favorite  consumer  goods, 
pan's  dollars  make  it  easier  to  fund  the 
tional  debt — and  keep  Americans  con- 
ming. 

The  Japanese  in  turn  look  to  the  U.  S. 
their  largest  market  and  strategic  de- 
ader. The  two  countries'  military  part- 
rship  is  crucial  to  the  Pacific's  defense 
d  stability,  and  the  two  nations  proba- 
y'  hold  out  the  best  hope  for  resolving 
e  Third  World  debt  crisis. 
But  after  years  of  trying,  the  U.  S.  and 
pan  aren't  getting  things  right  when  it 
mes  to  commerce  (charts,  page  46).  The 
2  billion  trade  imbalance  is  barely  down 
)m  when  the  dollar  was  strong,  while 
er  the  same  time,  the  U.  S.  trade  deficit 
th  Europe  has  halved.  Aggressive  Japa- 
se  investment  in  the  U.  S.  is  arousing 
irm,  and  T.  Boone  Pickens  Jr.  is  point- 
g  out  an  embarrassing  truth:  It's  far 
.rder  for  Americans  to  buy  big  stakes  in 
panose  companies  than  vice  versa. 
At  the  same  time,  there  seems  to  be  a 
ange  in  attitude  in  Japan,  too.  Many 
panose  feel  that  after  long  years  of  sac- 
"ice  and  hardship,  they  are  ready  to 
fierge  onto  center  stage.  Their  per 
pita  income  has  surpassed  America's, 
leir  GNP  is  larger  than  the  Soviet 
fiion's  and  is  now  607  of  America's, 
any  Japanese  are  scornful  of  complaints 
lOut  their  economy  from  a  nation  they 
;lieve  to  be  a  declining  empire,  and  some 
e  openly  comtemptuous  of  the  U.  S. 


TILTING  TOWARD  TOUGHNESS 
AT  THE  TOKYO  EMBASSY 


For  more  than  a  decade,  new  U.  S. 
diplomats  and  commercial  officers 
in  Japan  quickly  learned  that 
their  reports  back  to  the  States  got 
two  kinds  of  treatment.  Under  Ambas- 
sador Mike  Mansfield,  who  retired  ear- 
lier this  year,  a  report  praising  Japan 
got  priority  attention  and  was  whisked 
out.  A  mildly  critical  assessment,  sug- 
gesting that  Japan 
was  impeding  trade, 
could  get  tied  up  in 
review  for  weeks. 
Mansfield's  guiding 
policy  was  to  do  the 
least  damage  to  an 
ally  with  a  vital  stra- 
tegic relationship.  So 
solicitous  of  Japan 
did  Tokyo-based  dip- 
lomats become  that 
American  critics  be- 
gan to  ask  which 
side  the  embassy 
was  really  working 
for.  "Beyond  a 
doubt,  the  embassy 
there  had  the  worst 
case  of  client-itis  of 
any  in  the  world," 
says  a  former  Rea- 
gan Administration  official. 

Today,  many  embassy  watchers  and 
insiders  detect  a  new  approach  by  Mi- 
chael H.  Armacost,  who  succeeded 
Mansfield,  86,  in  early  May.  Armacost, 
52,  is  a  professor-turned-diplomat  who 
most  recently  served  as  Under  Secre- 
tary of  State  for  Political  Affairs. 
HAWKISH?  Although  better  versed  in 
politics  than  economics,  Armacost  al- 
ready is  taking  more  interest  in  trade 
and  commercial  matters  than  his  prede- 
cessor. He  wants  to  beef  up  the  pres- 
ence of  the  U.  S.  &  Foreign  Commer- 
cial Service,  the  Commerce  Dept.  trade- 
promotion  arm  that  tends  to  be  more 
hawkish  than  the  State  Dept.  officials 
who  populate  most  embassy  jobs. 

Staffers  say  Armacost  has  encour- 
aged them  to  read  Trading  Places,  a 
tough  analysis  of  Japanese  commercial 
practices  written  last  year  by  former 
Commerce  official  Clyde  V.  Prestowitz. 
And  visitors  from  Washington  say  he 
played  a  strong  role  at  bilateral  trade 
talks  in  Kawana,  Japan,  in  June. 
"There's  not  going  to  be  a  radical 
change,"  says  Prestowitz,  "but  he  will 
do  a  better  job  of  promoting  American 
interests  than  Mansfield  did." 

Not  everyone  agrees,  however. 
Mansfield,  a  devoted  Japanophile,  was 


ARMACOST  AT  THE  IMPERIAL  PALACE 


held  in  such  awe  by  the  locals  that  it 
would  be  hard  to  match  his  clout.  "His 
enormous  prestige  contributed  greatly 
to  our  ability  to  influence  the  Japanese 
government  toward  change,"  says  a 
U.  S.  official.  And  many  share  Mans- 
field's view  that  the  embassy's  main 
job  is  to  transmit  an  unvarnished  view 
of  what  the  host  government  is  think- 
ing and  to  keep  rela- 
tions amicable.  "The 
embassy  operates  on 
the  assumption  that 
Japan  is  a  major  ally 
and  that  we  should 
try  to  ease  ten- 
sions," says  Robert 
Immerman,  a  former 
counselor  for  politi- 
cal affairs  at  the  To- 
kyo embassy.  "If  Ja- 
pan is  no  longer  to 
be  treated  in  an  alli- 
ance relationship,  let 
us  know." 

However,  critics 
think  that  role  can 
be  overplayed.  Clas- 
sified cables  from 
the  embassy  were 
leaked  to  The  New 
York  Times  in  mid-May,  presumably 
by  frustrated  trade  officials  in  Wash- 
ington, to  reveal  the  pro-Japanese  bias 
in  the  embassy.  One  warned  that  "an 
emotional  outburst  in  Japan"  could  oc- 
cur if  America  listed  that  country  as  a 
"priority"  unfair  trader.  "U.  S.  influ- 
ence in  Japan  and  elsewhere  will  dimin- 
ish" if  America  appears  to  be  "flailing 
out  in  frustration  at  a  world  which  will 
not  buy  our  products,"  it  said. 

In  some  ways,  the  embassy  itself  is 
a  house  divided.  All  cables  from  it  go 
through  the  deputy  chief  of  mission, 
known  as  the  DCM,  who  is  a  State 
Dept.  official.  Anything  sent  to  the 
Commerce  Dept.  by  its  minister-coun- 
selor for  commercial  affairs  at  the  em- 
bassy must  clear  the  DCM.  Since  the 
Commerce  view  is  often  tougher  than 
State's,  and  State  wants  to  lead  on 
trade,  Commerce  cables  get  changed 
and  even  stopped. 

With  trade  in  the  spotlight,  the  em- 
bassy will  only  get  more  embroiled  in 
the  revisionism  debate.  Armacost  will 
be  a  central  figure:  Insiders  say  he 
already  sees  himself  as  the  embassy's 
chief  commercial  officer.  Soon,  the  ca- 
bles that  get  dispatched  the  quickest 
may  carry  a  different  message. 

By  Robert  NefJ  in  Tokyo 
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Many  of  Japan's  most 
important  industries,  in- 
cluding construction, 
virtually  closed 
foreign  companies. 
Will  the  tough  policies 
that  are  now  being  ad- 
vocated in  Washington 
by  the  revisionists  suc- 
ceed in  prying  these 
markets  open? 


Yet  Japan  has  serious  problems,  too. 
While  business  is  booming,  its  political 
system  is  in  crisis.  On  July  23,  voters 
angry  with  multiple  scandals  in  the  ruling 
Liberal  Democratic  Party  and  a  3/^  con- 
sumption tax  dealt  the  LDP  a  crushing 
blow  in  elections  for  the  Diet's  House  of 
Councilk.rs.  Prime  Minister  Sousuke  Uno 
said  he  would  resign,  but  with  no  clear 
successor  in  sight,  Japan's  ruling  party  is 
in  such  disarray  that  its  foreign  policy 
may  '>e  unguided  for  many  months.  And 
since  the  strengthened  opposition  parties 
tend  to  be  more  protectionist,  the  U.  S. 
will  have  to  tread  more  carefully  than 
ever  to  avoid  a  backlash. 

Political  turmoil  at  home  is  distracting 
most  Japanese  from  the  critics  in  Ameri- 


ca, if  they  were  ever  listening.  And  most 
of  those  who  do  listen  downplay  the  sig- 
nificance of  the  new  thinking.  Some  argue 
it  is  just  protectionism  and  anti-Japanese 
bias  in  a  more  intellectually  respectable 
form.  Others  say  such  views  come  from 
an  outdated  analysis  of  Japan,  a  country 
that  is  now  changing  rapidly  in  the  direc- 
tion Americans  want. 

Kazuo  Nukazawa,  managing  director  of 
Japan's  powerful  Federation  of  Economic 
Organizations,  calls  it  "charlatan  econom- 
ics." Hidetoshi  Ukawa,  ambassador  for 
International  Economic  Affairs,  sees  revi- 
sionism as  "the  U.  S.  wanting  Japan  to  do 
all  the  changing  without  the  U.  S.  doing 
its  share"  to  correct  its  problems.  But 
Hideo  Ishihara,  a  managing  director  at 


the  Industrial  Bank  of  Japan  Ltd.,  se'i 
something  more  fundamental,  even  da 
gerous.  "They're  trying  to  force  us 
change  things  intrinsic  to  our  values.  Th 
is  probably  the  worst  situation  we've  ev 
had.  We  are  truly  worried,"  he  says. 

U.  S.  trade  policy  styled  after  the  re' 
sionists'  agenda  could  spell  trouble  for  tl 
General  Agreement  on  Tariffs  &  Trad 
Although  much  world  trade  is  not  tru 
free,  GATT  has  long  held  out  an  ideal 
strive  for.  Now,  if  the  world's  two  large 
trading  nations  deal  with  each  other  mai 
ly  outside  GATT,  its  already  weakem 
framework  could  con 
tumbling  down. 

Even  if  such  a  scenario 
just  a  trade  official's  wor 
nightmare,  "we  definite 
need  to  start  looking  at  J 
pan  as  something  besid 
a  free-market  economy 
says  Michael  J.  Farre 
Commerce  Under  Secreta 
for  international  trade  ai 
a  staunch  revisionist, 
achieving  its  postwar  ec 
nomic  miracle,  Japan  p 
producers  first  and  fm 
most.  That  meant  protei 
ing  bushiess,  discouragir 
competition,  and  directii 
resources  and  econom 
spoils  to  the  corporate  .st 
tor  so  it  could  conqu 
world  markets.  Today,  trade  is  view^ 
through  the  prism  of  national  devel( 
ment  and  security,  not  consumer  welfai 
It's  not  a  question  of  right  or  wron 
fair  or  unfair,  say  most  revisionists.  Rat 
er,  it's  a  matter  of  fundamental  divt 
gence  in  economic  and  social  structu' 
and  philosophy.  Differences  include  t 
definitions  of  "open"  and  "fair,"  wli 
constitutes  an  acceptable  level  of  govet 
ment  intervention  in  commerce,  ai 
what's  permissible  or  not.  R&D  consort 
cartels,  and  fixed  pricing,  for  examp 
have  long  been  common  in  Japan  but  ral- 
ly tolerated  in  the  U.  S.  While  the  U. 
allows  foreigners  to  make  industrial  ■ 
vestments  virtually  at  will,  Japan  requir 
them  to  get  a  permit. 

Japanese  society  has  accepted  thin 
foreign — most  of  its  laws  and  institutio 
are  adaptations  from  the  West.  But 
powerful  elite  directed  the  process  in 
orderly,  deliberate  fashion.  Without  ol- 
cial  sanction,  newcomers  and  new  pn- 
tices  are  seen  as  threatening  the  predi- 
ability  and  consensus  necessary  f' 
harmony  in  a  densely  populated  island  r- 
tion.  "Their  barriers  are  much  more 
phisticated  and  subtle,"  says  Commei' 
Secretary  Mosbacher. 

Perpetuating  these  values  and  elites  i 
an  educational  system  epitomized  by  T 
kyo  University's  law  department,  the  w(- 
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REWRITING  THE  BOOK 
ON  HOW  TO  DEAL  WITH  JAPAN 


Trade  hawks  in  the  U.  S.  used  to 
occupy  a  lonely  spot  on  the  politi- 
cal landscape.  Dismissed  as  Ja- 
)an-bashers,  scapegoaters,  or  even 
;rypto-racists,  they  were  pushed  to  the 
.idelines  during  the  free-trade  years  of 
he  Reagan  era.  Now,  however,  there's 
I  growing  respect. 

The  hardliners  are  becoming  the  in- 
eilectual  opinion  makers  of  the  1990s, 
n  recent  months,  several  seminal 
)Ooks  and  articles  on  Japan  have 
■merged,  providing  a  frame  of  refer- 
!nce  for  many  American  policymakers 
md  opinion  leaders  to  think  about  how 
he  U.  S.  might  stem  its  own  decline, 
^mong  the  works  are  Clyde  V. 
Vestowitz'  1988  book  Trading  Places, 
Carel  van  Wolferen's  The  Enigma  of 
Japanese  Power  (1989),  and  James  Fal- 
ows'  Containing  Japan  cover  story  in 
he  May  issue  of  The  Atlantic. 

These  authors  are  increasingly 
iewed  as  the  triumvirate  of  revision- 
sm  on  Japan.  They  reject  the  Western 
enet  that  capitalism  and  democracy 
ire  fundamentally 
limilar  everywhere, 
apan,  they  say,  op- 
srates  along  a  differ- 
!nt  set  of  economic 
md  political  impera- 
ives.  New  ways 
nust  be  found  to 
leal  with  it. 

Chalmers  Johnson, 
)rofessor  of  Pacific 
nternational  rela- 
ions  at  the  Universi- 
y  of  California  at 
Jan  Diego,  is  revi- 
ionism's  intellectual 
godfather.  His  schol- 
irly  1982  book  MITI 
md  the  Japanese 
^diracle  set  forth  a 
nodel  most  revisionists  now  embrace: 
apan  as  a  "capitalist  developmental 
tate,"  using  the  government  to  formu- 
ate  and  implement  industrial  policy. 
■ALK  IT  OUT.  Since  World  War  II,  this 
)olicy  has  worked  brilliantly  to  rebuild 
apan.  But  the  strategy,  these  writers 
irgue,  has  led  to  a  deeply  embedded 
)olitical  consensus  and  economic  struc- 
ure  favoring  producers  over  consum- 
!rs,  with  m.inimal  reliance  on  outsiders, 
t's  a  system  for  which  free  trade  has 
ittle  relevance. 

In  the  words  of  one  revisionist-mind- 
id  U.  S.  official:  "Before  you  can  solve 
I  problem,  you  have  to  name  things 
ight."  For  Prestowitz,  that  means  rec- 


ognizing that  Japan  has  invented  a 
new  type  of  capitalism  more  efficient 
than  America's.  "Rather  than  call  them 
crooks  and  cheats  for  not  buying  our 
supercomputers,  why  not  sit  down  and 
talk  with  them  about  how  many  they 
are  going  to  buy?" 

That  may  sound  simplistic.  But  the 
message,  along  with  Prestowitz'  ideas 
about  how  to  fix  America's  woes,  have 
turned  the  former  Commerce  Dept. 
trade  negotiator  into  practically  a  one- 
man  industry  in  Washington.  His  book 
Trading  Places  has  sold  50,000  hard- 
back copies  in  the  U.  S.,  and  a  paper- 
back version  is  due  in  February.  He 
churns  out  op-ed  pieces,  lobbies  Admin- 
istration officials,  and  cultivates  jour- 
nalists. U.  S.  Trade  Representative 
Carla  A.  Hills  admits  to  thinking  "very 
highly"  of  his  ideas,  although  she  re- 
jects his  prescription  of  managed 
trade. 

As  a  Dutchman  who  has  lived  in  Ja- 
pan for  25  years,  van  Wolferen  gives 
perhaps  the  most  sweeping  analysis. 


Yet  no  one  interest  group  has  the 
power  or  political  will  to  make  real 
changes,  says  van  Wolferen.  The  Diet 
is  impotent,  and  citizens  have  relatively 
few  rights  and  little  political  choice.  No 
overriding  ideology  prevails.  The  Prime 
Minister  and  leading  diplomats  tell  for- 
eigners what  they  want  to  hear,  with 
no  hope  they  will  be  able  to  fulfill  the 
promises.  "If  countries  find  working 
with  Japan  impossible,  it  is  be- 
cause . . .  there  is  no  one  to  deal  with 
on  the  other  side,"  says  van  Wolferen. 
CONTAINMENT.  Journalist  Fallows  has 
helped  popularize  revisionism.  He  be- 
lieves that  Japan's  global  economic  ma- 
chine must  be  contained — for  its  own 
good  and  the  world's.  The  former 
speech  writer  for  Jimmy  Carter  says  a 
stay  in  Japan  persuaded  him  that  man- 
aged trade  is  the  only  option.  "I  recog- 
nize the  danger  of  seeming  to  pick  on 
Japan,"  he  says.  "But  it's  an  unusual 
economic  situation. . . .  It's  a  special 
case  that  requires  a  special  policy."  His 
remedy:  Fix  what's  wrong  with  the 
U.  S. — such  as  low 


THE  TRIUMVIRATE  OF 
REVISIONISM:  AUTHORS 
PRESTOWITZ,  FALLOWS, 
AND  VAN  WOLFEREN 


He  takes  on  economics,  political  institu- 
tions, and  culture,  finding  less  central 
control  at  work  than  do  Johnson  and 
Prestowitz.  Basic  to  van  Wolferen's 
analysis  is  Japan's  lack  of  a  political 
center.  The  country's  "system"  is  a 
cluster  of  power  centers  and  a  bureau- 
cracy with  a  "fabulous  institutional 
memory  and  motivation."  But  these 
power  groupings — big  business,  farm- 
ers, mass  media,  and  political  parties — 
are  in  a  constant  process  of  contention 
and  accommodation.  The  common  view 
shared  by  bureaucrats  comes  from 
their  training:  Some  80%'  of  all  top-level 
officials  are  graduates  of  the  citadel  of 
power,  Tokyo  University  Law  Dept. 


savmgs,  overcon- 
sumption,  and  bad 
schools — and  adopt 
managed  trade  in 
limited  ways. 

He's  also  making 
high-level  Japanese 
squirm.  Perhaps  be- 
cause the  Japanese 
find  his  articles  easi- 
er reading  than  the 
van  Wolferen  and 
Prestowitz  books. 
Fallows  is  better 
known  in  Japan  and 
thus  comes  in  for 
more  scorn.  Some  se- 
nior officials  at  the 
Foreign  Ministry  are 
known  to  resent  deeply  what  they  see 
as  reckless  endangerment  of  U.  S.-Jap- 
anese  relations.  Ministry  officials  de- 
bate the  wisdom  of  engineering  some 
kind  of  response,  but  so  far  the  job  has 
been  left  to  Japanese  intellectuals. 

The  revisionists  have  plenty  of  crit- 
ics in  Japan  and  America.  Kazuo  Nu- 
kazawa,  managing  director  of  Japan's 
Federation  of  Economic  Organizations, 
maintains  that  "to  make  a  consistent 
book,  they  have  to  throw  away  facts 
that  are  inconvenient."  But  plenty  of 
Americans  who  count  are  otherwise 
convinced. 

By  Robert  Neff  in  Tokyo,  with  Paul 
Magnusson  in  Washington 
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spring  of  virtually  all  top 
bureaucrats,  most  leading 
politicians,  and  many  top 
executives  in  Japan.  If 
there  is  a  power  center  in 
the  country,  it  is  this  school 
and  its  extensive  network 
of  alumni.  The  highly  man- 
aged economy  is  its  handi- 
work. 

Japan's  Finance  Ministry,  for  example, 
allows  only  one  kind  of  insurance  policy  at 
one  price.  In  banking,  rules  to  protect 
small  financial  institutions  stymie  the  big 
banks.  That  means  that  a  foreign  bank 
like  Citicorp,  limited  to  one  or  two  new 
branches  a  year,  can  never  hope  to  com- 
pete with  local  banks.  Foreign  airlines  are 
discouraged  from  boosting  market  share 
with  discount  prices.  And  despite  a  much- 
vaunted  accord  last  year  to  open  Japan's 
construction  business,  bid-rigging  still 
flourishes  at  the  expense  of  non-Japanese 
contractors.  With  little  consumer  con- 
sciousness and  ingrained  respect  for  au- 
thority, few  Japanese  complain. 

"They  t-eally  are  a  mercantilistic  soci- 
ety," sa,\  s  former  Deputy  U.  S.  Trade 
Represent,  live  Michael  B.  Smith,  now  a 
trade  consultant,  referring  to  Japan's  sin- 
gle-minded devotion  to  industrial  suprem- 
acy. "I  don't  fault  them  for  that.  I  do 
fault  them  for  professing  they  are  some- 


Cooperation  with  the 
Japanese  on  defense  is 
caicial  to  U.S.  security 
in  the  Pacific  Basin.  The 
Pentagon  and  State 
Dept.  believe  that  grow- 
ing trade  friction  will 
threaten  the  strategic  re- 
lationship by  pushing 
Japan  toward  more  mili- 
taiy  independence 


thing  else."  Maureen 
Smith,  Commerce  Deputy 
Assistant  Secretary  for  Ja- 
pan and  an  eight-year  vet- 
eran of  trade  talks  with  To- 
kyo, says  she  has  come  to 
realize  that  the  entire  con- 
cept of  free  trade  is  discon- 
certing to  the  Japanese  and 
antithetical  to  their  sense 
of  order.  "They  explain  that  competition 
would  cause  confusion  in  the  market." 
TURF  WARS.  Arrayed  against  this  "confu- 
sion" are  the  government's  powerful  min- 
istries such  as  Finance,  International 
Trade  &  Industry,  Transportation,  and 
Posts  &  Telecommunications.  So  eager 
are  these  ministries  to  protect  their  turf 
that  they  sometimes  block  politicians.  De- 
spite the  LDP  government's  assurances 
that  Japan's  mobile-phone  market  was 
open,  for  example,  the  Postal  Ministry 
last  spring  devised  regulations  effectively 
closing  the  door.  The  LDP  had  to  use  all  its 
political  muscle  to  get  the  Ministry  to 
yield.  "There's  not  enough  political  control 
anywhere  to  affect  basic  changes  in  prior- 
ity," concludes  author  van  Wolferen.  "The 
Americans  have  to  do  it  for  them." 

A  growing  number  of  Bush  Cabinet 
members  seem  prepared  to  attempt  just 
that.  In  an  annual  trade  study  published 
in  April,  U.  S.  officials  listed  barriers  to  33 


products  in  Japan,  more  than  were  ca- 
logued  for  any  other  country.  Under  t 
Super  301  provisions  of  the  Omni  I 
Trade  &  Competitiveness  Act  of  198S,  i 
Administration  in  May  categorized  Jaj- 
as  a  "priority"  unfair  trader  in  the  art 
of  supercomputers,  satellites,  and  fdii 
products.  Only  India  and  Brazil  were  a ) 
named.  Now,  the  U.S.  has  persuaded  . 
pan  to  start  talking  about  structural  i- 
pediments  to  trade. 

Before  the  Bush  conversion,  CongrtiS 
was  the  focal  point  of  efforts  to  rethisc 
America's  relationship  with  Japan.  As  e- 
ly  as  1984,  Congress  introduced  the  c 
cept  of  reciprocity  into  legislation.  Pri 
dent  Reagan  signed  the  1988  Omnil  ■ 
Act  only  reluctantly. 

But  the  Bush  Administration  is  picki. 
up  the  ball  as  growing  numbers  of  ha 
liners,  many  of  them  Reagan-era  in 
overs  who  have  learned  tough  lessons 
the  negotiating  tables,  assume  import;  t 
policymaking  positions.  Revisionists  coit 
among  their  fellow  travelers  such  hea  ■ 
weights  as  Mosbacher,  Baker,  and  U- 
Trade  Representative  Carla  A.  Hills.  Li 
minded  officials,  such  as  Farren,  Depi> 
U.  S.  Trade  Representative  S.  Linn  Vi- 
Hams,  Under  Secretary  of  State  Richd 
T.  McCormick,  and  Treasury  Under  Sec- 
tary David  Mulford  now  populate  doztS 
of  key  sub-Cabinet  posts.  Some  observes 
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WHAT  AMERICAHS  THINK  OF  JAPAN  INC. 


ad  news  for  Japan:  Americans  are  worried 
about  the  U.  S.  trade  deficit — and  they 
know  whom  they  blame.  Fully  69%  of  the  pub- 
lic think  the  trade  imbalance  with  Japan  is  a 
serious  issue.  Although  many  believe  that  the 
quality  and  price  of  American  exports  to  Japan 
are  at  fault,  still  more — 68% — think  Japan  is 
imposing  unfair  barriers  to  U.  S.  products. 
That's  up  from  54%  the  last  time  we  asked 
that  question,  in  March,  1985.  How  to  remedy 
fhe  situation?  Protectionism  and  trade  sanc- 


tions, Americans  say  by  a  wide  margin.  They 
favor  targets  for  American  exports  to  Japan 
and  tariffs  and  quotas  on  Japanese  products  in 
the  U.  S.  And  they  say  they're  willing  to  put 
their  wallets  where  their  sentiments  are:  Fully 
66%  would  pay  more  for  a  domestic  product 
than  for  a  Japanese  import  of  equal  quality. 
And  there's  good  news  for  Gorbachev:  A  stun- 
ning 68%  of  the  public  think  Japan's  economic 
might  is  a  greater  threat  to  our  future  than  the 
Soviet  Union's  military  might. 


lAPAN  ENVY 

■  How  much  admiration  do  you  have  for .  . 


Japan  as  a  nation 
Japan's  economic  success 
rhe  Japanese  people 


A 

Not 

great 

very 

None 

Not 

deal 

Some 

much 

at  all 

sure 

25% 

48% 

15% 

9% 

3% 

49% 

29% 

12% 

7% 

3% 

32% 

48% 

10% 

6% 

4% 

FEELING  UNBALANCED  ABOUT  TRADE 

■  This  year,  the  Japanese  will         Very  serious   69% 

>ell  $55  billion  more  in  products       Somewhat  serious   .  .  .  23% 

0  the  U.  S.  than  the  U.  S.  will  .  .  . 

Not  very  serious  4% 

sell  to  Japan.  How  serious  do  „ 

.      „         Not  serious  at  all   2% 

^ou  feel  it  IS  that  Japan  is  sell- 

ng  so  much  more  to  the  U.  S.         Not  sure  2% 

han  the  U.  S.  is  selling  to  Ja- 
3an — very  serious,  somewhat 
ierious,  not  very  serious,  or  not 
ierious  at  all? 

POINTING  THE  FINGER  AT  TOKYO 

a  While  Japanese  companies  do  better  selling  products  in  the 
J.  S.,  American  companies  have  had  trouble  selling  their  products 
n  Japan.  Do  you  think  these  troubles  are  or  ore  not  the  result 
3f  .  .  .  ? 


J.  S.  products  not  being  as 
jood  as  Japanese  products 

J.  S.  products  being  too 
jxpensive 

lopan  imposing  unfair  barriers 
0  imports  from  the  U.  S. 


Are 
result  of 


38% 


Aren't 
result  of 


59% 


57% 


68% 


40% 


20% 


Not 

sure 

3% 
3% 
12% 


'MUHO  FOR  A  CRACKDOWN 

I  Here  are  some  measures  that  the  U.  S.  might  take  to  make  the 
lapanese  markets  more  receptive  to  this  country's  products.  For 
joch,  tell  me  if  you  favor  or  oppose  that  measure. 

Favor       Oppose      Not  sure 

Require  that  a  certain  amount 
3f  U.  S.  products  be  allowed 

nto  Japan  79%  19%  2% 


Impose  higher  tariffs  on 
Japanese  products  coming 
into  this  country 

Put  a  limit  on  the  amount  of 
Japanese  goods  allowed  into 
this  country 

Restrict  the  outflow  of  technol- 
ogy from  the  U.  S.  to  Japan 


Favor       Oppose      Not  sure 


61%  35%  4% 


69%  29% 


2% 


59%  37%  4% 


A  QUESTION  OF  QUALITY 

■  If  you  were  in  the  market  for 
a  major  purchase,  and  you  had 
a  choice  between  a  product 
made  in  Japan  or  one  made  in 
the  U.  S.  by  an  American  com- 
pany, which  do  you  think  would 
be  a  better  quality  product — 
the  one  made  in  Japan  or  the 
one  made  in  the  U.  S.? 


One  made  in  Japan  . 

.  32% 

One  made  in  U.S.  .  . 

.  45% 

Both  equal   

4% 

Depends  on  product  . 

.  16% 

Not  sure   

. .  3% 

BUYING  AMERICAN 

■  Now,  suppose  the  products 

Would  pay  more  for  U. 

S. 

made  in  Japan  and  the  U.  S. 

product   

66% 

were  equal  in  quality.  Would 

Would  not   

28% 

you  be  willing  to  pay  more  for 

Depends  on  how 

the  product  made  in  the  U.  S. 

6% 

or  not? 

.  0% 

MOVE  OVER,  SOVIETS 

■  If  you  hod  to  say,  which  do 

The  military  threat 

you  now  think  is  a  more  serious 

from  the  Soviet  Union 

22% 

threat  to  the  future  of  this  coun- 

The economic  threat 

try — the  military  threat  from 

68% 

the  Soviet  Union  or  the  eco- 

. 5% 

nomic  threat  from  Japan? 

.  5% 

Edited  by  Mark  N.  Vatnos 


Poll  of  1,250  adults  conducted  July  7-1 1  for  BUSINESS  week  by 
Louis  Harris  &  Associates  Inc.  Results  should  be  accurate  to  within 
three  percentage  points. 
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put  new  Ambassador  Michael  H.  Arma- 
cost  in  the  same  category. 

Congress  is  still  in  there  slugging,  too. 
Always  a  hotbed  of  protectionist  fervor,  it 
is  discovering  that  the  revisionist  school 
offers  a  respectable  alternative  to  smash- 
ing Toshiba  boom  boxes  on  the  steps  of 
the  Capitol.  In  addition,  the  Democratic 
leadership  of  both  houses  is  increasingly 
populated  by  trade  hawks.  House  Major- 
ity Leader  Richard  A.  Gephardt  (D-Mo.), 
who  ran  a  faltering  Presidential  primary 
campaign  on  Japan  and  the  trade  deficit, 
is  now  pursuing  the  issue  with  more  so- 


giving  a  14-year  tax  holiday  to  Mazda  Mo- 
tor Corp.  Kentucky's  $150  million  incen- 
tive package  for  a  Toyota  Motor  Corp. 
plant  helped  former  Governor  Martha 
Layne  Collins  lose  office.  Workers  at  Nis- 
san Motor  Co.'s  plant  in  Smyrna,  Tenn., 
are  locked  in  a  bitter  drive  for  a  union. 
The  view  that  integrating  Japan  into  the 
U.  S.  economy  is  unquestionably  good  has 
hit  some  rough  water. 

As  would  any  revisionist  movement, 
this  one  has  plenty  of  detractors.  "The 
notion  that  Japan  operates  according  to 
different  rules  is  such  garbage  that  it 


phisir  .,.1'.,,  lif  h  even  studying  Japanese. 
Senator  Lloyd  Bentsen  (D-Tex.),  chairman 
of  the  powerful  Senate  Finance  Commit- 
tee, which  has  jurisdiction  over  trade  mat- 
ters, is  a  trade  hawk  of  long  standing. 
Add  to  that  mix  Senator  John  Heinz  (R- 
Pa.),  an  advocate  of  results-oriented 
trade,  Senator  John  C.  Danforth  (R-Mo.), 
and  practically  the  entire  Finance  Commit- 
tee membership. 

The  shift  in  thinking  extends  beyond 
Washington.  In  February,  a  blue-ribbon 
business-labor  group,  the  Advisory  Com- 
mittee for  Trade  Policy  &  Negotiations, 
issued  a  pithy,  widely  noted  report  that 
jumped  on  the  revisionist  bandwagon, 
calling  for  tough  results-oriented  trade 
negotiations.  "It's  a  landmark.  Those  are 
mainstream.  Establishment  business  peo- 
ple," says  Commerce's  Smith.  Among  the 
high-powered  executives  in  the  business 
group  are  James  D.  Robinson  III,  chair- 
man of  American  Express  Co.,  and  James 
R.  Houghton,  CKO  of  Corning  Inc. 

More  important,  there's  growing  popu- 
lar support  for  a  harder  line  on  Japan.  In 
many  cases,  large-scale  Japanese  invest- 
ments in  the  U.  S.  haven't  created  the 
benefits  many  expected.  Voters  in  Flat 
Rock,  Mich.,  threw  out  their  mayor  for 


should  be  dismissed  out  of 
hand,"  says  James  C. 
Abegglen,  a  savvy  manage- 
ment adviser  to  U.  S.  and 
Japanese  companies  in  To- 
kyo. Others  say  the  new 
thinking  reflects  resent- 
ment that  America  is  no 
longer  king  of  the  moun- 
tain. Some  even  call  it  "Yel- 
low Peril  Revisited." 

OPEN  QUESTION.  Trade  Representative 
Hills,  too,  while  part  of  the  new  get-tough 
school,  is  wary  of  some  of  the  prescrip- 
tions favored  by  congressional  revision- 
ists. She  is  opposed  to  demanding  a  per- 
centage share  of  Japan's  market  but 
favors  pressure  for  imports  that  seem  to 
sell  well  in  other  countries  yet  can't  find 
many  buyers  in  Japan.  "Those  who  be- 
lieve in  managed  trade  to  secure  a  per- 
centage of  a  market  are  selling  us  short, 
demanding  that  we  make  do  with  what  we 
can  get,"  Hills  says.  She  emphasizes  re- 
ducing the  federal  budget  deficit  as  a  way 
of  reducing  spending  for  imports  and  rais- 
ing U.  S.  savings. 

Indeed,  revisionism  is  still  locked  in  a 
struggle  with  more  conventional  thinking. 
The  State  and  Defense  departments  are 


THE  ELITE 

Political  consensus 
and  industrial  policy 
are  shaped  by  Japan's 
bureaucratic  elite, 
most  of  whom  are 
graduates  of  Tokyo 
University  law  depart- 
ment. Their  goal,  the 
revisionists  claim, 
remains  global  eco- 
nomic domination 


warring  with  the  Commerce  Dept.,  in 
ing  nothing  be  allowed  to  jeopardize 
strategic  relationship  with  Japan.  How  .  • 
tensively  the  new  thinking  will  affect  ]»- 
cy,  and  in  what  form,  is  still  an  nj  i 
question. 

But  there  are  good  reasons  to  tlii 
revisionism  will  endure  and  even  prosji 
David  Hale,  chief  economist  at  Keni] 
Financial  Services,  predicts  that  a  sw  i 
to  a  more  activist  agenda  is  likely  for  w 
1990s.  After  a  decade  of  laissez-faire  p 
cies,  America's  infrastructure,  educati 
relative  productivity,  and  quality  of 
have  declined.  Congress,  alarmed  at 
balance-of-payments  crisis,  has  pushed 
self  permanently  into  international  e 
nomic  policymaking. 

In  fact,  pressures  are  likely  to  intensi 
Japanese  industry  is  spending  heavily 
produce  m.ore  goods  for  world  marke 
with  capital  investment  in  Japan  toppi 
that  of  the  U.  S.  for  the  first  time  1 
year.  Japanese  investment  in  U.  S.  pla: 
is  also  proceeding  apace,  pulling  in  m 
sive  imports  of  Japanese  capital  goc 
with  it.  As  the  American  auto  marl 
slumps,  Japanese  carm 
ers,  obsessed  with  mari 
share,  are  expanding  th 
Stateside  dealer  network 

Still,  the  Japanese 
claim  to  be  making  so 
progress  toward  mollifyi 
the  U.  S.  Their  import 
manufactured  goods 
probably  exceed  $100 
lion  this  year,  up  fr 
$59.6  billion  in  1987.  A 
Japan's  GNP  growth  is  c 
rently  coming  entirely  fr 
domestic  demand.  "Thii 
are  changing  rapidly  in 
pan,"  former  Foreign  IV 
ister  Saburo  Okita  wroU 
Japan  Times  recently, 
wonder  if  the  current  pr 
lems  are  rooted  in  Japan 
peculiarities  or  in  the  fact  that  our 
countries  are  at  different  stages  of  de' 
opment." 

If  revisionism  is  here  to  stay,  both  si 
must  somehow  bridge  the  economic  g 
without  destroying  the  broader  partr 
ship.  "Don't  assume  that  Japan  isn't 
ing  to  lash  out,"  warns  Yoshi  Tsuru 
professor  of  international  business  at 
ruch  College  in  New  York.  "Many  Ja 
nese  will  say,  'Let's  say  no  to  the  U.  S 
The  revisionists  argue  that's  mostly  rh(j- 
ric  and  at  any  rate,  the  U.  S.  can  no  lo^- 
er  afford  to  back  down.  In  Tokyo,  tly 
call  the  new  mood  tsumetai.  kaze — a  c 
wind.  The  challenge  for  both  count 
now  is  to  keep  it  from  becoming  a  stoa. 

By  Robert  Neffm  Tokyo  and  Paul  Mf 
nusson  in  Washington,  ivith  William  I. 
Holstein  in  Yo/iohama 
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ACCOUNT  REPRESENTATIVES 


At  MCI®  we  take  your  business  very  personally.  Which  means  when 
you  became  an  MCI  customer  your  account  is  assigned  to  a  team  of 
highly  trained  Account  Representatives. 

"Your  Account  Representatives  work  to  anticipate  your  needs,  watch  trends  on  your  account,  monitor 
your  usage  and  recommend  changes  whenever  there  s  an  opportunity  to  improve  your  long  distance 
service. 

And  although  MCI  has  a  great  belief  in  the  power  of  lon^  distance,  as  an  MCI  customer,  you  will 

not  only  hear  from  your  account  team  regularly  you'll  be  seeing  them  as  well.  In  i  . 

your  office,  at  yourplant,  wherever  they  can  make  a  contribution  to  your  business.       I  ^ 

That's  what  MCI  means  by  personal  service.  That's  what  we  mean  by  dedica-  T " 

tion  to  our  customers'  success.  J^nl^^F  A 

MCI  Account  Representatives.  Another  reason  we  are  the  better  long  _.  - 

distance  company    1-800-888-0800.  Let  US  ShOW  yOU.* 
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MARKETS  &  INVESTMENTS 


SHANGRI-LA  OR 
SUN-BAKED  WASTEIAND? 

Once-flourishing  Oppenheimer  Industries  is  down  to  its  last  ranch — and  it  must  sell  that 


AT  THE  RANCH: 
BRIGHT  VISION 
OR  A  MIRAGE? 


When  early  Spanish  colonists 
first  trudged  through  the 
stretch  of  central  New  Mexico 
that  is  now  the  Armendaris  Ranch,  they 
cavalierly  ignored  the  imperatives  of 
real  estate  marketing  and  named  the  re- 
gion the  Jornada  del  Muerto — the  Jour- 
ney of  Death.  Even  today,  it's  a  lone- 
some stretch  of  high  desert,  a  landscape 
of  greasewood  and  chaparral  inhabited 
by  cattle,  jackrabbits,  and  coyotes.  There 
is  little  nightlife,  except  at  the  Jornada 
Bat  Caves.  It's  an  unlikely  setting  for  a 
corporate  drama — but  then  again,  Op- 
penheimer Industries  Inc.,  the  landlord, 
is  an  unlikely  company. 

For  decades,  Oppenheimer  Industries 
was  the  nation's  leading  name  in  tax- 
sheltered  agricultural  investments,  ca- 
tering to  an  array  of  wealthy  Hollywood 
stars.  When  tax  shelters  went  sour  in 
the  mid-r)80s,  Oppenheimer  billed  itself 
as  a  land-development  company — with 
the  ranch  its  star  attraction.  Wall  Street 
was  dazzled  But  ambitious  plans  for  the 
350,000-acre  anch  have  not  borne  fruit, 
Oppenheimer  i.--  in  sad  shape,  and  the 
company's  shareholders  have  seen  their 
stock  drop  707'  from  its  peak  in  1986. 
The  company's  recent  history  is  a  case 


NEW  MEXICO 

RANGEUKO 

VINEYARD  PROPERTIES 

POTENTIAL  LAKEFRONT  DEVELOPMENT 

SOLD  TO  DEVELOPERS 

POTENTIAL  AGRICULTURAL  DEVELOPMENT 

DATA:  OPPENHEIMER  INDUSTRIES 


study  of  the  perils  inherent  in  an  in- 
creasingly popular  Wall  Street  strategy: 
investment  in  companies  holding  "under- 
valued" real  estate.  The  payoff  comes 
when  the  value  is  realized— sometime  in 
the  future.  Well,  at  Oppenheimer  Indus- 


tries, the  future  has  come  to  pass— 
the  New  Mexico  desert. 

Oppenheimer   Industries'  curret 
plight  would  have  been  unimaginals 
when  the  ranch  was  purchased  in  t; 
late  1960s.  The  CEO  was  a  brigadier  ]:< 
eral  in  the  Marine  Corps  reserve  nai 
Harold  L.  Oppenheimer,  an  authority 
agribusiness  topics — including  land  sp 
ulation.  The  general's  stepfather  ii. 
been  the  late  MCA  Chairman  Jules  Ste 
and  that  connection  proved  invaluablt 
INFLATION  HEDGE.  In  the  early  1950s,  ( 
penheimer  Industries  became  the  i 
tion's  leading  operator  of  cattle  tax  si 
ters  by  dint  of  a  client  list  that  inchu 
such  Hollywood  notables  as  Jack  Beni 
Richard  Widmark,  and  Alfred  Hitchco' 
who  held  45%  of  a  partnership  tl^ 
owned  the  ranch  when  the  gene 
bought  it.  The  plain-spoken  Oppenl 
mer  scorned  get-rich-quick  land  prom 
ers  and  expounded  upon  his  cautin 
pragmatic  investment  philosophy  in  s 
eral  books.  According  to  the  curnt 
CEO,  William  R.  Ball,  the  general  it 
little  money  into  the  ranch  and  held  it 
a  long-term  hedge  against  inflation. 

The  Kansas  City-based  compa, 
reached  its  zenith  early  in  1986.  The  g' 
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il  had  just  died,  the  longtime  tax-shel- 
businesses  were  doomed  by  tax  re- 
in, but  it  seemed  that  new  manage- 
nt,  headed  by  his  son  Hamilton  G. 
any"  Oppenheimer,  was  destined  for 
>at  things.  Wall  Street  had  just  fallen 
love  with  another  asset  play,  Tejon 
nch  Co.,  and  was  hungry  for  more.  In 
,rch,  1986,  Oppenheimer  stock  tripled 
value,  to  $18  a  share.  But  as  time 
ssed  and  the  ranch  remained  undevel- 
;d,  stock  prices  fell,  recently  to  as 
le  as  $4.50  a  share  (chart). 
Poday,  Oppenheimer  has  reached  yet 
)ther  juncture — and  this  time,  the 
npany  asserts,  stockholders  won't  be 
t  in  the  lurch.  On  June  2,  the  company 
;  up  for  sale  its  real  estate  holdings, 
efly  the  ranch,  announced  that  it  was 
king  merger  or  sale  of  the  company, 
1  disclosed  that  Tony  Oppenheimer 
s  resigning.  "Our  plan  is  to  sell  all  or 
■t  of  our  assets  and,  with  the  pro- 
ds, make  a  distribution  to  our  share- 
ders,"  Ball  stated  in  an  interview. 
3  CEO  says  the  asking  price  for  the 
ich  alone  is  $30  million,  or  $7  a  share, 
a  merger,  the  company  is  worth  per- 
)s  $10  a  share — with  the  ranch  ac- 
inting  for  80%' — contends  director 
nry  J.  Ameral,  assistant  treasurer  of 
rvard  University,  one  of  the  few  insti- 
ional  owners  of  Oppenheimer  stock, 
t  that  goes  out  the  window,  Ameral 
tions,  if  the  company  undergoes  a 
ipter  11  bankruptcy  reorganization — 
ich  he  considers  unlikey. 
ENSE  EFFORT.  Indeed,  Oppenhei- 
r  is  going  into  debt  and  must 
the  ranch  quickly — something 
t  is  unlikely  to  encourage  high 
5.  Though  it  has  diversified  into 
tures  ranging  from  horse  insur- 
e  to  construction,  Oppenheimer 
unning  in  the  red  and  has  had 
•aise  cash  by  taking  out  a  $4.8 
lion  second  mortgage  on  the 
eh,  in  addition  to  the  existing 
1  million  first  mortage.  The  sec- 
mortgage  is  for  one  year,  ex- 
iable  by  the  company  to  two 
rs — and  Ball  admits  that  he 
sn't  know  what  he  will  do  if  the 
ch  isn't  sold  by  then, 
fi  fact,  Oppenheimer  has  been 
ng  to  derive  value  from  the 
ch  in  nearly  four  years  of  in- 
36  effort.  It's  not  hard  to  see 
1  success  has  been  elusive.  In 
imer,  the  ranch  takes  on  the 
-broiled  ambience  of  a  place 
ire  you  could  set  off  an  atomic 
lb  and  no  one  would  notice.  As 
;o  prove  the  point,  the  first 
omb  was  detonated  in  1945 
it  next  door,  at  White  Sands 
sile  Range.  The  ranch's  saving 
ce  is  its  lengthy  frontage  on  El- 
ant  Butte  Reservoir,  the  largest 
anse  of  water  in  New  Mexico 
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(map).  Early  plans  called  for  the  lake- 
front  to  be  dotted  with  1,000  homes  in 
"villages  of  French,  German,  and  Span- 
ish motifs."  While  nothing  ever  came  of 
all  that,  company  execs  still  say  the  site 
is  ideal  for  high-priced  retirement 
homes,  a  resort  with  a  nine-hole  golf 
course,  even  a  European-run  health  spa 
where  wealthy  Continentals  would  come 
to  enjoy  the  area's  sulfurous  waters.  En- 
thuses Oppenheimer  Senior  Vice-Presi- 
dent Lawrence  E.  McMillin:  "It's  just  a 
big  keg  of  dynamite  ready  to  explode." 

The  fuse,  apparently,  is  damp.  But  not 
for  lack  of  dryness,  for  Oppenheimer 


holds  no  water  rights  that  would  allow 
developers  to  tap  into  Elephant  Butte  or 
drill  wells  except  for  homesites.  And  the 
site  is  hardly  proper  for  a  resort.  The 
nearest  town  is  Truth  or  Consequences, 
a  down-at-the-heels  retirement  communi- 
ty that  is  a  three-hour  drive  from  Albu- 
querque and  has  little  distinction — ex- 
cept being  named  after  a  quiz  show. 
Once  one  has  gone  boating  on  the  lake, 
and  seen  the  Ralph  Edwards  wing  of  the 
museum,  there  isn't  a  heck  of  a  lot  to  do. 
FRUIT  GROVES.  True,  seeds  of  residential 
development  have  sprouted  on  the  545- 
square-mile  ranch — but  they  seem  un- 
likely to  grow  beyond  the  sapling  stage. 
Back  in  1985,  land  was  sold  to  develop- 
ers for  an  upscale  subdivision  overlook- 
ing the  lake  called  Champagne  Hills.  It 
has  hardly  been  a  smashing  success. 
Fourteen  of  36  lots  remain  unsold,  and 
only  three  houses  have  been  built — two 
part-owned  or  subsidized  by  the  develop- 
er. Realtors  say  the  market  for  high- 
class  retirement  homes  is  thin.  More- 
over, much  of  the  lakefront  may  simply 
be  off-limits  to  future  developers.  The 
Interior  Dept.  claims  that  34,000  acres  of 
ranch  at  the  reservoir — not  including 
Champagne  Hills — is  owned  by  the  gov- 
ernment, not  Oppenheimer. 

Agricultural  development  of  the 
ranch's  vast  plains — dubbed  the  Armen- 
daris  Valley  to  replace  the  Spanish  mon- 
icker— is  equally  remote.  The  company 
claims  that  some  40,000  acres  of  ranch 
land  can  be  turned  into  vineyards  or 
fruit  groves.  And  grapes  and  wine 
are  indeed  being  produced  on  "val- 
ley" land  that  was  sold  to  Swiss, 
French,  and  German  winemakers 
in  the  early  1980s  at  prices  believed 
to  have  ranged  from  $250  to  $700 
an  acre — for  land  that's  on  the 
company  books  at  $26  an  acre. 

But  future  buyers  might  well  be 
deterred  by  their  predecessors'  tra- 
vails. Without  water  rights  of  their 
own,  the  vintners  had  to  pipe  in 
water  from  the  reservoir,  20  miles 
away.  That's  expensive — $360  an 
acre  per  year — and  the  water  is 
only  available  for  another  17  years. 
In  the  view  of  William  D.  Gorman, 
professor  of  agricultural  economics 
at  New  Mexico  State  University  in 
nearby  Las  Cruces,  would-be  fruit- 
growers should  stick  to  the  rich, 
irrigated  farmlands  nearby  in  Dem- 
ing  and  Las  Cruces.  His  verdict  on 
the  vineyard  properties  is  harsh: 
"The  value  of  that  land  out  there 
with  the  high  cost  of  irrigation," 
says  Gorman,  "is  less  than  zero." 

Even  if  Oppenheimer  succeeds  in 
its  strenuous  efforts  to  get  water 
for  the  ranch,  other  problems  re- 
main. The  weather  is  capricious, 
with  unusual  frosts  causing  some 
vineyards  to  lose  up  to  90%  of  their 
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crops,  and  the  soil  has  had  mixed  re- 
views. Oppenheimer's  10-K  annual  re- 
port describes  "excellent  soils  which 
once  were  the  riverbed  of  the  Rio  Gran- 
de River."  Some  vintners  agree.  But  oth- 
ers say  the  land  is  salty  and  laden  with  a 
substance  called  caliche  that  hampers 
grape-growing.  Michael  Weiss,  general 
manager  of  German  Wine  Growers 
Corp.,  observes  that  "if  a  grape  can  sur- 
vive in  such  soil,  it's  a  healthy  grape." 
DISAPPOINTMENT.  Understandably,  the 
vintners  have  planted  just  1,200  of  their 
23,000  acres.  Like  Oppenheimer,  they 
want  to  sell  at  least  some  of  their  hold- 
ings— if  they  can  find  buyers.  "[The 
winemakers]  are  all  looking  for  some- 
body to  come  into  it  as  a  partner  or  to 
buy  the  whole  thing,  if  they  get  the 
right  offer,"  notes  Weiss.  Yet  Oppenhei- 
mer shareholders  may  be  ignorant  of  the 
vineyard  troubles.  The  last  two  annual 
reports  include  maps  showing  all  23,000 
acres  as  "existing  European  vineyards." 


If  past  is  prologue,  Oppenheimer  may 
only  be  able  to  sell  the  ranch  at  some- 
where near  its  asking  price  by  luring  a 
buyer  from  overseas — where  folks  pay 
less  attention  to  Southwestern  peculiari- 
ties such  as  water  rights.  Ball  says  Op- 
penheimer came  within  a  hair's  breadth 
of  selling  the  desolate  northern  portion 
of  the  ranch  to  a  Japanese  buyer  for  $18 
million.  "He'd  get  out  of  the  helicopter 
and  get  down  on  his  knees  and  feel  the 


soil,"  recalls  Ball,  who  wouldn't  iden^j 
the  man.  But  the  deal  fell  through! 
was  a  crushing  disappointment  for  c 
penheimer's  beleaguered  manai." 
"They're  not  ranch  people,"  says 
source  familiar  with  the  company 
the  ranch.  "The  general  could  sit  di 
and  figure  out  some  way  to  do  thu 
Goddamn  if  I  don't  think  they're 
to  lose  [the  ranch]."  Shaking  his  In 
he  adds:  "Running  cattle  may  be  i 
highest  and  best  use  of  this  ranch." 

General  Oppenheimer  may  have  sai 
best:  "There  is  no  magic  to  the  acqi 
tion,  processing,  and  merchandising 
land,"  he  wrote  in  his  1966  book,  C 
boy  Economics.  "It  is  much  like 
other  commodity."  If  investors 
viewed  Oppenheimer's  star  holding 
the  commodity  it  actually  is — a  rancl 
the  desert — they  would  have  spa 
themselves  a  lot  of  grief. 

By  Gary  Weiss  in  Kansas  City,  mth  > 
dra  D.  Atchison  on  the  Armendaris  Ra 
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HOW  KKR  STUBBED 
ITS  TOE 


Its  SCI  TV  deal  is  in  trouble — and  bondholders  are  the  losers 


Since  1976,  Kohlberg  Kravis  Rob- 
erts &  Co.  has  put  together  $62 
billion  in  leveraged  buyouts  of  35 
companies,  bringing  in  billions  of  dollars 
for  their  investors  and  themselves.  But 
now  SCI  Television  Inc.,  a  pesky,  $1.2 
billion  deal,  can't  meet  its  interest  pay- 
ments and  may  soon  ask  creditors  for 
relief.  KKR  is  a  minority  investor  in  this 
collection  of  six  network  television  sta- 
tions, along  with  a  majority  partner  re- 
sponsible for  operating  them.  While  a 
couple  of  earlier  KKR  deals  had  to  be 
restructured,  this  is  by  far  the  largest 
one  to  go  sour. 

This  tale  of  leverage  gone  awry  began 
with  KKR's  lucrative  $2.5  billion  buyout 
of  Storer  Communications  Inc.  in  1985. 
Two  years  later,  KKR  sold  Storer's  crown 
jewels,  its  fast-growing  cable  TV  proper- 
ties. KKR  had  a  harder  time  peddling  the 
lower-growth  broadcast  properties, 
which  it  christened  SCI  Television. 
George  N.  Gillett  Jr.,  who  owns  the  ski 
resort  of  Vail,  Colo.,  three  NBC  affiliates, 
and  a  meat-packing  plant,  agreed  to  buy 
55'X  of  the  TV  operation.  KKR  held  on  to 
the  remaining  45%. 

PRECIOUS  CASH.  The  $1.2  billion  KKR  and 
Gillett  paid  for  SCI  TV  in  1987  was  a  lofty 
14.7  times  1988  operating  cash  flow.  KKR 
and  Gillett  were  betting  on  a  continuing 


boom  in  TV  properties.  In  retrospect, 
they  bought  at  the  peak:  Broadcast  sta- 
tions now  sell  for  only  11  times  operat- 
ing cash  flow.  This  bollixed  their  ability 
to  sell  the  TV  stations  individually  to 
meet  interest  payments.  For  example, 
when  the  $157  million  sale  of  Cleveland's 
wjw-TV  was  recently  called  off,  SCI  TV 


ers  to  pay  interest  with  more  of 
same  junk  bonds  for  several  years.  ^ 
saves  precious  cash  but  rachets  up  d 
For  example,  $200  million  in  PiKs  iss 
in  October,  1987,  will  soar  to  $310  mil 
due  in  October,  1990.  The  result: 
have  a  five-pound  bag  and  10  pounds 
garbage"  says  a  top  investment  mai 
er.  KKR  declined  to  comment. 

The  biggest  losers  are  SCI  TV  b( 
holders,  as  well  as  their  bankers, 
ready,  owners  of  SCI  TV  junk  bonds  h 
lost  as  much  as  $250  million  in  mai 
value.  Meanwhile,  KKR  and  its  invesi 
won't  get  stung.  KKR  has  $222  millioi 
stake,  but  its  $780  million  profit  on 
Storer  cable  properties  would  more  t 
offset  any  loss. 

As  for  KKR's  reputation:  "It 
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fell  short  of  the  $153  million  due  its 
banks  in  September.  "There  is  going  to 
have  to  be  some  conversation  regarding 
a  restructuring,"  says  Gillett. 

SCI  TV's  ballooning  debt  compounds  the 
problem.  Consider  the  $300  million  in 
PIKS,  payment-in-kind  bonds,  underwrit- 
ten by  Drexel  Burnham  Lambert  Inc. 
These  hybrid  junk  bonds  allow  borrow- 


means  that  when  Henry  Kravis 
into  his  creditors  socially,  they'll 
him  grief,"  says  a  competitor.  But  a  ig 
ging  question  remains:  Of  the  hunflt  ' 
of  deals  done  by  KKR  and  others, 
many  have  been  built  on  rosy  forec:[ 
and  too  much  leverage? 

By  Leah  J.  Nathans  in  New  York, 
Dean  Faust  in  Atlanta 
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IfALL  STREET:  ON 
HE  ROAD  TO  2700 


le  market  may  even  be  stronger  than  the  Dow  suggests 


MM  hen  the  first  half  of  1989 
came  to  a  close,  most  Wall 
W^m  Streeters  left  for  a  long 
irth  of  July  weekend  convinced  the 
rket  had  seen  its  highs  for  the  year, 
i  best  strategy  was  to  spend  the  sum- 
r  at  the  beach.  The  Dow  Jones  indus- 
il  average  had  failed  to  hold  the  2500 
el,  and  the  six-month  gain  was  al- 
dy  a  nifty  12.5%.  Now,  less  than  a 
nth  later,  the  Dow  is  sizzling  again, 
sing  at  2613  on  July 
And  many  think  the 
ge  is  set  for  an  as- 
ilt  on  2722,  the  old 
h. 

'This  market  is  going 
her,"  proclaims  Rob- 
B.  Ritter,  stock  mar- 
:  analyst  for  Laden- 
•g,  Thalmann  &  Co. 

there  are  any  sur- 
ses,  they  will  be  on 
!  up  side."  While 
ny  analysts  and  port- 
,0  managers  are  not 
nping  their  stocks, 
/  are  as  unabashedly 
lish  as  Ritter — which 
y  be  a  key  ingredient 
iling  the  market, 
naway  euphoria  is 
;  in  sight,  and  that's 
'ays  good  for  stocks. 

MDING  SOFTLY.  And 

!  market  is  even 
onger  than  the  Dow 
ustrial  average  sug- 
its.  Ten  of  the  30 
w  stocks  already 
re  passed  the  peak 
ees  they  reached  on 
g.  25,  1987— the  Dow's  all-time  high, 
t  the  blue-chip  average,  up  7%  in  July, 
)nly  now  catching  up  with  the  rest  of 
:  market.  The  Standard  &  Poor's  500- 
ck  index,  at  338,  broke  through  the 

high  on  July  26.  Over-the-counter 
cks  as  measured  by  the  NASDAQ  com- 
iite  are  just  over  1%  away.  The  Dow 
insportation  average  is  15.4%  above 

1987  high,  owing  to  takeovers  in  the 
line  industry. 

)f  course,  further  gains  will  prove 
igh.  On  Wall  Street,  records  are  often 
'chological  barriers,  and  traders  try  to 
1  in  advance  of  them.  "Getting  beyond 
on  the  Dow  is  like  crossing  the 


Rubicon,"  warns  Laszlo  Birinyi  of  Bir- 
inyi  Associates.  "We'll  make  a  new  high 
this  summer,"  predicts  Byron  R.  Wien, 
portfolio  strategist  for  Morgan  Stanley 
&  Co.  But  Wien  says  the  market  will  fall 
back  several  times  before  the  old  ceiling 
becomes  the  new  floor. 

The  road  to  2700  will  be  prone  to  big- 
ger swings  in  prices,  too.  As  the  market 
has  heated  up,  so  has  program  trading. 
"Any  spills  in  the  market  will  be  swift 


THE  STOCK  MARKET'S 
SUMMER  SIZZLE 


DOW  JONES 
INDUSTRIAL  AVERAGE 


and  scary,  but  also  of  short  duration," 
says  Marshall  Front,  executive  vice-pres- 
ident of  Stein  Roe  &  Farnham,  a  mutual 
fund  and  investment  manager. 

Front  remains  confident  in  the  mar- 
ket's ability  to  sustain  a  new  high  be- 
cause the  environment  is  far  different 
than  it  was  two  years  ago,  when  the 
Dow  was  last  in  these  climes.  Interest 
rates  are  lower,  the  dollar  is  stronger, 
earnings  are  far  higher,  and  price-earn- 
ings ratios  much  lower  than  in  1987.  In- 
flation is  easing  and  not  rising.  And  the 
long-hoped-for  "soft  landing,"  in  which 
the  economy  slows  but  doesn't  sink 
into  recession,  looks  more  like  reality. 


Mergers  continue  to  shrink  the  supply 
of  equities.  The  last  time  the  overall 
market  was  near  these  levels,  the  total 
market  capitalization  of  U.  S.  public  com- 
panies was  about  $3  trillion.  Now,  the 
value  of  U.  S.  stocks  is  only  $2.5  trillion. 
With  less  supply,  a  slight  pickup  in  de- 
mand for  equities  will  bolster  prices. 
BIG  GAINERS.  All  told,  even  if  stocks 
seem  high,  the  alternatives  are  less  at- 
tractive. "Precious  metals  are  uninter- 
esting, real  estate's  prospects  are  poor," 
says  Robert  Stovall  of  Stovall /Twenty- 
First  Advisors.  As  interest  rates  ease,  he 
says,  "bonds  and  CDs  won't  look  very 
scintillating.  You  might  as  well  be  in 
equities."  Indeed,  investors  are  starting 
to  come  around  to  that  thinking.  Invest- 
ment adviser  Martin  E.  Zweig  says  sec- 
ond-quarter earnings  at  the  big  broker- 
age firms  are  looking  better  because  of 
a  pickup  in  individual  investor  activity, 
and  sales  of  equity  mutual  funds  recent- 
ly turned  positive  for 
the  first  time  since  the 
crash. 

If  equities  are  the 
place  to  be,  which  ones 
do  you  buy?  Over  the 
past  several  months, 
falling  interest  rates 
have  given  big  boosts  to 
utilities  and  financial 
stocks.  And  the  biggest 
gainers  of  the  year 
have  been  consumer- 
goods  companies  such 
as  Coca-Cola,  Walt  Dis- 
ney, Philip  Morris,  and 
Procter  &  Gamble. 
That's  because  inves- 
tors who  want  to  be  in 
equities  are  nonetheless 
fearful  of  a  slowing 
economy  or  a  recession 
and  are  sticking  to  com- 
panies that  can  prosper 
even  in  a  downturn. 

The  conventional  wis- 
dom cautions  investors 
to  stick  with  the 
strength:  consumer 
stocks.  For  now,  that 
wisdom  could  be  right. 
A  shift  to  cyclical  or  technology  stocks, 
which  have  been  left  behind  by  the  mar- 
ket's hot  action,  is  ill-advised  at  a  time 
when  the  economy  is  slowing. 

However,  Richard  L.  Evans,  research 
director  of  Dow  Theory  Forecasts,  says 
the  surging  market  averages  are  signal- 
ing a  better  economic  climate  than  most 
analysts  are  forecasting.  In  that  light, 
Evans  says  the  best  values  on  Wall 
Street  lie  in  downtrodden  stocks  such  as 
IBM,  Digital  Equipment,  and  Hewlett- 
Packard.  They  way  he  figures  it,  they 
are  a  lot  like  the  market — there's  no 
place  to  go  but  up. 

By  Jeffrey  M.  Laderman  in  New  York 
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INVESTING  I 


WARREN  BUFFETT  MAKES 
MONEY  BY  MAKING  NICE 


His  $600  million  friendly  stake  in  Gillette  benefits  both  sides 


Photographs  of  Warren  E.  Buffett 
don't  yet  show  him  suited  in  ar- 
mor, perched  on  his  steed.  That 
might  be  the  right  picture  soon,  though, 
if  he  keeps  charging  ahead  with  deals 
like  the  one  he  swung  with  Gillette  Co. 
on  July  20.  Berkshire  Hathaway  Inc., 
the  holding  company  controlled  by  the 
renowned  investor,  bought  $600  million 
of  Gillette  convertible  preferred  shares 
— a  move  that  could  place  a  hefty  11%  of 
the  razormaker's  common  stock  in 
Buffett's  friendly  hands. 

Buffett  made  his  name  as  a  dis- 
ciple of  authors  Benjamin  Graham 
and  D.  L.  Dodd,  whose  Security 
Analysis  preached  the  value  of 
buying  stocks  at  low  book  values 
and  price-earnings  multiples.  By 
that  standard,  Gillette  hardly  mea- 
sures up.  Its  stock  is  trading  at  a 
fully  valued  p-e  of  17.  Then  again, 
investing  a  la  Graham  and  Dodd 
doesn't  include  taking  advantage 
of  opportunities  that  arise  when 
executives  are  battle-weary  from 
fighting  takeover  attempts. 
TANTALIZING  READ.  That's  where 
Buffett  is  writing  a  new  chapter: 
How  to  Succeed  in  Business  as 
White  Knight.  Buffett  played  that 
role  two  years  ago  when  he  aided 
Salomon  Brothers  Inc.  Chairman 
John  H.  Gutfreund  in  beating  back 
raider  Ronald  0.  Perelman.  Last 
April,  while  reading  Gillette's  an- 
nual report,  he  saw  things  he 
liked:  a  world-class  brand  name 
with  a  steady  cash  flow — and  a 
pressing  need  for  capital.  To  fend 
off  raiders,  the  Boston-based  com- 
pany had  piled  on  debt — some  $600 
million  in  floating  rate  notes  and 
$1  billion  more  in  long-term  debt, 
shriveling  equity  by  about  92%,  to 
$45  million  as  of  June  30. 

Graham  and  Dodd  might  have  J'- 
been  put  off  by  a  vanishing  book  value 
but  not  Buffett.  "Over  the  years,  I  have 
come  to  value  underrated  consumer 
franchises  more  and  more,"  he  says.  So 
he  called  up  his  friend  Joseph  J.  Sisco,  a 
Gillette  board  member,  to  propose  "an 
equity  issue  that  might  make  sense." 

It  certainly  does  for  Buffett.  The 
8.75%  interest  on  his  preferred  shares  is 


almost  as  secure  as  a  bond's.  And  after 
two  years,  each  $1,000  of  the  preferred 
may  be  converted  into  20  shares  of  com- 
mon, a  right  he  retains  for  ten  years. 
That  means  he  can  buy  the  common 
shares  at  $50.  Analysts  value  that  right 
at  $7.50  per  share,  so  the  conversion  val- 
ue of  each  preferred  is  worth  $150  (20 
times  $7.50).  So  his 
real  cost  was  only 
for  a  preferred 


BERKSHIRE'S 
BIG  HOLDINGS 


Company 

Stake* 

GEICO 

44.0% 

CAPITAL  CITIES/ABC 

18.5 

WASHINGTON  POST 

16.0 

SALOMON  BROTHERS 

12.3 

GILLETTE 

11.0 

COCA-COLA 

3.8 

*  Percentage  owned  or  controlled 
DATA:  BERKSHIRE  HATHAWAY  INC.  ANNUAL  REPORT 


that  pays  $87.50  a  year— a  hefty  11.29%' 
yield.  Says  one  institutional  investor: 
"We're  envious  we  didn't  get  the  deal." 

Not  that  Gillette  got  nicked.  In  return 
for  paying  perhaps  $12  million  a  year 
more  than  a  similar  issue  would  cost  in 
the  public  market,  the  company  gains  a 
shareholder  who  won't  sell  to  a  third 
party  without  first  offering  the  shares 


to  Gillette.  The  proceeds  will  be  used  a 
retire  $590  million  of  floating-rate  dtt 
with  an  aftertax  cost  of  $48  milli(. 
Since  Gillette  will  owe  Buffett  $52.5  n- 
lion  a  year,  cash  flow  will  shrink  $5 
million — a  small  price  for  securing 
right  of  first  refusal  and  getting  n 
deal  done  so  quickly,  says  Gillette  ("w 
Financial  Officer  Tliomas  F.  Skelly. 

Buffett's  involvement  already  ser 
to  have  paid  some  dividends.  Gillr 
shares  have  advanced  two  points  sn 
the  deal  closed,  to  44%  on  July  26.  In: 
tutional  investors  believe  the  compa 
gains  from  having  Buffett,  a  long-tc 
investor  who  will  join  the  board. 
NO  SURPRISES.  Buffett's  investment 
Salomon  Brothers  shows  how  firepn 
his  white-knight  strategy  can  be, 
promised  to  keep  friendly  his  IL' 
stake  in  the  in\  i 
ment  bank.  And 
with  Gillette, 
promised  Salom 
the  right  of  first 
fusal  should  he 
cide  to  sell — so 
as   the  investiii' 
bank  can  come 
with    the  cash 
match  a  third  pan 
offer.  Buffett  boni 
$700  million  of 
convertible  prefcn 
stock  at  38.  Tal- 
into  account  the 
version  option,  Buffett's  effer 
cost  was  much  lower  than  S; 
mon's  then-market  price  of  'i'l 
Looking  back,  though,  Bu: 
didn't  get  his  Salomon  stake  a. 
knockdown  price.  The  marl 
crashed  three  weeks  after  the  1 1 
was  signed,  propelling  Salon  m 
stock  to  an  eventual  low  of  I'l 
But  Buffett  has  a  cushion  t 
other  Salomon  shareholders  la; 
He  has  collected  nearly  $126  > 
lion  in  dividends  in  two  years, 
rate  of  return  not  far  belov. 
market  for  high-grade  corpni 
bonds.  Salomon's  common  si- 
has  rebounded,  to  2578,  and 
firm  just  posted  record  net  inco 
of  $253  million  for  the  se(  • 
quarter. 

Buffett  refuses  to  charactci- 
his  profitable  chivalry  as 
moves  of  a  white  knight,  clain, 
the  term  doesn't  apply  to  his  invi' 
ments.  He  says  he  is  looking  for  1' 
nesses  that  need  capital,  where  he 
buy  a  large  piece.  "If  you're  right  oi! 
business,  you'll  be  right  on  the  stor 
he  says.  If  not,  a  fat  dividend  can  s 
ease  the  pain. 

By  Laura  Jereski,  with  Keith  H.  Hi 
monds,  in  Boston 
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GARY  WEISS 


ATERPiLLAR 
OULD  TURN  INTO 
BUTTERFLY 


Caterpillar  Inc.  hasn't  won  any 
friends  on  Wall  Street  of  late. 
Shares  of  the  giant  earth-moving 
uipment  company  have  been  mired 
the  mud  ever  since  it  announced  in 
nuary  that  it  would  increase  capital 
ending  by  40%,  to  almost  $1  billion  in 
?9.  The  move  is  likely  to  keep  earn- 
gains  to  a  minimum  this  year — a 
ip  that  Cat  management  is  willing  to 
{e  to  keep  its  competitive  position  in 
irld  markets.  But  investors,  wary  of 
dicals  anyway,  were  in  no  mood  for 
ch  talk.  As  a  result  of  recent  share 
ice  declines.  Caterpillar  has  been 
iding  at  about  5778  a  share,  or  10 
les  earnings,  well  below  the  13  p-e  of 
5  Standard  &  Poor's  500-stock  index. 
But  despite  the  Street's  chilly  recep- 
n,  some  savvy  investors  feel  that 
t  is  on  the  right  track,  and  are  buy- 
j  the  company's  shares  on  weakness. 
,e  theory  is  that  the  current,  flabby 
ice  of  the  shares  has  already  dis- 
unted  the  possibility  of  a  recession, 
t  not  taken  into  account  the  future 
nefits  that  are  likely  to  flow  from 
5  company's  bold  gamble.  And  with 
idence  mounting  that  a  recession  is 
t  in  the  cards.  Caterpillar  looks  more 
e  a  butterfly  than  a  moth.  "I'd  rath- 
see  the  company  buy  equipment 
an  buy  back  its  stock,"  observes  Da- 
i  0.  Rajala,  director  of  equity  man- 
ement  at  One  Federal  Asset  Man- 
ement  Inc.  in  Boston,  which  has 
en  accumulating  Cat  shares. 
iCESSiON  RISK.  Rajala  concedes  that 
upgrading  its  factories  and  develop- 
j  new  products,  Cat  is  exposing  itself 
hardship  should  the  nation  slide  into 
recession.  But  the  company's  custom- 
s  in  the  forest  products,  farming, 
d  mining  industries  are  expected  to 
ep  demand  up.  Indeed,  the  beefed-up 
pital  spending  should  enable  Cater- 
ilar  to  eke  out  some  gains,  even  if  the 
onomy  ebbs,  by  gaining  market 
are  at  the  expense  of  competitors, 
ijala  does  not  feel  that  the  Peoria- 
sed  company  faces  anywhere  near 
e  risk  it  faced  earlier  in  the  decade, 
hen  losses  mounted  from  1982 
rough  1984.  Moreover,  its  extensive 
erseas  operations  make  the  company 
;11  positioned  if  the  dollar  weakens, 
lies  outside  the  U.  S.  represented  50% 
revenues  in  1988. 


CATERPILLAR'S  STOCK 
HAS  GONE  NOWHERE 


STOCK  PRICE 


1  1  1  1  1 — 

DEC.  31,  '88 
▲  DOLURS 

DATA:  BRIDGE  INFORMATION  SYSTEMS  INC. 
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Historically,  machinery  companies 
such  as  Caterpillar  trade  at  a  level  of 
at  least  the  market's  price-earnings 
multiple.  And  that  should  be  good 
news  for  Cat,  if  its  earnings  hold  up  as 
expected.  Rajala  expects  1989  earnings 
to  be  about  flat  this  year  at  $6  a  share, 
but  then  rise  to  $7  a  share  in  1990. 
Assuming  that  the  market's  price-earn- 
ings multiple  holds  steady  at  13,  a  re- 
turn to  favor  could  easily  boost  Cater- 
pillar to  $90  a  share  in  the  coming 
year. 


OUT  FRONT  IN  THE 
BIOOD  BUSINESS 


A unique  niche  in  medical  technol- 
ogy— blood — has  been  carved 
out  by  PSICOR  Inc.  The  San  Die- 
go-based company  bills  itself  as  the  na- 
tion's leading  provider  of  cardiovascu- 
lar technology  to  hospitals,  with  250 
institutions  under  contract.  This  rela- 
tively obscure  outfit  dominates  a  bur- 
geoning field  that  is  flourishing  despite 
the  governmental  and  private  cost  con- 
straints. And  it's  starting  to  attract 
value-hunting  investors  such  as  Law- 
rence Auriana,  manager  of  the  top-per- 
forming Kaufmann  Fund,  which  spe- 
cializes in  small-cap  stocks. 

Basically,  PSICOR  is  in  the  rent-a-per- 
fusionist  business.  Perfusionists  are 
the  skilled  technicians  who  operate  the 
heart-lung  machines  that  collect, 
cleanse,  and  then  recirculate  a  patient's 
blood  during  open-heart  surgery.  They 
also  oversee  the  "auto-transfusion" 
procedures  that  recirculate  blood  dur- 
ing other  types  of  surgery.  For  a  stan- 
dard fee  per  procedure,  the  company 
provides  the  technician  and  the  equip- 


ment. That  spares  the  hospital  the  capi- 
tal expense  of  a  heart-lung  machine, 
not  to  mention  the  salary  of  a  full-time 
perfusionist. 

P.SlCOR's  services  are  increasingly  in 
demand  as  perfusionists  become  more 
scarce,  as  the  number  of  heart  opera- 
tions increase,  and  as  fear  of  AIDS 
makes  auto-transfusions  more  popular. 
The  company's  earnings  nearly  dou- 
bled to  51$  a  share  in  the  year  ended 
last  Sept.  30.  In  the  coming  year,  Aur- 
iana expects  profits  to  rise  to  65$  a 
share,  with  80$  his  estimate  for  1990. 
The  stock  is  at  10 '74  and  has  traded  as 
high  as  13172.  Institutional  investors 
own  a  mere  15%  of  PSICOR's  shares. 


PERKIN-ELMER:  IN 
FIGHTING  TRIM? 


Ri 


kestructuring  is  one  of  the  buzz- 
words on  Wall  Street,  and  when 
i.a  company  embarks  on  a  cam- 
paign to  sell  assets,  slash  overhead, 
and  "boost  shareholder  values,"  inves- 
tors usually  respond.  But  when  Perkin- 
Elmer  announced  its  plan  in  April,  the 
news  couldn't  even  shake  the  stock  out 
of  its  trading  range  in  the  mid-20s. 
Now  at  27%,  the  stock  is  a  steal,  says 
Harvey  Eisen,  president  of  Integrated 
Resources  Asset  Management,  who 
has  been  on  a  hot  streak  for  several 
years.  And  Eisen  is  hot  on  this  Nor- 
walk  (Conn.)  manufacturer  of  scientific 
instruments  and  equipment. 

Eisen  estimates  that  the  three  divi- 
sions that  Perkin-Elmer  placed  on  the 
block — semiconductor  equipment,  de- 
fense systems,  and  avionics — will  fetch 
about  $450  million.  Add  to  that  an  esti- 
mated $30  million  that  should  come 
from  the  sale  of  the  company's  excess 
real  estate  in  tony  Fairfield  County, 
Conn.  Together,  that  should  generate 
about  $12  a  share  in  cash — which  man- 
agement has  promised  to  return  to 
shareholders  either  through  a  self- 
tender  or  a  special  dividend. 

What's  left?  Perkin-Elmer's  core  and 
most  profitable  businesses — scientific 
instruments  and  materials  technology. 
The  instruments  group  is  especially  at- 
tractive, says  Eisen,  because  its  cus- 
tomers are  in  the  booming  environmen- 
tal service,  biotechnology,  and 
pharmaceutical  industries.  Both  divi- 
sions have  15%  annual  growth  rates, 
he  says,  and  could  earn  about  $2.40  a 
share  in  the  June,  1990,  fiscal  year,  and 
$3  in  1991.  All  told,  Eisen  figures  that 
the  stock  should  climb  into  the  low  40s 
during  the  next  12  months. 

By  Jeffrey  M.  Ladernian 
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CONSUMER  PRODUCTS  I 


WANT  SHELF  SPACE  AT 

THE  SUPERMARKET?  ANTE  UP 


Chains  are  demanding  a  cartful  of  fees  to  carry  products 


When  Kenneth  C.  Meyers  began 
selling  his  new  brand  of  pre- 
servative-free popcorn  four 
years  ago,  he  discovered  that  some  su- 
permarket chains  were  charging  thou- 
sands of  dollars  just  to  put  new  products 
on  their  shelves.  With  his  shoestring 
budget,  the  new  fees  kept  him  out  of  a 
lot  of  those  stores. 
Odd  as  it  mav  sound,  that's  what  the 


o  o  o  o  a  ■)  c 


SLOniNG  ALLOWANCES 

Luxo  ships  3 , 300  cases  at  $20  $5,000 
a  cose  to  a  50-store  chain,  for 
$66,000.  It  pays  $100  per  store 

Luxo  gives  the  chain  one  case  for  $33,000 
each  case  bought 


chains  had  in  mind.  To  cope  with  an 
avalanche  of  new  products,  each  of 
which  is  expensive  to  handle  and  stock, 
retailers  began  imposing  fees  called  slot- 
ting allowances.  At  first,  they  simply 
hoped  to  recoup  some  of  their  costs 
and  discourage  frivolous  new  products. 
But  the  eagerness  with  which  many 
large  companies  ponied  up  taught  retail- 
ers a  lesson:  Their  shelf  space  is  valu- 
able real  estate.  So,  producers  say, 
stores  increasingly  are  looking  to  make 
money  not  just  by  selling  products  to 
consui.iers  but  by  renting  shelf  space  to 
manufacturers.  "Grocers  do  have  a  prob- 
lem: There  are  costs  attendant  on  new 
products,"  one  consumer-products  mak- 


er admits.  "But  there's  a  difference  in 
addressing  the  cost  problem  and  making 
it  a  profit  center." 

It's  proving  to  be  an  attractive  differ- 
ence. Almost  all  major  supermarket 
chains  now  are  demanding  that  manu- 
facturers pay  slotting  allowances  and  an 
array  of  other  charges,  according  to  a 
study  by  retail-industry  consultants  Wil- 
lard  Bishop  Consulting  Ltd.  It  can  easily 
cost  $70,000  or  more  in  fees  to  get  a 
truckload's  worth  of  a  new  six-item  line 
into  just  one  50-store  chain.  Multiply 
that  by  the  dozens  of  chains  it  might 
take  to  get  national  distribution,  and  the 
cost  rises  into  the  millions. 
COPYCATS.  Critics  of  the  fee  frenzy  say 
it's  stifling  innovation.  "If  we  had  had 
slotting  allowances  a  few  years  ago, 
we  might  not  have  had  granola, 
herbal  tea,  or  yogurt,"  asserts  Mar- 
tin Friedman,  publisher  of  Gor- 
mayi 's  New  Product  News,  a  newslet- 
ter. But  retailers  point  out  that  the 
number  of  items  stocked  by  a  typical 
supermarket  has  risen  to  26,000  from 
13,000  in  1979.  And  they  say  most  new 
items  aren't  very  original:  The  majority 
are  copycats  or  line  extensions — differ- 
ent flavors  and  sizes  of  existing  prod- 
ucts. As  a  result,  they  typically  cannibal- 


ize sales  of  other  brands,  so  they  railj 
mean  extra  revenue  for  the  grocer,  .k 
9  out  of  10  new  products  fail. 

Until  recently,  manufacturers  enti 
the  retail  trade  into  carrying  the  la 
barbecue  sauce  or  glass  cleaner  b\ 
fering  some  free  goods  for  an  initial 
der.  But  that  didn't  cover  retailers'  n 
for  adding  the  goods  to  inventory,  t 
removing  them  after  they  bombed.  \^ 
most  chains  operating  on  miserly 
margins  of  less  than  1%,  those  expei 
hurt.  Now,  however,  there  are  sloti 
fees  for  every  item,  plus  fees  for  spf 
displays,  product  sampling  in  the  sto 
and  promotions  such  as  ads  in  gnu 
circulars.  Grocers  are  also  demam 
discounts  in  return  for  large  orde)'s 

The  chains  have  been  hitting  es 
lished  brands  with  fees  for  se\': 
years,  and  those  charges  are  now  ri> 
rapidly,  too.  Manufacturers  are  pa\ 
more  and  more  often  to  get  better 


FAILURE  FEE 


The  product  bombs.  The  chain  $2,0C| 
removes  it.  Luxo  pays  a  fee 
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Luxo  gives  a  20%  volume  $6,600 
discount  for  cases  bought 

It  pays  fees  for  ads,  displays,  and  $6,200 
in-store  demonstrations 


plays  and  bigger  promotions.  The;' 
even  "some  talk  of  an  annual  rene'5 
fee"  to  stay  on  the  shelf,  says  B;r 
Shepard,  chief  financial  officer  o 
Scott's  Liquid  Gold  Inc.,  a  furnitun- 
ish  maker.  All  told,  the  various  disci  n 
and  fees  ate  up  447c  of  a  tyjiical  mar 
ing  budget  last  year,  up  from  37 
1984,  according  to  Donnelley  Markei 
FLOP  FEES.  Failure  has  a  new  pric 
the  supermarket,  too.  In  April,  I 
Jones  Co.,  a  wholesaling  unit  of  Su 
Valu  Stores  Inc.  that  supplies  good 
small  food  chains,  announced  that  it 
impose  a  fee  when  it  pulls  a  flop  i 
its  warehouses.  If  a  new  product  doei 
hit  a  minimum  sales  target  within  tle<^ 


MAFv 


overnment 


iths,  Jones  will  yank  it  and  charge 
100  for  the  effort.  Lucky  Stores  Inc. 
Alpha  Beta  Stores  Inc.,  two  Califor- 
chains  owned  by  American  Stores 
,  expect  to  begin  levying  failure  fees 
ti,  says  Robert  Sherrick,  Lucky's 
i-president  for  grocery  buying, 
ome  manufacturers  are  so  eager  to 
on  the  shelf  that  they  volunteer  to 
.  Campbell  Soup  Co.  will  launch  a 
intary  failure  fee  on  Aug.  1.  Since 
5,  Campbell  has  introduced  503  new 
IS — including  notable  successes  such 
Le  Menu  frozen  dinners  and  some 
;ly  mistakes  such  as  Fresh  Chef 
led  salads.  Now,  the  company  is 
ranteeing  that  each  new  item  will 
ieve  certain  sales  after  six  months. 
)lains  Herbert  M.  Baum,  president  of 
npbell  USA:  "It  places  a  greater  bur- 
on  our  people  to  make  sure  products 
well-tested  before  rolling  out." 
he  charges  seemed  to  be  slowing  the 
•ent  of  new  products  last  year.  The 
e  of  introductions  grew  just  3.7%  in 
i,  down  from  a  26%  rate  in  1987.  But 
iches  were  up  nearly  157c  in  the  first 
:  of  this  year,  according  to  Friedman, 
ile  some  small  companies  say  the 
rges  are  a  serious  obstacle,  others 
finding  ways  to  dodge  them.  Meyers, 
example,  started  by  selling  his  new 
'Corn  to  mom-and-pop  stores  and 
ill  chains  that  didn't  ask  for  fees.  The 
corn  outsold  competing  snacks,  and 
ermarkets  began  waiving  or  reduc- 
their  charges. 

E  IS  MONEY.  From  its  base  in  subur- 
.  Boston,  Meyers'  SmartFoods  Inc. 
rolled  out  its  snacks  as  far  as  Wash- 
ton,  D.  C,  and  Ohio,  racking  up  sales 
)15  million  last  year.  In  January,  Pep- 
3  Inc.'s  Frito-Lay  division  bought  the 
ipany  for  $14.5  million, 
imilarly.  My  Own  Meals  Inc.  started 
taking  phone  and  mail  orders  for  its 
^le-serving  children's  meals.  MOM 
d  the  revenues  from  these  sales  to 
D  pay  the  fees  demanded  by  the  big 
eery  chains.  After  just  two  years  in 
iness,  the  Deerfield  (Ill.)-based  com- 
y  has  expanded  into  1,000  stores  in 
states.  Original  Italian  Pasta  Prod- 
3  Co.  refused  one  chain's  demand  for 
,000  per  item  to  stock  its  line  of  11 
ih  pastas  and  sauces  and  went  to 
ipeting  stores  that  had  low  or  no 
3.  The  chain  has  since  offered  to  re- 
e  its  asking  price  to  $3,000. 
till,  the  fees  keep  coming.  Industry 
roes  say  some  supermarket  buyers 
'e  even  begun  charging  hundreds  of 
lars  just  to  listen  to  a  sales  pitch  for  a 
/  item — although  no  one  will  admit  to 
losing  or  paying  such  a  fee.  At  what 
it  do  the  hurdles  to  put  a  new  prod- 
on  the  shelf  get  too  high?  That's  the 
,000  question — or  more,  depending  on 
fees. 

Bi/  Lois  Therrien  in  Chicago 


Commentary/by  Dave  Griffiths 

DEFENSE  SPENDING:  IT'S  TIME  FOR 
A  SHOWDOWN  WITH  THE  BRASS 


Ri' 
i 


|ichard  B.  Cheney  has  spent  just 
four  months  in  one  of  Washing- 
ton's toughest  jobs,  and  already 
he's  on  the  attack.  Ignoring  a  Penta- 
gon credo  of  countering  the  Soviets  at 
all  costs,  the  Defense  Secretary  tried 
to  kill  several  big  programs  in  his  $296 
billion  budget  request  for  1990.  Exactly 
what  will  be  scrapped  remains  a  sub- 
ject of  debates,  such  as  this  summer's 
tussle  over  the  B-2  bomber.  Still,  it's 
obvious  that  the  Defense  chief  has  dis- 
carded the  open-checkbook  policies  of 
his  predecessor,  Caspar  W.  Weinber- 
ger, and  that  he  will  force  the  services 
to  manage  themselves  more  efficiently. 

The  difficulty  of  swinging  the  pendu- 
lum back  is  apparent 
in  the  B-2  debate.  Che- 
ney tried  to  keep  the 
$70  billion  program 
while  killing  the  Ma- 
rine Corps'  V-22  Os- 
prey  tilt-rotor  aircraft 
and  the  Navy's  F-14D 
fighter,  worth  a  total 
of  $51  billion.  The 
House  Armed  Services 
Committee,  mindful  of 
the  effect  on  civilian 
employment,  voted 
against  him.  The  re- 
sult may  be  a  draw. 
Congress  may  partly 
fund  the  Osprey  and 
either  trim  or  delay 
the  B-2  when  it  settles 
the  Defense  budget  in 
the  fall.  But  in  the 
end,  the  1990  budget 
probably  will  remain  skewed  toward 
big  weapons  vs.  the  supplies  and  train- 
ing U.  S.  troops  need  to  fight  large- 
scale  or  brushfire  wars. 
'SERIOUS  SHORTAGES.'  Still,  Cheney  is 
just  starting.  He  has  ordered  a  review 
of  Defense  budget  plans  from  1991 
through  1994.  Some  reform-minded 
Pentagon  officials  hope  he  will  retire 
one  or  two  aircraft  carrier  groups  and 
replace  some  Army  tank  divisions  with 
less  costly  mobile  infantry  divisions. 
Support  for  such  moves,  which  would 
free  money  for  boosting  combat  readi- 
ness, has  been  building.  In  February, 
Richard  A.  Davis,  a  General  Account- 
ing Office  official,  warned  that  some 


CHENEY:  LESS  MONEY  FOR  BIG 
WEAPONS,  MORE  FOR  READINESS 


U.  S.  forces  have  "serious  shortages  of 
highly  technical,  sophisticated  muni- 
tions." He  claims  they  could  exhaust 
their  medical  and  petroleum  supplies  in 
one  major  battle.  Similarly,  some  civil- 
ian Pentagon  officials  worry  that 
Army  air-crew  training  is  falling  to 
what  one  calls  "dangerously  low  lev- 
els." The  likely  result:  sagging  morale 
and  early  retirements.  "If  pilots  don't 
fly,  they  leave,"  one  official  notes. 

The  alternative  is  to  depend  more  on 
the  reserves — an  appealing  option,  on 
paper.  About  half  of  the  Defense  bud- 
get goes  to  maintain  320,000  U.  S. 
troops  in  Europe.  The  cost  of  support- 
ing the  National  Guard  and  reserves, 
which  account  for  357^ 
of  the  3.3  million 
Americans  in  uniform, 
is  much  less.  One  Pen- 
tagon study  suggests 
that  moving  240  Air 
Force  fighters  into  re- 
serve squadrons  could 
save  up  to  $500  million 
a  year,  including  clos- 
ings of  three  bases. 
Military  readiness 
might  even  improve: 
F-16  pilots  in  the  re- 
serves, many  of  whom 
fly  commercially,  need 
only  13  flying  hours  a 
month  to  maintain 
proficiency  vs.  19 
hours  for  active  F-16 
pilots. 

Greater  dependence 
on  reserves  won't 
come  cheap  at  first.  They  would  need 
better  equipment  and  more  spare 
parts,  not  to  mention  more  transport 
planes.  And  resistance  from  the  ser- 
vices would  be  fierce.  They  would  lose 
clout:  Who  has  the  largest  active  force 
often  determines  "the  winners  and  los- 
ers in  budget  fights,"  says  one  civilian 
Defense  official. 

Still,  national  security,  not  turf  wars, 
should  be  what  matters.  Sooner  rather 
than  later.  Congress  will  have  to  fund 
a  leaner  military — one  with  better  bal- 
ance between  fancy  hardware  and  com- 
bat-sharp fighting  units.  If  it  does  the 
job  right,  it  will  shoot  down  the  sacred 
cows.  Maybe  even  the  B-2. 
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HAS  DOW  CHEMICAL  FOUND 
THE  RIGHT  FORMULA? 


It  has  diversified  and  boosted  profits — but  so  far  Wall  Street  isn't  impressed 


POPOFF:  COUNTING  ON  PHARMACEUTICALS  TO  MAKE  EARNINGS  LESS  CTCLICAL 


ow  Chief  Executive  Frank  P.  Po- 
poff  just  can't  seem  to  budge 
Wall  Street.  Since  1986,  when 
Dow  Chemical  Co.  completed  a  major 
overhaul  of  its  chemical  business,  its 
earnings  have  more  than  tripled,  to  $2.4 
billion,  on  a  507'  sales  spurt,  to  $16.7 
billion.  True,  much  of  that  growth  has 
come  from  an  extended  upturn  in  chemi- 
cal prices,  which  are  now  beginning  to 
slide.  But  the  Midland  (Mich.)  company 
has  been  feverishly  streamlining  and  di- 
versifying in  an  effort  to  smooth  out 
earnings.  No  matter.  At  91,  its  stock  still 
trades  at  an  anemic  six  times  earnings. 
"It's  like  there's  never  a  sunny  day," 
says  Director  Willie  D.  Davis,  president 
of  All  Pro  Broadcasting  Inc. 

Popoff,  a  Dow  career  man  who  took 
over  from  Chairman  Paul  F.  Oreffice  in 
1987,  doesn't  seem  overly  concerned. 
"We've  spent  a  hell  of  a  lot  more  time 
worrying  about  the  growth  of  Dow 
Chemical  Co.,"  he  says.  His  latest 
moves:  In  April,  he  struck  a  joint  ven- 
ture with  Eli  Lilly  &  Co.  to  create  a  $1.5 
billion  agricultural  chemicals  company, 
the  world's  fifth-largest.  And  this 
month,  he  proposed  a  linkup  with  drug- 
maker  Marion  Laboratories  Inc.  in  a 


complex  deal  which  ultimately  could  be 
valued  at  $5.5  billion.  Dow  would  fold 
Marion  into  its  Merrell  Dow  Pharmaceu- 
ticals Inc.  unit  to  create  a  $2.3  billion 
subsidiary  with  its  own  publicly  traded 
stock.  Dow's  controlling  interest  would 
give  it  two-thirds  of  the  new  company's 
profits,  and,  like  other  drug  companies, 
the  subsidiary  should  command  a  lofty 
price  multiple  for  its  shares.  Those  fac- 
tors could  provide  a  halo  effect  to  boost 
Dow's  stock. 

But  investors  have  shown  few  signs 
of  abandoning  a  long-held  distrust  of 
Dow.  In  the  early 
1980s,  recession  and 
overcapacity  sent  the 
price  of  chemicals — 
and  Dow's  earnings — 
plummeting.  From  a 
peak  of  $1.4  billion  in 
1979,  Dow's  operating 
profit  skidded  to  a 
trough  of  $287  million 
in  1982.  But  if  Dow 
ever  got  religion,  it 
was  during  the  next 
few  years.  Stunned  by 
the  broad  extent  of  its 
vulnerability,  Dow's 


62  BUSINESS  WEEK/AUGUST  7.  1989 


THE  VOLATILE  MIX 
IN  DOW'S  EARNINGS 


0.5  n  

79  '80  '8]  82  '83  '84  '85  '86  '87 
A  BILLIONS  OF  DOLURS 

DATA:  OOW  CHEMICAUO. 


gospel  became  diversification.  Begii 
in  the  early  1980s,  the  company  sur- 
fully  expanded  into  consumer  goods 
pharmaceuticals. 

The  Richardson-Merrell  drug  bus: 
purchased  in  1980  through  a  $260  nii 
stock  swap,  was  its  first  big  acquis  n 
Next  came  Morton  Thiokol  Inc.'s  T- 
Div.,  adding  products  such  as  Spra 
Wash  stain  remover  and  Fantastik  k  i 
en  cleaner  to  a  fledgling  stable  of  h' 
hold  products  including  Ziploc  i 
Dow  expanded  into  hair-care  produi 
1987,  when  it  outbid  Alberto-Culver 
for  Lamaur  Inc.  It  then  bought  1 
Chemical  Corp.  for  $366  million,  bon 
its  automotive  plastics  business. 
RETROFITTING.  Meanwhile,  Dow  pui 
search  into  overdrive  to  boost  prodii 
of  less  cyclical  specialty  chemicals 
as  epoxy  resin  composites.  It 
stepped  up  licensing  of  others'  pro(i! 
such  as  a  line  of  superabsorbent  ijiy 
mers  used  in  disposable  diapers,  w '. 
generate  $100  million  in  annual  salf 
told,  specialty  chemicals  and  cons, 
goods  now  make  up  27%  of  Dow's 
ating  earnings  and  have  been  a  mo( ' 
stable  growth  compared  with  the 
modify  chemicals  roller  coaster. 

Dow  has  streamlined  its  basic  clu 
cals  business,  too.  From  1983  to  198 
wrote  off  nearly  $700  million  in  as 
and  shaved  13,000  employees.  Dow 
cut  costs.  By  retrofitting  its  ethy' 
plants,  for  example,  Dow  now  use 
greater  variety  of  raw  materials  in  n 
ing  petrochemicals  and  can  better  he 
its  raw  material  purchases,  saving 
much  as  $100  millic 
year.  It  even  founc 
economic  justifica 
for  environmental 
By  cutting  down  oi 
toxic  waste,  it  s£ 
millions  a  year  in 
posal  costs.  Dow's 
turn  on  its  chenr 
assets  is  now  3; 
vs.  Du  Pont's  25 
and  Union  Carbi 
22.4%',  says  Leslie 
vitz  of  Salomon  Br 
ers  Inc. 
That  return  is  s 
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to  fall  as  chemical  prices  recede  in  the 
next  few  years.  Already,  basic  chemicals 
such  as  ethylene  and  benzene  are  slid- 
ing, as  the  slowing  economy  and  strong 
dollar  cut  into  both  U.  S.  and  foreign 
demand.  But  with  sales  of  less  cyclical 
products  now  accounting  for  almost  half 
of  total  sales,  compared  with  37^ J  in 
1982,  Dow  is  much  better  suited  to 
weather  the  storm. 

Popoff  is  well-liked  on  Wall  Street. 
The  54-year-old  native  Bulgarian  distin- 
guished himself  at  Dow  by  steering  the 
company's  European  operations  into  spe- 
cialty chemicals  during  the  early  1980s. 
He's  considered  a  tough  manager,  but 
more  sensitive  to  shareholders  than  his 
hard-nosed  predecessor.  "Oreffice  was 
more  of  an  empire  builder,"  says  one 
institutional  investor.  Yet.  while  the 
Dow-Lilly  joint  venture  gets  rave  re- 
views, the  Marion  Labs  acquisition  may 
be  something  of  a  gamble. 
CRITICAL  MASS.  Analysts  note  that  .Mar- 
ion will  lose  patent  protection  by  1992 
for  its  biggest  seller.  Cardizem,  a  drug 
for  congestive  heart  failure.  Its  only  oth- 
er big  product,  Carafate,  an  ulcer  medi- 
cation, is  already  off  patent.  "They're 
spending  a  lot  of  money  and  not  getting 
much  in  the  way  of  new  products,"  says 
William  R.  Young  of  Drexel  Burnham 
Lambert  Inc.  But  Marion's  strength  is 
its  superior  sales  force.  And  the  deal 
creates  the  critical  mass  Dow  needs  to 
compete  worldwide  in  pharmaceuticals. 

At  the  outset,  the  company  will  have 
two  big  cash  generators.  Marion's  Cardi- 
zem is  headed  for  more  than  S600  million 
in  sales  this  year,  while  Seldane,  Merrell 
Dow's  nonsedating  antihistamine,  should 
bring  in  about  S400  million.  Cardizeni 
will  face  tough  generic  competition 
when  it  comes  off  patent.  But  new  ver- 
sions of  Seldane,  such  as  one  paired  with 
a  decongestant  and  another  for  the  over- 
the-counter  market,  could  double  tht 
product's  sales  in  a  few  years.  That 
should  buy  time  for  a  bevy  of  Merrell 
Dow  drugs  to  clear  regulatory  hurdles. 

Will  Dow's  diversification  and  stream- 
lining shield  the  company's  earnings? 
Yes,  says  Prudential-Bache  Securities 
Inc.  analyst  Leonard  Bogner,  who  pre- 
dicts that  all  of  the  company's  consumer 
and  specialty  chemical  products  will  earn 
as  much  as  S6  a  share  over  the  next  few 
years.  And  even  in  a  severe  downturn, 
which  most  economists  think  is  unlikely, 
basic  chemicals  will  add  an  additional  S3. 
"Two  years  ago,  when  analysts  looked 
at  Dow,  they  didn't  think  peak  earnings 
could  be  $8  to  .$10  a  share,"  he  says. 
"Now  that's  trough  earnings."  Ironical- 
ly, it  may  take  a  downturn  for  Dow  to 
get  its  day  in  the  sun  on  Wall  Street. 

By  David  Woodruff  in  Midland.  Mich., 
with  bureau  reports 


AIRLINESI 


SMALL  PLANES,  TINY  TOWNS, 
BIG  BUCKS 


But  commuter  lines  must  cooperate  with  the  giants  to  thrive 


George  F.  Pickett  Jr.,  president 
and  co-founder  of  Atlantic  South- 
east Airlines  Inc.,  vividly  recalls 
his  airline's  fledgling  days.  He  and  his 
partners,  veterans  of  the  old  Southern 
Ainvays,  had  raised  $260,000  to  start 
their  operation,  which  consisted  of  one 
used  14-seat  plane,  perfect  for  a  79-mile 
hop  between  Atlanta  and  Columbus,  Ga. 
Pickett  had  to  work  daily  shifts  at  Atlan- 
tic Southeast's  lone  gate,  where  creative 
problem-solving  was  a  way  of  life.  "We 
kept  our  pockets  full  of  dimes,"  Pickett 
says,  "so  we  could  use  an  airport  pay 
phone  to  call  the  office." 

Ten  years  later,  Pickett's  is  a  bad- 
news,  good-news  story.  The  bad  news  is 
that  phone  calls  now  cost  a  quarter,  and 
Pickett's  airline — .\SA  for  short — is  hard- 
Iv  a  household  name.  But  those  draw- 


backs are  far  outweighed  by  the  . 
news:  Pickett  doesn't  have  to  : 
around  pay  phones  anymore,  and  i: 
tors  have  turned  .ASA  into  one  oi 
hottest  stocks  in  the  industry. 

Shares  in  ASA  have  doubled,  to 
17,  in  the  past  12  months.  Income  n- 
million  for  the  first  half  of  1989  is 
the  earnings  for  the  same  period  in 
And  Pickett's  ASA  shares  are  \ 
more  than  )?.5  million. 
HARD-WON  RESPECT.  The  success  01 
underscores  the  new  importance  <>: 
commuter  airlines.  True,  after  year 
bankruptcies  and  mergers,  the  nin 
of  regional  and  commuter  lines,  at 
is  well  down  from  its  peak  of  2;' 
1981.  But  the  largest  of  these  sur\ 
independent  carriers,  such  as  asa 
Wisconsin.  Comair.  and  West  Air.  1j 
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i  thie  respect  ana  close  attention  of 
11  Street,  which  is  tantalized  by  the 
nings  and  takeover  possibilities  that 
36  companies  offer.  For  one  thing, 
56  lines  usually  command  the  routes 
small  cities  and  often  have  higher 
-gins  than  bigger  airlines  that  have 
xjmpete  more  for  business, 
nvestors  also  like  the  commuters'  alli- 
es  with  the  large  airlines,  which  in 
im  for  the  steady  stream  of  passen- 
3  the  commuters  feed  them,  offer  \i- 
strategic  support.  WestAir,  based  in 
sno,  Calif.,  was  a  S14  million  puddle- 
iper  in  1984.  That  year,  its  owners 
Ted  a  pact  with  United  Airlines  Inc. 
t  let  WestAir  enjoy  the  advantages  of 
ted's  frequent-flier  program  and  res- 
ation  system.  Since  then,  as  a  United 
)re3S  commuter  line,  WestAir  has 
n  its  sales  grow  tenfold, 
te  success  of  .\Sa's  marketing  alli- 
e  is  even  more  impressive.  Based  in 
lege  Park,  Ga.,  ASA  flies  passengers 
Unseat  turboprops  from  the  crowded 
wrts  at  Dallas  and  Atlanta  to  far  less 
y  places,  like  Meridian,  Miss.,  Valdos- 
Ga.,  Killeen,  Tex.,  and  Lamon,  Okla. 
en  Delta  Air  Lines  Inc.,  which  owtis 
:  of  ASA,  has  passengers  headed  for 
se  towns,  it  books  them  on  connect- 
ASA  flights. 

iecause  asa's  fleet  of  fuel-efficient 
oes  stays  busy  filing  high-pajing 


business  travelers  as  well  as  militan,- 
personnel,  the  carrier  has  some  of  the 
highest  margins  in  the  industry-.  Never- 
theless, before  1989,  .a.Sa's  profits  had 
pretty  much  stalled  because  of  heavv' 
investment  in  building  hubs  in  Memphis 
and  Dallas. 

Then  came  the  strike  at  Eastern  Air 
Lines  Inc.,  Delta's  main  rival  in  Atlanta. 
With  Eastern  operating  fewer  than  30% 
of  its  prestrike  flights,  Atlanta-bound 
passengers  flocked  to  Delta,  and,  by  ex- 
tension, to  .-s-Sa.  The  result  was  stupen- 
dous gro-.nh  for  the  small  airline. 
BIG  BROTHER.  Of  course,  if  commuter 
lines  like  asa  can  boost  sales  by  riding 
piggj'back  on  the  big  carriers,  they  are 
also  hostage  to  their  big  brothers'  for- 
tunes. Metro  Airlines  Inc.,  the  commuter 
line  that  works  as  Eastern's  partner  in 
Atlanta  and  vies  with  .asa  for  customers, 
has  lost  so  many  customers  because  of 
the  strike  that  it  has  cut  back  on  its 
area  flights.  Brian  K.  Miller,  Metro's 
treasurer,  acknowledges  that  the  East- 
em  strike  has  had  a  "disastrous"  effect 
on  Metro.  For  its  fiscal  year  ending  in 
April,  Metro  reported  a  loss,  before  an 
accounting  change,  of  Sll  million  on 
sales  of  S147  million.  Fortunately  for 
Metro,  it  has  a  thriving  business  serving 
as  a  feeder  for  American  Airlines  Inc.  in 
Dallas. 

One  unfortunate  lesson  the  commuter 
lines  have  learned  is  that  when  big 
brother  wants  something,  he's  likely  to 
get  it.  For  example.  Air  Wisconsin,  one 
of  the  biggest  commuter  airlines,  oper- 
-:es  as  a  United  Express  carrier  like 

'estAir.  For  years.  Air  Wisconsin  prof- 
.-^bly  flew  its  small  planes  between  Chi- 
cago's O'Hare  International  Airport  and 
Milwaukee.  But  late  last  year,  United 
decided  it  would  fly  its  own  jets  to  Mil- 
waukee to  compete  with  such  newcom- 
ers as  Northwest  Airlines  Inc.  and 
American  on  that  route. 

The  move  hurt  Air  Wisconsin  so  much 
:nat,  after  some  negotiations  with  Unit- 
ed, it  simply  abandoned  the'  market. 
-;ays  William  H.  Geenen,  treasurer  for 
parent  Air  Wis  Services  Inc.:  "We  didn't 
especially  want  to  compete  for  the  left- 
overs.'' Air  Wisconsin  has  also  ceded  its 
Chicago-Madison  route  to  United.  Now, 
■icause  of  the  pullouts  and  because  Air 
'■'isconsin  can't  expand  at  crowded 

Hare,  earnings  are  expected  to  drop 
--.-arply  from  1988. 

United  could  avoid  competing  with  its 
commuter  lines  simply  by  bu\ing  them, 
out  it  faces  a  hurdle:  It  would  have  to 
eliminate  a  clause  in  its  pilots'  contract 
that  would  sharply  increase  the  wages 
of  those  flying  for  any  small  carrier 
United  acquires.  If  United  somehow 
manages  to  have  this  clause  dropped, 
analysts  expect  it  to  invest  in  its  com- 
muter partners.  After  all,  Delta  has 
stakes  in  aS.a..  Comair.  and  SkyWest, 


and  iasi  year,  American  purcnasea  tfiree 
of  its  commuter  partners  outright. 
"United  can't  afford  to  let  American  get 
too  far  ahead,"  warns  John  G.  Larkin, 
an  analyst  at  Alex.  Brown  &  Sons  Inc. 

Even  without  bids  by  United,  other 
mergers  could  come  off.  "There's  a  nat- 
ural tendency  in  the  industn.^  to  move 
closer,"  says  Maurice  J.  Gallagher,  presi- 
dent of  WestAir.  "You'll  see  continuing 
consolidation."  This  spring,  Metro 
bought  Brockway  Air  Inc.,  another  com- 
muter airline,  and  agreed  to  feed  into 
V>VA  in  the  Northeast.  Air  Wisconsin, 
prized  for  its  gates  at  O'Hare,  and  Air 
Midwest  Inc.,  a  commuter  line  iri  Wichi- 
ta, Kan.,  have  both  received  takeover 
offers  in  the  past  eighteen  months. 
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As  for  .A.SA,  it's  probably  safe  from 
any  hostile  takeover.  Together,  Delta 
and  ASA  insiders  own  about  a  third  of 
the  stock.  Of  course,  Delta  may  one  day 
decide  to  give  aSa  a  bear  hug  and  buy 
the  whole  airline.  But  for  now,  there's 
little  evidence  that  Delta  wants  to 
change  so  lucrative  an  arrangeraenL 

^Tiat  .i_SA  still  has  to  worn.-  a'bout  is 
Eastern  Air  Lines,  w-hich  is  planning  a 
comeback  on  asa's  Southeastern  turf.  A 
low-fare  strategy-  by  Elastem  could  help 
Eastern's  ally,  Metro,  win  back  the  bar- 
gain hunters  it  lost  to  aS.\. 
NICE  PROBLEM.  There  is  also  a  chance 
that  ASA  ;rriay  overreach  by  trjing  to 
build  a  business  in  long-haul  markets 
serv-ed  by  the  jets  of  the  big  airlines. 
.iSA's  managers  concede  that  earlier  this 
year  they  considered  bujing  small,  lOO-  | 
seat  jet  aircraft  to  tap  markets  given  up  ! 
by  Eastern.  "I  have  a  problem  with  com-  \ 
muter  lines  going  into  jets,"  says  aSa  co- 
founder  Robert  L.  Priddy,  now-  president 
of  Air  Midwest  Inc.  'Tou  don't  want  to 
compete  with  the  majors."  he  adds,  "you 
want  to  complement  them." 

asa's  problem  is  swiptomatic  of  the 
best  commuter  lines,  w-hich  have  to  fig- 
ure out  how  to  capitalize  on  their  suc- 
cess. After  sur\i\ing  the  turmoil  of  de- 
regulation, that's  a  nice  problem  to  have. 

By  Scott  Ticer  in  College  Park,  Go... 
with  Jarn.es  E.  Ellis  in  Chicago  and  bureau 
reporf^s 
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HORSE  RACING  I 


'rOR  ALL  ITS  WINNERS, 
DEL  RAYO  STABLES 
NEVER  MADE  A  PROFIT 


GENE  KLEIN  QUITS  THE 
TRACK— $26  MILLION  LATER 


Why  the  Thoroughbred  owner  is  seUing  out  while  he's  on  top 


Like  any  dealmaker,  Eugene  V. 
Klein  has  won  a  few  and  lost  a  few. 
His  biggest  miss  came  in  1964, 
when  he  turned  down  an  offer  to  buy 
the  U.  S.  publishing  rights  to  the  songs 
of  an  up-and-coming  group  called  the 
Beatles.  He  also  dropped  $31  million 
when  Minnie  Pearl's  fried-chicken  chain 
bombed  in  1971. 

Still,  Gene  Klein  has  a  bit  of  the  magic 
touch.  After  starting  his  business  career 
selling  encyclopedias  door-to-door  during 
the  Depression,  and  later,  used  cars, 
Klein  made  millions  importing  Volvos. 
He  turned  a  third-rate  theater  chain  into 
the  powerful  National  General  Corp.,  an 
entertainment  and  publishing  conglom- 
erate. And  he  made  $50  million  selling 
the  San  Diego  Chargers  of  the  National 
Football  League  in  1984,  a  fivefold  in- 
crease in  his  investment. 
OVERNIGHT  SUCCESS.  Since  then,  Klein 
has  been  investing  in  superstars  with 
four  legs.  Spending  millions  to  snap  up 
some  of  the  fastest  one-  and  two-year- 
old  Thoroughbreds,  he  became  the  coun- 
try's most  successful  owner  virtually 
overnight.  In  his  second  year  in  the  busi- 
ness, he  came  up  with  a  Preakness  win- 
ner; in  his  fifth,  a  Kentucky  Derby  win- 
ner. In  six  years,  his  horses  won  $25.8 
million,  leaving  old-hne  slables  such  as 


Claiborne  Farms  in  the  dust.  Now,  Gene 
Klein  wants  out.  In  June,  he  announced 
he  will  sell  his  entire  140-horse  stable 
this  fall  and  go  traveling. 

Horse  racing's  rumor  mill  churns  with 
speculation  on  why  Klein,  68,  wants  to 
quit  so  soon  after  reaching  the  pinnacle. 
One  thing  is  sure:  For  all  its  big  win- 
ners, his  Del  Rayo  Stables  has  never 
made  a  profit.  "Gene  Klein  worked  aw- 
fully hard  just  to  lose  money,"  says  Ed- 
ward L.  Bowen,  editor-in-chief  of  the 
trade  magazine  The  Blood-Horse.  "For  a 
guy  like  him,  that  can't  be  much  fun." 

Klein,  who  calls  Winning  Colors'  1988 
Kentucky  Derby  victory  "my  greatest 
moment  in  sports,"  might  debate  that 
point.  But  even  he  admits  that,  despite 
winning  more  than  350  major-stakes 
races  since  1984,  his  racing  operations 
have  always  operated  in  the  red.  The 
problem  is  patience — or  the  lack  of  it. 


Klein  had  some  failures  in  his 
stable:  Devils  River,  a  son  of 

Seattle  Slew,  cost  him 
$1  million — only  to  go  lame 


Virtually  no  one  makes  money  simpl 
racing  horses.  It  costs  $15,000  a 
just  to  house  and  feed  the  average 
oughbred,  not  to  mention  $5,000  per 
to  fly  the  horse  from  track  to  track, 
net  income,  if  any,  comes  after  jh 
horse's  three-  to  five-year  racing  cale 
is  over.  If  its  track  record  and  bloodl^ 
are  good,  stud  fees  or  the  sale  of  fiu! 
produces  the  profits — perhaps  injl' 
years.  But  Klein  admits  that  he  doeji' 
have  the  time  needed  for  this  end  of^ 
business.  , 

Instead  of  building  his  stable  slc'l; 
through  breeding.  Klein  spent  hea% 
even  by  the  standards  of  the  horse  ei 
He  coughed  up  $20  million  to  buy  a  K 
acre  spread  in  Del  Mar,  Calif.,  andt 
build  a  state-of-the-art  training  faci^ 
And  he  became  partner  with  D.  Waiti< 
Lukas,  a  top-flight  horse  trainer  kn*] 
for  his  ability  to  spot  a  young  winni- 
and  for  his  penchant  to  pay  steepljtt/ 
get  it.  Together,  Lukas  and  Klein  s^ 
nearly  $50  million  buying  Thoroi^ 
breds.  Before  long,  Del  Rayo  stafei 
more  than  200  horses,  many  of  tl&i 
yearlings,  which  eat  a  lot  but  don't  rite 
There  were  some  failures,  too,  sucle 
Devils  River,  a  son  of  Seattle  Sir 
which  cost  Klein  $1  million — only  tcgi 
lame.  Eventually,  Klein  sold  some  hfs 
es,  syndicated  the  rights  to  others,  !&< 
last  year  stopped  buying  new  horsesal 
together.  "It  was  time  to  reassess  wlri 
I  was  going,"  he  admits. 
FREE  REIN.  Where  he's  going  now,}i( 
says,  is  around  the  world  on  a  leisufl; 
trip.  He  hopes  to  take  his  three  gnjid 
children  along  in  his  private  jet.  tf! 
turn  a  nifty  profit  if  he  can  sell  his  hjs 
es  for  more  than  $40  million,  a  figiri 
not  unlikely,  considering  that  the  st;|il( 
includes  Winning  Colors  and  the  ]p( 
Horse  of  the  Year,  Lady's  Secret.  0|i 
Mind,  which  cost  $150,000  and  then  vih 
on  to  win  the  equivalent  of  the  filjjs 
triple  crown  this  year,  could  fetchl! 
million  by  herself. 

By  getting  out,  says  Klein,  he  s^e; 
himself  the  wear  and  tear  of  jetu^ 
around  the  country  to  be  in  the  winnf'j 
circle  at  Belmont,  Gulf  stream  ParkDi 
somewhere  else.  There  are  easier  wy. 
to  make  money,  such  as  selling  tht8t 
homes  he's  building  near  his  Del  X-. 
stable.  Most  are  gone,  some  for  up  ti$l 
million  apiece. 

"I  think  I've  earned  a  rest,"  he 
Will  he  be  back?  "Maybe  in  a  yeaib: 
two,"  he  thinks.  The  man  who  losfc 
golden  payday  with  the  Beatles  kn# 
what  it's  like  to  miss  out  on  a  win 
But  you  can  bet  he  won't  be  back  un 
he  can  find  a  way  to  make  victorie; 
the  track  pay  his  bills. 

By  Ronald  Grover  in  Del  Mar,  C 
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SPORTS  Bua 


ONE  LEADER 
SALirrES 

ANOTHER 


For  the  past  thirteen  years, 
Business  Week  has  recognized 
outstanding  leadership  in  the 
truck  industry  by  conferring 
the  National  Truck  Dealer  of 
the  Year  Award.  We  do  this  in 
association  with  the  American 
Truck  Dealers.  This  year  we 
ore  honoring  Lesslie  W.  (Bud) 
Lee,  Q  Ford  and  International 
Dealer  in  Chottanoogo, 
Tennessee. 


Mr.  Lee  was  selected  by  a 
panel  of  judges  from  the 
Columbia  University  Graduate 
School  of  Business  in 
recognition  of  his  leadership 
and  innovation  in  the  industry 
ond  his  exemplary  community 
service  record.  Business  Week 
proudly  salutes  Mr.  Lesslie  W. 
Lee,  the  1989  National  Truck 
Dealer  of  the  Year. 


Business^Mfeek^^ 
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SOFTWARE  I 


SUDDENLY,  SOFTWARE  HOUSES 
HAVE  A  BIG  BLUE  BUDDY 


As  its  computer  sales  lag,  IBM  is  investing  in  applications 


When  R.  Douglas  Kahn,  presi- 
dent of  Interactive  Images 
Inc.,  told  his  board  that  he 
planned  to  forge  a  relationship  with  IBM, 
his  directors  told  him  he  was  crazy. 
"They  said,  'Don't  waste  your  time. 
You'll  spend  three  to  four  years  thinking 
you've  got  something  going,  and  you 
won't' ,"  Kahn  recalls.  But  he  persisted, 
eager  to  get  a  preview  of  IBM's  product- 
development  plans,  and  soon  Big  Blue 
and  Interactive  were  partners.  That  was 
last  year.  This  spring,  IBM  took  a 
stake  in  Interactive  and  signed  exclusive 
marketing  rights  for  a  version  of  its 
graphics  software.  "It  was  spectacularly 
fast,"  Kahn  says.  "We  are  evidence  that 
there  is  a  new  process  for  working  with 
IBM." 

There's  lots  of  other  evidence,  too.  Un- 
til the  mid-1980s,  about  the  closest  IBM 
came  to  making  allies  in  software  was  to 
publicize  lists  of  programs  that  worked 
with  its  machines.  But  Big  Blue  began 
to  lose  market  share  in  everything  ex- 
cept mainframes,  and  soon  it  became 
clear  that  lists  weren't  enough:  It  need- 
ed better  software  to  help  it  sell  comput- 
ers. So  it  came  up  with  a  new  plan.  In 
less  than  18  months,  investment  bankers 
say,  IBM  has  taken  about  $100  million  in 
equity  positions  in  nearly  a  dozen  U.  S. 
software  developers,  and  has  forged 
marketing  partnerships  with  hundreds 
of  others.  IBM  is  trying  to  "focus  on  solu- 
tions re(juired  by  our  customers,"  says 
Angelo  V.  Lucente,  IBM's  general  man- 
ager of  business  partnerships.  "In  so  do- 
ing, we  place  more  of  a  focus  on  how  we 
deal  with  third  parties." 
INSIDE  EDGE.  The  numbers  show  why 
that's  important.  As  computers  become 
commodity  products,  IBM  will  rely  more 
on  software  sales  to  keep  its  margins 
from  slipping.  Analysts  estimate  that  by 
1998  half  of  comput^■r  industry  reveiuies 
will  come  from  software  and  services, 
up  from  about  337'  im  1981.  But  in  this 
year's  second  quarter-,  IBM's  software 
revenues  grew  only  6:/.'  ' ,  down  from  in- 
creases of  157'  to  357"  in  the  recent  past. 
IBM  plans  to  turbocharge  its  growth  with 
a  blueprint  called  Systems  Application 
Architecture,  an  evolving  set  of  strictly 
defined  rules  for  connections  between 


programs  and  computers  that  should 
make  it  easier  for  corporate  customers 
to  create  networks  comprising  every- 
thing from  personal  computers  to  main- 
frames. But  to  make  SAA  popular,  IBM 
needs  to  get  lots  of  software  written  for 
it  fast — before  connectivity  schemes 
from  competitors  catch  on. 

IB.M  won't  invest  in  every  software 
company  looking  for  a  few  bucks,  but  it 
offers  a  surprising  range  of 
help.  There  are  loans  of  up  to 
$50,000  for  startup  costs.  IBM 
salespeople  are  compensated 
for  selling  a  number  of  outside 
software  products.  IBM  is 
starting  to  give  software  de- 
velopers proprietary  technical 
details  well  before  a  new  prod- 
uct is  shipped.  And  it  will  help 
put  on  joint  seminars.  Recent- 
ly, for  instance,  it  worked  with 
Walker  Interactive  Systems, 
which  develops  financial  soft- 
ware, and  Tesseract  Corp., 
which  makes  software  for  hu- 
man-resources departments,  to 
hold  sales  meetings  in  13  IBM 
facilities  across  the  U.  S.  Some 
3,000  IBM  customers  showed 
up.  "It  would  have  taken  me 
millions  of  marketing  dollars 
to  reach  them,"  says  Deborah 
A.  Johnston,  senior  vice-presi- 
dent at  Walker.  Since  the  tour 
ended  in  June,  she  adds.  Walk- 
er has  made  $2  million  worth 
of  sales  and  has  an  additional 
$10  million  pending.  And  that 
software  will  be  used  mostly 
on  IBM  machines. 

To  produce  such  results,  IBM 
has  made  big  changes  in  its 
bureaucracy.  In  1988,  it  created  a  group 
to  bring  to  market  applications  soft- 
ware— word  processing  programs  and 
the  like.  Now,  even  IBM  vice-presidents 
sometimes  personally  recruit  the  tiniest 
software  companies.  IBM  even  created  a 
key  job  in  each  of  its  branches,  called 
Complementary  Resource  Marketing 
Manager.  Hundreds  of  these  people 
match  up  the  software  "business  part- 
ners" with  IBM  customers — and  keep  ev- 
eryone happy. 


Just  this  month,  moreover,  IBM  nui 
responsibility  for  business  partners  I 
into  the  company's  Market  Operati 
Group,  the  same  unit  that  runs  it- 
rect-sales  force.  That  was  a  further 
nal  for  salespeople  that  they  are  exp 
ed  to  push  outside  products.  This 
IBM  is  planning  to  announce  a  more 
malized  program  for  developing  relat 
ships  with  software  companies.  Bee:i- 


SARNA  OF  IBS:  IMAGING  IS  "A  REVOLUTION  WAITING  )  t 
AND  IBM  WANTS  TO  GET  IN  ON  THE  GROUND  FLOOR 


of  the  deals  it  has  done  so  far,  "IBM 
people  on  board  that  know  how  to  i 
gate  the  hurdles,"  says  David  Sa 
president  of  Image  Business  Sysi 
Corp.,  a  Manhattan-based  product  i 
software  that  turns  data  into  inia 
IBM  took  a  $6  million  stake  in  his  coi 
ny  in  June. 

For  IBM,  such  changes  are  a  matti 
necessity.  Competition  from  compa  • 
such  as  Digital  Equipment  Corp. 
only  makes  it  harder  for  Big  Bhi. 
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w,  but  to  attract  companies  that  will 
centrate  on  producing  software  for 

machines.  "Independent  software 
ipanies,  if  they  wanted  to  survive, 
,'e]  had  to  build  software  for  IBM 
dware,"  says  Bernie  Goldstein,  a 
tner  at  investment  banker  Broadview 
ociates  in  Fort  Lee,  N.  J.,  which  spe- 
izes  in  software  deals.  "But  IBM  has 

that  dominance."  Unless  IBM  caters 
oftware  companies,  he  adds,  they  are 
likely  to  write  programs  for  IBM's 
ipetitors  as  for  Big  Blue. 
TURE  CLASH.  IBM  wouldn't  need  to  do 
;his  courting  if  it  could  turn  out  suc- 
;ful  programs  on  its  own.  But  it 
't.  Since  its  1969  move  to  sell  soft- 
■e  separately  instead  of  in  a  "bundle" 
1  services  and  hardware,  IBM  has 
it  billions  of  dollars  developing  appli- 
ons  programs,  and  few  have  sold 
1.  "Tell  me  the  last  time  a  successful 
lication  came  from  IBM  directly," 
5  consultant  Sam  0.  Albert,  a  former 

software  executive.  He  notes  that 


TAKING  A  STAKE  IN 
TREPRENEURIAL  AMERICA 

me  recent  IBM  investments  in  software  developers 


IBM's  Investment* 

isiness                        Percent  of  Business 

Dote 
announced 

TASK  GROUP  INC. 

igrotion 

$21.0 
15.3% 

May 

MAMAGEMENT  SYSTEMS  INC.  $18.0 
software  10.0% 

July 

i;e  images  inc. 

er  interfaces 

$15.0** 
10.0% 

May 

ENT  SCIENCE  AMERICA  INC. 

joftvifore 

$10.1 
5.0% 

July 

:  COMPUTER  SYSTEMS  INC. 

etafion  systems 

$10.0 
8.3% 

Apr. 
1988 

INESS  SYSTEMS  CORP. 

ducts 

$6.0 
under  25.0% 

June 

:oRP. 

ig  tools 

$5.0** 
40.0% 

Oct. 
1988 

ORP. 

^are 

$5.0** 
under  20.0% 

Mar. 

development 

$4.3 
NA 

June 

ollars  **Estimate 

NA  =  Not  Available 

alayWrite,  a  word  processing  pro- 
m  for  PCs,  is  one  exception, 
ne  common  wisdom  in  the  computer 
istry  is  that  IBM  needs  outside  help 
iuse  of  the  inability  of  its  program- 
's to  stay  in  touch  with  the  market, 
•cover,  some  programmers  tend  to  be 
off  by  IBM's  straitlaced  culture.  "A 
bureaucratic  place  is  not  the  best 
■e  to  develop  software,"  says  John 
:heimer,  an  analyst  at  Broadview, 
e  best  software  is  still  created  bv 


By  1993,  analysts  say, 
half  of  all  industry  revenues 
will  come  from  software 
and  services 


small  teams  of  highly  motivated  people." 
Nor  is  IBM  the  most  lucrative  place  for 
programmers  to  land.  A  successful  soft- 
ware package  can  make  its  inventors  a 
personal  fortune  but  not  if  they  work 
for  a  large  company.  Beyond  that,  it's 
hard  for  IBM,  or  any  big  company,  to 
make  the  wide  variety  of  specialized  pro- 
grams that  customers  want.  Usually, 
smaller  companies  can  develop  the  focus 
to  produce  for  these  niches. 

"The  other,  more  critical  motivation  be- 
hind IBM's  efforts  to  woo  software  part- 
ners is  SAA.  IBM's  $18  million  stake  in 
American  Management  Systems  Inc. 
and  its  $10.1  million  investment  in 
Management  Science  America 
Inc.,  both  developers  of  main- 
frame software,  ensure  that  they 
will  develop  for  SAA.  "I  can't  tell 
you  how  much  it  has  meant,"  says 
John  P.  Imlay,  MSA's  chairman. 
"Just  the  ability  to  show  a  client 
that  IBM  supports  us"  boosts 
sales,  he  says.  IBM  went  even  fur- 
ther with  AMS,  giving  it  a  five-year 
contract  to  do  development  work 
on  SAA  software.  IBM  hopes  that  if 
these  two  companies  prosper  be- 
cause of  their  ties  to  SAA,  others 
will  begin  their  own  SAA  develop- 
ment programs. 

VALLEY  CAMPAIGN.  Though  Imlay 
disagrees,  analysts  think  IBM  took 
its  stake  in  MSA  partly  to  scare 
away  hostile  suitors  such  as  Com- 
puter Associates  Inc.,  an  IBM  soft- 
ware competitor  that  last  year 
tried  to  buy  MSA. 

IBM  has  also  used  its  equity 
stakes  to  reach  into  new  and  po- 
tentially lucrative  areas  of  the  in- 
dustry. These  include  its  $18  mil- 
lion investment  in  Computer  Task 
Group  Inc.,  which  builds  custom 
computer  systems  for  clients  us- 
ing IBM  hardware,  and  its  stake  in 
IBS.  "Most  people  view  imaging  as 
a  revolution  about  to  happen,"  says  IBS 
President  Sarna.  "IBM  wants  to  back  the 
right  horse."  IBM's  investments  in  Meta- 
phor Computer  Systems  and  in  Interac- 
tive Images,  whose  graphics  programs 
make  it  easier  to  extract  information 
from  mainframe  data  bases,  also  give  it 
a  boost  in  a  technology  in  which  it  lags 
badly.  IBM's  money,  of  course,  doesn't 
come  free.  The  company  often  takes  a 
seat  on  the  board,  sometimes  just  as  an 
observer.  That  lets  it  apply  pressure  to 


make  sure  that  the  smaller  company 
writes  more  software  for  IBM  than  any- 
one else.  "If  you  have  a  close  relation- 
ship with  IBM,  it  means  you're  not  going 
to  have  it  with  other  vendors,"  says  IBS' 
Sarna.  DEC  makes  light  of  Big  Blue's 
strategy.  "IBM  needs  to  ask  themselves 
what  they're  doing  with  a  5%  stake  in 
anybody,"  says  Michael  S.  Mancuso,  a 
DEC  group  marketing  manager  with  re- 
sponsibility for  outside  software  devel- 
opers. "I  don't  believe  in  equity  stakes." 
Still,  DEC  is  worried  enough  that  this 
year  it  began  its  own  program  for  inde- 
pendent software  developers  that  some- 
times gives  outside  companies  access  to 
DEC  technical  labs  and  marketing  help. 

Despite  IBM's  new  aggressiveness,  its 
software  relationships  are  far  from  per- 
fect. Developers  say  they  sometimes  still 
have  to  fight  the  giant's  bureaucracy. 
"It's  very  easy  for  IBM  to  smother  us 
with  love,"  says  IBS'  Sarna.  IBM  staffers 
show  up  so  often  that  "we  could  spend 
the  rest  of  our  lives  trying  to  educate 
IBM  on  imaging."  And  it's  sometimes  dif- 
ficult to  get  decisions  made,  says  David 
E.  Liddle,  chairman  of  Metaphor.  He 
says  it  isn't  unusual  to  talk  to  50  to  100 
IBM  people  before  a  decision  is  final. 
■SENSE  OF  RENEWAL.'  Beyond  that, 
there's  always  the  suspicion  that  IBM  is 
playing  nice  only  until  it  gets  its  own 
products  ready.  "That's  something  we 
all  have  to  worry  about,"  says  William 
R.  Leckonby,  president  of  Tesseract. 
John  Whitehead,  president  of  TDS 
Healthcare  Systems  in  Atlanta,  says  IBM 
has  avoided  a  deal  with  him  because  the 
two  both  sell  mainframe  software  to 
hospitals.  "We've  made  them  a  lot  of 
money,"  says  Whitehead,  who  notes  that 
every  buyer  of  his  software  needs  an 
IBM  mainframe  to  run  it.  And  yet  he 
can't  get  on  the  software  gravy  train. 
"We'd  be  foolish  not  to  consider  opening 
ourselves  up  to  other  [computer  makers] 
down  the  road,"  he  declares.  IBM's  Lu- 
cente  says  Big  Blue  will  do  partnerships 
with  companies  that  compete  with  it. 
But  it  may  never  do  that  with  the  big 
players  in  at  least  one  market  area: 
mainframe  data  bases,  where  IBM's  DB2 
software  is  a  crucial  element  in  the  de- 
sign of  SAA. 

Still,  IBM's  investments  are  the  tonic  a 
lot  of  software  companies  need.  And 
that  IBM  needs,  too,  says  Jeffrey  M. 
Wales,  chairman  of  Polygen  Corp.,  a  sci- 
entific software  company  in  which  IBM 
has  invested.  "There's  a  genuine  sense 
of  trying  to  rebuild  itself,"  says  Wales. 
"The  people  in  the  marketing  areas  and 
in  the  product  development  areas  have  a 
sense  of  renewal."  It's  that  spark  that 
may  make  IBM  a  software  company 
yet — and  make  its  outside  partners  rich 
along  the  way. 

By  Deidre  A.  D>  !,/:/■.  ivith  Susan  M.  Gel- 
fond  and  John  \V.  Veritij  in  Neu-  York 
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"Of  course  computer  costs  are  part 
of  doing  business.  But  look  what  theyl 
doing  to  our  bottom  line!' 


Every  year  your  company  depends 
more  on  its  computer  system.  And 
every  year  computer  costs  get 
harder  to  control. 

Hewlett-Packard  has  a  better  way. 


HP  can  help  you  minimize  your 
computer  costs  with  a  line  of  high- 
performance  computer  systems. 
Systems  that  cost  less  because 
they  have  simpler  designs,  with 
fewer  instructions  and  fewer  com- 
ponents. Systems  that  are  more 
reliable  and  less  costly  to  maintain. 

This  small  economic  mii-acle  is  due 
to  HP's  Precision  Architecture. 


<eiiWI)Hi-wli-tt  Ru  kanircnipany  I.S()2915 


With  Precision  Architecture,  HP 
has  built  the  industry's  broadest 
line  of  RISC-based  computers. 
Computers  which  offer  compati- 
bility you  can  build  on  well  into 
the  future. 

We've  already  demonstrated  that 
to  current  HP  users.  They  enjoy 
excellent  compatibility  between 


HP  Precision  Architecture  and 
their  existing  HP  systems.  As  well 
as  the  backing  of  HP's  legendary 
service  and  support  programs. 

If  you'd  like  to  find  out  what  our 
RISC-based  computers  can  do  for 
your  business  and  your  bottom 
line,  pass  along  this  number  to  your 
information  systems  manager: 
1-800-752-0900,  Ext.  603E. 
We'll  send  an  independent  consul- 


tant's report  fi-om  the  Aberdeen 
Group,  "The  Executive  Guide  to 
Buying  Computing  Systems". 

There  is  a  better  way. 

¥Ab%  HEWLETT 
mLUM  PACKARD 
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ABOUT  TIME:  A  PILL  THAT  REWINDS 
THE  BODY'S  CLOCK 


Catching  the  red- 
eye from  the 
Coast  leaves  you 
zoned  out.  Your 
body  is  in  L.  A.,  but 
your  business  is  in 
New  York.  So  what 
do  you  do?  Take  a 
melatonin  pill.  Sci- 
entists believe  that 
melatonin,  a  hor- 
mone secreted  by 
the  brain's  pineal 
gland,  helps  regu- 
late the  body's  internal  clock.  A  dose  seems  to  reset  that  clock. 

So  far,  researchers  in  the  U.  S.  and  Europe  have  tested 
about  two  dozen  subjects.  The  patients  showed  reduced  symp- 
toms of  jet  lag — and  no  side  effects,  says  Dr.  Russel  J.  Reiter, 
professor  of  neuroendocrinology  at  the  University  of  Texas 
Health  Sciences  Center  in  San  Antonio,  which  ran  some  of  the 
tests.  He  adds  that  melatonin  is  inexpensive  and  readily  avail- 
able, the  byproduct  of  some  coffee  decaffeination  methods. 

High-flying  executives  won't  be  the  only  ones  to  benefit 
from  the  jet-lag  pills:  Night-shift  factory  workers  and  earth- 
orbiting  astronauts  might  take  them  to  cope  with  their  unusu- 
al schedules.  And  just  when  will  the  relief  be  ready?  Reiter 
says  that  a  half-dozen  pharmaceutical  companies  are  eyeing 
the  pills  and  predicts  that  at  least  one  will  begin  the  approval 
process  with  the  Food  &  Drug  Administration  next  year. 


SUPERSMALL  LASERS  MAY  BE 

THE  KEY  TO  SUPERSMART  COMPUTERS 


Buck  Rogers  would  have  trouble  seeing  this  laser,  let  alone 
using  it  to  vaporize  an  unfriendly  alien.  Unveiled  on  July 
19  by  scientists  at  Bellcore  and  AT&T  Bell  Laboratories,  it's  the 
smallest  laser  ever  made — ^just  one-tenth  the  thickness  of  a 
human  hair.  Unlike  current  microscopic  lasers,  which  shine 
light  through  the  edge  of  an  integrated-circuit  chip,  this  one 
shines  light  upward  from  a  chip's  surface.  Researchers  have 
already  been  able  to  pack  2  million  of  these  "surface-mounted" 
lasers  into  an  area  the  size  of  a  fingernail,  100  times  more 
than  previously  possible. 

Telephone  companies  now  use  tiny  lasers  to  transmit  conver- 
sations along  strands  of  glass.  The  new  laser,  though,  may  be 
a  building  block  of  tomorrow's  superfast,  supersmart  comput- 
ers. AT&T  is  working  on  "optical"  computers  that  rely  on  laser 
switches  rather  than  traditional  electronic  switches  for  speedi- 
er calculations.  And  researchers  at  Bellcore  plan  to  use  sur- 
face-mounted lasers  in  a  "neural-network"  chip  that  mimics 
the  structure — and  thought  processes — of  the  brain. 


QUIET  ON  THE  TRADING  FLOOR— 
AND  ACCURACY,  TOO 


Trading — whether  it's  securities,  commodities,  or  foreign 
exchange — is  usually  contained  chaos.  Traders  yell  across 
the  room,  wave  their  hands,  and  scribble  bids  on  scraps  of 
paper.  At  the  end  of  the  day,  trades  are  verified  and  recorded 
in  back-office  computing  systems.  But  those  traditional  meth- 


ods of  recording  are  typically  only  75%  to  90%'  accur 

Verbex  Voice  Systems  Inc.  may  be  able  to  replace  somh 
the  chaos  with  more  accuracy.  The  Verbex  Voice  Trader  tli 
by  the  Edison  (N.  J.)  company  enables  traders  to  place  by 
sell  orders,  enter  trading  data,  make  inquiries  from  data  b;e 
in  real  time,  or  even  execute  trades  using  natural  con''  > 
tion.  Speaking  into  a  telephone  handset  connected  to  i 
computer  terminal,  traders  can  enter  a  transaction  will 
diverting  their  eyes  from  the  tradmg  screen,  then  immedia 
see  it  verified. 

In  tests,  the  $7,000  voice-recognition  system  is  98%  accui 
even  in  the  midst  of  frenzied  trading-room  activity.  The 
tem  is  able  to  record  trades  using  job-specific  vocabular\ 
is  programmed  to  take  commands  from  a  specific  tra 
which  helps  it  to  screen  out  noise  and  other  trades  !» 
executed  in  the  room  at  the  same  time. 


TAKING  ANOTHER  LOOK 

AT  AIRCRAFT  SAFETY,  WITH  SOUND 


As  recent  crashes  chillingly  demonstrate,  failure  to  df 
defects  in  aging  aircraft  can  be  fatal.  But  present  in- 
tion  techniques  are  labor-intensive — and  prone  to  human  ei 
In  one  test,  visual  inspections  failed  to  detect  a  SVii-inch  ci 
in  the  skin  of  an  aircraft  50%'  of  the  time. 

Physical  Acoustics  Corp.  thinks  it  has  a  better  idea:  Lii 
to  the  plane.  If  the  plane  is  pressurized  while  still  on 
ground,  sensitive  acoustic  sensors  can  pick  up  the  peci 
sound  emitted  by  tiny  cracks  in  the  skin.  In  tests,  this  "ac 
tic-emission"  technique  found  cracks  in  wings  and  inside 
lining  of  airplanes  that  were  not  detected  in  conventi 
inspections. 

The  Princeton  (N.J.)  company  now  sells  its  $100,000  sys 
to  inspect  helicopters  and  railcars.  This  summer  it  will  test 
system  with  the  Federal  Aeronautics  Administration  and 
plane  manufacturers,  hoping  to  win  their  approval.  The  cor 
ny  is  planning  to  develop  a  computerized  system  complete  ■ 
a  picture  of  the  aircraft  and  color  codings  to  alert  maintem 
workers  to  potential  problems. 


IF  THESE  TRAINS  GET  OFF 
THE  GROUND,  A  LOT  OF  PLANES  WONI 


A- 


Superconductor 
buffs  have  long 
waited  for  superfast 
trains,  magnetical- 
ly levitated  above 
tracks,  to  replace  to- 
day's trains.  But 
maglev  trains,  says 
the  Energy  Dept.'s 
Argonne  National 
Laboratory,  make 
more  sense  as  substitutes  for  airplanes. 

A  recent  study  concludes  that  maglevs  running  up  tn 
mph  could  economically  replace  airplanes  on  intercity  ho\t 
200  to  600  miles.  The  trains  would  use  as  little  as  one-foi 
the  energy  used  by  planes  and  would  cost  an  estimated  -ac 
passenger  mile.  Meanwhile,  the  skies  are  already  so  crow 
that  air-traffic  delays  cost  an  estimated  $5  billion  per  y 
Maglev  vehicles  are  quieter  and  less  polluting  than  airpla 
Although  maglev  technology  is  well  understood,  the  I 
dropped  out  of  the  research  during  the  1970s.  The  Gern' 
and  Japanese  have  formed  consortiums  to  market  and 
struct  systems,  with  the  U.  S.  as  a  key  target. 
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DVANCED  BIO  CLASS?  THAT'S 
VER  IN  HITACHI  HALL 


iw,  Japanese  companies  are  setting  up  labs  at  U.S.  colleges 


MM  hen  the  evil  spirits  have  gone 
MjV  and  the  gods  descended,  three 

f^m  white-rolDed  Shinto  priests  pu- 
the  ground  and  pray  for  the  suc- 
;ful  completion  of  a  new  $15  million 
echnology  research  center.  This  mix 
;he  modern  and  the  mystical  would 
e  no  eyebrows  in  Tokyo.  But  the  cer- 


site.  When  the  facility  opens  next  April, 
company  researchers  will  move  into  the 
top  two  floors,  and  university  research- 
ers will  occupy  the  ground  floor.  In  lieu 
of  rent,  Hitachi  provides  the  university 
with  high-tech  laboratory  space  at  no 
cost.  And  when  the  lease  ends,  the  entire 
building  reverts  to  the  university. 


my  took  place  last  January  on  the 
ipus  of  the  University  of  California 
Tvine,  where  Hitachi  Chemical  Ltd. 
apan  is  building  its  latest  laboratory, 
he  UC  Irvine  lab  is  the  newest  twist 
apan's  effort  to  tap  the  minds  of  the 
t  U.  S.  researchers.  Japanese  compa- 
1  have  long  supported  research  proj- 
1  and  endowed  professorships  on 
).  campuses.  But  now  they  are 
>wing   in   the   building  as  well, 
en  Hitachi's  lab  opens  next  April, 
vill  become  the  second  Japanese 
ipany — after  Otsuka  Pharmaceuti- 
-to  set  up  a  research  lab  with 
e  ties  to  an  American  university. 
1  it  will  be  followed  soon  by  NEC 
p.  and  Kobe  Steel  Ltd. 
ecause  it's  right  on  campus,  the 
ichi  lab  will  have  unusually  close 
to   Irvine.   The   university  has 
nted  Hitachi  a  40-vear  lease  on  the 


Japanese  officials  make  no  secret  of 
the  reasons  for  their  apparent  largesse. 
"One  reason  we  decided  to  build  on  cam- 
pus is  to  make  contacts  with  students, 
some  of  whom  will  have  a  chance  to 
work  in  the  center  labs,"  says  Hiroshi 
Sumiyama,  who  will  head  the  Hitachi 
research  center. 


BIG  YEN  ON  CAMPUS 


Company 

University 

Technology 

HITACHI 

UC  Irvine 

Biotechnology 

OTSUKA 

PHARMACEUTICAL 

University  of 
Washington 

Medicine 

KOBE  STEEL 

North  Carolina 
State  University 

Diamond  films 

NEC 

Princeton 

Advanced 
computers 

The  university  insists  that  the  deal 
will  not  result  in  the  Japanese  company 
walking  off  with  important  technology 
developed  by  Irvine  scientists:  Data 
must  be  published,  and  the  university 
and  the  company  will  share  patent 
rights.  At  Irvine,  says  Vice-Chancellor 
William  H.  Parker,  "There  are  no  special 
arrangements  with  Hitachi,  except  for 
the  location." 

■WINDOW  ON  JAPAN.'  Indeed,  academics 
at  Irvine  assert  that  the  Japanese  will 
give  back  as  much  as  they'll  get  from 
any  collaboration.  "Our  scientists'  feel- 
ing is  that  in  Japan  they  have  made 
great  leaps  themselves,"  says  L.  Wade 
Rose,  an  assistant  dean  at  Irvine's  Col- 
lege of  Medicine.  "This  provides  us  with 
a  window  on  Japan  in  our  front  yard." 
But  some  point  to  potential  problems. 
For  example,  some  Hitachi  employees 
will  hold  adjunct  professorships  at  the 
university.  Any  patents  on  their  work — 
including  research  conducted  with  the 
help  of  Irvine  students — will  belong  to 
Hitachi,  according  to  Sumiyama. 

The  Biomembrane  Institute  in  Seattle, 
a  nonprofit  cancer  research  organization 
founded  in  1987  by  Otsuka  Pharmaceuti- 
cal Co.,  also  provides  its  Japanese  spon- 
sor with  major  access  to  a  U.  S.  universi- 
ty. Although  the  institute  is  about  20 
minutes  away  by  car  from  the  Universi- 
ty of  Washington's  campus,  the  distance 
hasn't  precluded  some  very  close  ties. 
Biomembrane's  scientific  director,  Dr. 
Sen-itiroh  Hakomori,  is  a  tenured  profes- 
sor at  U\V;  so  are  several  staff  members. 
And  the  institute's  sophisticated  nuclear 
magnetic  resonance  (NMR)  imaging  ma- 
chine, bought  by  Otsuka,  resides  in  the 
university's  chemistry  department. 

Otsuka,  which  funded  all  startup  costs 
for  the  Biomembrane  Institute  and  con- 
tinues to  be  its  primary  sponsor,  gave 
UW  three  seats  on  the  institute's  nine- 
member  board  of  directors.  It  also 
agreed  to  keep  the  work  nonproprietary 
and  permit  the  institute  to  receive  fund- 
ing from  sources  other  than  Otsuka,  in- 
cluding rival  pharmaceutical  companies. 
But  so  far,  the  only  other  sponsor  of 
Biomembrane's  research  is  the  National 
Institutes  of  Health,  which  provides 
8375,000  in  research  grants  annually. 

Researchers  and  graduate  students 
at  l.'W  freely  use  the  institute's  facili- 
ties and  interact  with  its  staff.  And 
Otsuka?  "They  get  early  review  of  re- 
search results,  like  any  sponsor,  but 
it's  all  going  to  be  published,"  insists 
Dr.  Gilbert  S.  Omenn,  dean  of  UW's 
school  of  public  health  and  a  Biomem- 
brane board  member.  With  typical 
journal  publication  schedules,  howev- 
er, that  gives  Otsuka  a  six-month  head 
start  at  commercializing  any  impor- 
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ENTREPRENEURS  ■ 


NOW,  LEE  HIRSCH 

WANTS  TO  SEW  UP  SUTURES 


U.S.  Surgical's  controversial  CEO  is  after  J&J's  'lifeblood' 


DESPITE  HIRSCH'S  CLASHES  WITH  ANIMAL-RIGHTS  ACTIVISTS,  USS  IS  A  WALL  STREET  FAVORI' 


tant  research  from  the  center — some 
supported  by  U.  S.  taxpayers. 

The  U.  S.,  however,  may  be  the  winner 
when  Kobe  Development  Corp.,  a  sub- 
sidiary of  Kobe  Steel,  completes  a  lab  it 
is  building  near  the  campus  of  North 
Carolina  State  University  in  Raleigh.  Its 
immediate  target:  thin-films  of  diamond 
that  promise  to  produce  superhard  coat- 
ings for  tools  and  computer  chips  that 
can  operate  at  high  temperatures.  Over 
the  next  three  years,  Kobe's  lab  will 
spend  about  $8  million  on  diamond  re- 
search, employing  10  to  20  researchers. 
According  to  Rustum  Roy,  a  leading  dia- 
mond-film researcher  at  Pennsylvania 
State  University,  Kobe's  presence  will 
boost  American  technology.  Says  Roy: 
"The  fact  is,  they're  ahead  of  us." 

The  Japanese  are  not  ahead  of  the 
U.  S.  in  advanced  computers,  however. 
And  that's  what  Japan's  NEC  plans  to 
study  at  a  new  research  institute  it's 
building  near  Princeton  University  in 
New  Jersey.  "The  purpose  of  [the  lab]  is 
to  give  NEC  an  improved  view  of  the 
field,"  says  Joseph  A.  Giordmaine,  a  for- 
mer Bell  Laboratories  Inc.  computer  sci- 
entist who  is  vice-president  for  physical 
sciences  at  the  NEC  Research  Institute. 
SCRAMBLING  FOR  MONEY.  The  improved 
view  will  be  provided  by  a  staff  of  120 
American  researchers,  most  recruited 
from  universities.  All  of  the  institute's 
work  will  be  published.  Over  the  next 
five  years,  NEC  will  spend  about  $75  mil- 
lion on  the  facility.  Although  the  NEC  lab 
is  not  affiliated  with  Princeton,  Stuart  C. 
Schwartz,  chairman  of  Princeton's  elec- 
trical engineering  department,  says  he 
will  invite  NEC  staff  members  to  teach 
courses.  And  NEC's  Giordmaine  expects 
graduate  students  to  conduct  thesis  re- 
search in  his  laboratories. 

Such  ties  between  academia  and  in- 
dustry are  increasingly  common  in  this 
era  of  scarce  research  money.  It  would 
be  exceedingly  difficult  to  limit  Japanese 
contacts  with  American  universities,  and 
restrictions  on  funding  and  publication 
would  probably  harm  basic  research. 
But  many  in  the  U.  S.  worry  that  Japa- 
nese companies  will  gain  valuable  knowl- 
edge at  the  expense  of  American  com- 
petitors. "It's  appropriate  for  Congress 
to  make  sure  that  American  companies 
are  given  equal  access"  to  American  uni- 
versity research,  says  Representative 
Ted  Weiss  (D-N.  Y.),  whose  House  sub- 
committee recently  conducted  hearings 
on  foreign  access  to  government  funded 
research. 

Equal  access  is  always  hard  to  mea- 
sure. But  for  an  indication,  it's  not 
enough  to  look  for  the  answer  in  the 
scientific  journals.  The  real  results  will 
appear  in  the  annual  reports  of  Japanese 
or  American  companies. 

Bi/  Daniel  P.  Oran  in  Neir  York,  with 
Neil  Gross  in  Tokyo 


It  had  all  the  makings  of  a  dime-store 
mystery.  Last  Nov.  11,  Marcus  Mead 
picked  up  Fran  S.  Trutt  in  Queens, 
N.  Y.,  and  chauffeured  her  to  the  offices 
of  U.  S.  Surgical  Corp.  in  Norwalk, 
Conn.  At  the  spot  where  Chairman  Leon 
C.  Hirsch  would  park  his  car  the  next 
morning,  Trutt  rigged  a  12-inch  pipe 
bomb.  Instantly,  police  circled  in  and  ar- 
rested her.  Trutt,  who  said  her  desper- 
ate act  was  to  protest  the  death  of  1,000 
dogs  each  year  in  U.  S.  Surgical's  labs,  is 
now  awaiting  trial  for  attempted  mur- 
der. But  whose  idea  was  the  bomb?  It 
turns  out  that  Mead  was  a  detective  on 
U.  S.  Surgical's  payroll.  Trutt's  lawyers 
say  she  was  set  up. 

Hirsch,  62,  has  clashed  with  activists 
for  years,  and  they  clearly  have  gotten 
under  his  skin.  But  while  he  admits  that 
he  has  hired  detectives  to  infiltrate  ani- 
mal-rights groups,  he  vigorously  denies 
entrapping  Trutt.  "When  the  facts  come 
out,  the  world  will  know  we  acted  with 
prudence,"  he  says. 

Because  of  his  bitter  and  sometimes 
bizarre  feuds  with  animal-rights  groups, 
it  is  easy  to  overlook  Hirsch's  accom- 
plishments at  U.  S.  Surgical.  In  the  past 
five  years,  the  surgical  stapler  compa- 
ny's earnings  have  shot  from  $7.6  mil- 


lion to  $23.2  million  on  1988  sales  of 
million.  Its  staplers,  once  considered 
wieldy  oddities,  now  are  used  to  < 
intestines  opened  during  surgery, 
internal  organs,  and  close  off  cancei„. 
body  parts.  Using  either  metal  sta 
that  remain  in  the  body  or  soluble  m 
rials,  the  staplers  allow  surgeons 
work  faster  and  more  precisely  t 
with  traditional  needle-and-thread 
tures.  By  commercializing  them,  Hii 
has  "revolutionized  our  practice,"  s 
Thomas  Dailey,  a  chief  surgeon  at 
Luke's-Roosevelt  Hospital  in  New  Y 
RETURN  FIRE.  L'S.s  commands  more  t 
70''  of  the  stapler  market.  It  has  i 
that  hefty  market  share  for  five  ye 
And  this  is  despite  stiff  price  com] 
tion  from  Johnson  &  Johnson's  $1 
lion-a-year  surgical  products  divis 
Ethicon  Inc.  Rather  than  wage  a  h 
less  price  war  against  a  company  i 
such  deep  pockets,  Hirsch  has  impn 
original  designs  and  pioneered  their 
in  such  areas  as  cesarean  sections 
exploratory  surgery. 

Now,  having  contained  J&J  in  his  i 
ket,  Hirsch  is  returning  fire.  His  tar 
the  $1.2  billion-a-year  sutures  busin 
of  which  Ethicon  controls  807^.  To 
pare  a  full  line  of  sutures  by  mid-1 
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ch  is  investing  a  total  of  $26  mii- 
-more  than  last  year's  earnings.  He 
IS  that  by  offering  sutures  he  will  be 
5r  able  to  compete  for  large  group 
racts,  an  area  where  J&J  has  a  pro- 
iced  edge  because  of  its  broad  prod- 
line.  Analysts  reckon  that  a  mere 
of  the  sutures  market  would  boost 
sales  by  407'.  Hirsch  has  grander 
s;  "I'd  be  disappointed  if  we  got  just 
—and  Ethicon  would  be  elated." 
it  sewing  up  more  than  107  of  the 
set  may  be  tougher  than  he 
is.  His  biggest  obstacle  will 
;he  popularity  of  Ethicon's 
res.  Unless  Hirsch  can  come 
with  something  revolution- 
doctors  will  have  little  rea- 
to  switch.  He  won't  discuss 
ils  of  his  new  sutures  until 
:ets  final  Food  &  Drug  Ad- 
stration  approval,  which  he 
cts  early  next  year, 
irsch  will  need  to  hold  on 
;  to  the  stapler  market,  since 
ding  Ethicon's  turf  may  in- 
retribution.  With  gross  mar- 
of  about  60%,  sutures  contribute 
10%  of  J&.J's  earnings,  analysts  say. 
s  going  after  their  lifeblood,"  says 
Goldman  of  Dean  Witter  Reynolds 
A  J&J  spokesman  says  the  company 
t  comment.  But  Ethicon  could  easily 
;h  USS's  capacity,  flood  the  market, 
crush  USS  by  pricing  low  and  using 
narketing  muscle.  But  Hirsch  pro- 
5S  no  concern,  and  investors  share 
onfidence.  At  about  $41  a  share,  USS 
c  is  up  27%  so  far  this  year. 


'If  people  thought 
I  was  a  sleazebag, 
we  wouldn't  be  selling 
at  20  times  earnings' 


:rsch  happened  into  the  stapler  busi- 
by  accident.  After  growing  up  and 
iding  high  school  in  the  Bronx,  he 
e  ad  copy,  sold  frozen  foods,  and 
a  dry-cleaning  equipment  business. 
)63,  Hirsch  was  chatting  with  a  pat- 
aroker  in  the  office  next  door  when 
pied  a  Russian  surgical  stapler  sit- 
on  his  desk.  It  was  big  and  clumsy, 
the  broker  had  found  zero  interest 
.6  U.  S.  But  the  next  year,  with  four 
loyees  and  a  balsa-wood  prototype 
ch  built  in  his  basement,  he  founded 

Hirsch  and  his  wife,  marketing 
'  Turi  Josefsen,  own  12%  of  the  com- 
' — now  worth  about  $56  million. 
'  have  a  133-acre  estate  in  Fairfield 
ity.  Conn.,  and  a  ranch  in  Montana, 
uch  of  the  credit  for  uss's  success 

to  its  high-charged  team  of  500 


salespeople.  They  are  known  in  the  in- 
dustry as  aggressive  and  well-trained. 
Trainees  undergo  a  grueling  six-week 
crash  course  in  the  intricacies  of  sta- 
pling. This  is  what  has  animal-rights 
groups  up  in  arms — the  sales  trainees 
learn  to  use  the  staplers  on  dogs,  which 
are  later  destroyed. 

"We  don't  need  a  corporate  enterprise 
setting  itself  up  as  a  teaching  hospital," 
says  Priscilla  Feral,  president  of  Nor- 
walk-based  Friends  of  Animals.  "The 


cause  is  irrelevant  to  human  health." 
Hirsch,  a  dog  owner  himself,  argues 
that  the  need  for  training  on  live  dogs  is 
vital:  "Human  life  is  in  the  balance." 

When  he's  not  feuding  with  animal- 
rights  activists,  he's  often  fighting  in 
court.  A  common  theme:  Hirsch's  preoc- 
cupation with  corporate  secrecy  and  pat- 
ent protection.  In  the  early  1980s,  he 
sued  an  executive  recruiter  for  conspir- 
ing with  USS  employees  to  sell  competing 
staplers.  In  a  countersuit,  the  recruiter 
charged  that  Hirsch's  detectives  tapped 
her  phone  and  even  broke  in  on  a  private 
meeting.  She  won  an  undisclosed  settle- 
ment from  USS.  Hirsch  dismisses  the  in- 
cident as  ancient  history.  "If  people 
thought  I  was  a  sleazebag,  we  wouldn't 
be  selling  at  20  times  earnings,"  he  says. 
SEC  PROBLEMS.  He  has  had  problems 
with  the  government,  too.  In  1984  the 
Securities  &  Exchange  Commission 
charged  USS  with  overstating  earnings 
before  a  stock  offering  by  issuing  phony 
sales  receipts  and  shipping  unordered 
products.  After  signing  a  consent  de- 
cree, without  admitting  or  denying  the 
charges,  Hirsch  wrote  off  60%  of  profits 
from  the  previous  five  years.  He  attri- 
butes the  problems  to  fast  growth  and 
loose  organization  and  would  like  to 
close  the  book  on  this  chapter  of  his 
past,  as  well. 

Most  analysts  would  let  him.  Yet 
some  fund  managers  still  won't  touch 
USS.  Says  one:  "Call  me  when  Lee 
Hirsch  is  no  longer  boss."  The  phone 
probably  won't  be  ringing  any  time 
soon.  "I'm  enjoying  myself,"  says 
Hirsch.  Especially  on  those  days  when 
animal-rights  people  leave  him  alone. 

Bi/  Christopher  Tucher  in  Norwalk, 

Conn. 
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27 
million 
Americans 
cant  read. 
And  guess 
who  pays 

the  price. 


Every  year,  functional 
illiteracy  costs  American 
business  billions. 

But  your  company  can 
fight  back.  .  .  by  joining 
your  local  community's 
fight  against  illiteracy. 
Call  the  Coalition  for 
Literacy  at  toll-free 
1-800-228-8813  and  find 
out  how. 

You  may  find  it's  the 
greatest  cost-saving 
measure  your  company 
has  ever  taken. 

A  literate 
America  is  a 
good  investment. 


0 

cialition  for  Literacy 
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Executive  Recruitment 


Changing  Jobs 

at  the  Senior  Level? 


H  you  have  dedded  to  change  jobs 
and  want  to  feel  good  about  the  resulln 
you  can  expect  ...call  us  today.  Wegive 
our  clients  the  unique  ability  to  move 
quickly  and  confidently  by  fully 
guaranteeing  the  unique  job  change 
services  we  provide. 

Because  ol  the  superior  level  of 
service  this  requires,  we  limit  our  practice 
to  no  rrore  than  3  new  clients  a  week 
in  each  of  our  offices.  For  further 
Information  call  1-800-359-1800. 

'mm[    EXECUTIVE  RESOURCES 
iSi     INTERNATIONAL,  INC 
„  P»?-»„i  1 22  E.  42nd  St..  NY.  NY  10168 
Officea  in  major  dlie)  and  Intemationally. 


Computers/Office  Equipment 


I;AX  of  AMERICA 
1-800-S42-PAXX 

AMtgIC*  5  LOW  PWCE  FAJ<  DiyTRIBUTOg 
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NDUSTRIESINC 


Our  I3lh  Vearof  DISCOUNTS 
Computers  and  Cellular  Phones 
Freight  Prepaid— Save  Tax 
Toll  Free  800-231-3680 


TANDY-RadM/haek 


22511  Kaly  Fwy  ,  Kalv  iHouslonI  TX  77450 
I-713-392-0747  hM  0\il  574-4567 


FAX  HOTLINE 

Next  Day  DeHvery  Anywhere  In  U.S. 

MURATA  PANAFAX  SHARP 

M12flO        $599  (Panasonic)      fO  220  S739 

M1600        U99  150        $919  fO  300  $959 

RKOH  155        S889  fO  420  J1159 

Rf800S)iecia/$659  250       J1349  UX  180  $899 

FAXlOE  . .  $1019  120w/Ari5  $929  UX  350  $1159 

FAX20E     $1299  ?60  $1479 
FAX35E     $1549  TOSHIBA 

FAX60E      $1649  CAHON  30100  $869 

FAX70E     $2195  FAX8       $669  3300  $979 

Call  loi  Prices  FAX20     $899  3700  $1239 

on  15.25.65,75  FAX25  $1469 

All  Models  Brand  New.  Factory  Fresh 
w/  Full  Manufacturer's  Warranty 

?I1?N%*K(718)821-2121 

KENCO  ELECTRONICS 

57-18  FLUSHING  AVE    tl^ASPETH  NY  11378 


Inventories  Purchased 


REDUCE  YOUR  INVENTORY 
FOR  CASH  NOW! 

We  Buy  •  Integrated  Circuits  •  Semiconductors 
•  Discrete  Components  •  Electromechanical  Equip. 
•  Computer  Parts  &  Peripherals 
•  Sub  Assemblies  to  Finished  Goods 

NO  RISK! 
For  a  spot  quote  or  further  information, 
I  Call:  (201 )  941  -5000,  or  just  Fax  your  list:  (201 )  939-891 8 
Attention:  Allan  Berkun 

AMERICAN  SURPLUS  TRADING 

815  Fairview  Avenue,  P.O.  Box  220,  Fairview,  NJ  07022 


Financial  Services 


BIG-NAME  STOCKS 
10  UNLOAD  NOW: 

My  new  Performance  i 
Ratings  of  all  NYSE 
stocks  sfiow  200  ex- 
tremely vulnerable 
stocks  (rated  8  or  9)  i 
—  including  some  very  | 
famous  names 
which  I  believe  could  | 
"take  a  bath."  I'll  rush 
you  the  Performance 
Ratings  ($39  value)  as  a  bonus  with 
your  subscription  to  The  Zweig  Fore- 
cast Time  IS  crucial. 

Three-Month  Trial  $50.  One  Year 
$245.  Visa  or  MC  1-800-633-2252 
Ext-  9024. 

THE  ZWEIG  FORECAST 

P.O.  Box  360,  Bellmore,  N.Y.  11710 


MARTIN  ZWEIG 


ALL  DISCOUNT  BROKERS 
ARE  NOT  ALIKE! 

Muriel  Sieberl  tailors  rates  to  your  needs 
Example  1000  shrs  @  5<t,  2000  to  4999 
shrs  @  4a,  6000-1-  shrs  @  3<t.  OTC  31, 
5000 -F  2t,  $50  min  Trade  with  the  dis- 
count professionals  —  Muriel  Siebert  &  Co  . 
Inc  .  444  Madison  Ave  .  NY,  NY  10022 
1-718SIEBERT  1 -800-USA-071 1  Member 
NYSE  1967.  SIPC  BW 


Be  A  Licensed 

STOCKBROKER 

F/P  time  for  our  firm 
Full  product  line 
License  course  available 

QUEST  CAPITAL 

(800)822-2280  CA(800)752-5535 


HARD  TO  BORROW? 

No  Credit  Check 
Guarantees  Provided 


We  do  not  make  loans 
Minimum  $100,000 
5-20  years 
The  Funding  Assistance  Corp. 
U.S.A.  (212)  755-9400 
Fax  (212)  755-7339 


Business  Opportunities 


ALL  NEW  1 989  Franchise  Annual  Directory 
lully  describes  4,185  Franchisors  Includes 
Handbook  concerning  what  you  should 
know  before  entering  franchise  agreement 
Completely  Updated  20th  yr  $26  95  plus 
$3  00  first  class  postage  Money  back 
Guarantee 

INFO  FRANCHISE  NEWS 
728  Center  St  ,  Box  550 
Lewiston,NY,  14092 


INCORPORATE  IN  DELAWARE! 


Specialists  in  setting  up  Delaware 
Corporations.  General,  Aircraft, 
Boat  &  Shelf  Corporations. 
DiiilUKire   Ca'I'Write  tor  FREE  KIT: 
X^^istry.      P  O-  Box  484-BW 


Wilmington,  OE  19899 
800-321-CORP  •  302-652-6532 


Business  Opportunities 


^!dtlUiHijkid;MJI« 


Enioy  sales,  maiketing,  consulting  to  ctj 
potations''  Our  guaianteed  cost  reducing  pla' 
systems  ate  Iranchised  in  22  slates  Investrr 
$23,000  to  $29,500  Strong  repeat  busine 
Complete  Itaining,  ongoing  support  Otiei 
by  prospectus  only  CaH  lot  information  kit: 

PARSON-BISHOP  ir 
WB  Franchise  Dept. 
1-800-543-0468 
(Ohio513-561-556G 
Cincinnati,  Ohio  452i 


EARN  POWERFUL  INCOf 

with  MULTI-PURE's  guarantee 
finest  quality  water  filters! 
Market  exploding!  PROFIT  NOV 
800-334-5543  Ext.l;f 

•  Providing  Pufe  Water  tor  Better  Healti  Since  'fP 


Incorporate    Delaware    Law  Off 

WHITTINGTON  &  AULGUR  $225  Comj ' 
Free  Info  Call  Or  Write  PO  Box 
Wilm  ,  DE  19808  —  1-800-441-9459 


Business  Services 


Going  Public?  We  mobilize  strong  st'k- 
broker  support  Successful  track  reed 
Robert  Dresser  (800)  552-2855 


Chinese  •  Japane, 

-Typesetting 
-Design  &  layout 
-Word  processing 
-Translation 


(703)  823-9771 

Ampac  Graphics,  Inc 


IT  PAYS  TO  ADVERTISE 

IN  THE  BUSINESS  WEEK 

MARKET-PLACE 

Ttie  Business  Week  Market-Place  Section  is  a 
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Steel  Buildings 


WHOLESALE 

steel  Buildings,  Inc. 
1-800-462-9992 

40  x  80x12    $8,995* 

50x80x12    $11,500* 

80x150x16    $21,300* 

100x200x16    $36,000* 

Now  you  can  purchase  your  Steel 
Building  at  Wt^olesale  Prices  and  Save 
Thousands  of  Dollars  Complete 
Building  Includes  All  Steel  frames, 
purlins,  girts  &  hardware.  (No  Wood 
Required).  (MBMA)  Engr  Approved  Any 
Style,  Size  or  Color  Labor  Available  Call 
toll-free  or  FAX  71$-632-2323. 
'FOB  &  Cost  based  on  LL/WL 


Health/Fitness 


THE  ULTIMATE  CHAIR 

for  back  relief 
and  relaxatloni 


and  25  other  products 
for  a  healthy  back! 


BackSaver  ^.TX;!^,, 

53  Jeffrey  Ave..  Dept.  BW-8.  Hofliston.  I4A  01746 
In  MA  508-429-5M0 


Executive  Gifts/Merch. 


100%  Cotton/Your  Logo!— 

Better  Than  Lacoste  or  Ralph  Lauren! 

Our  great  quality,  uncontiitionallv-guaranteed-polo  shirts  are  100%  cotton 
Made,  and  custom  embroidered  with  your  logo  or  design.  Minimum  order  ju; 
For  a  price  list,  brochure  and  information  about  our  other  great  products  c 

1-800-274-4787 
The  Queensboro  Shirt  Company 

Dept  BW-5,  119  N  11th  St.,  Greenpoint,  NY  11211 


American 
sr  SIX  shirts. 


Corporate 
Hes 

(150  pc.  minimum) 

Gain  recognition  from 
neckties  customized 
with  company  logo. 

Free  literature  upon  request. 

Barnard  Maine  ltd. 

35  Mead  Ave.  •  Cos  Cob 
CT  06807 -ILS-A. 
)epL  BW  (  >03)  869  i006 


Travel/Resorts/Hotels 


RAVELLING  ABROAD?? 


.earn  to  use  foreign  phones  without 
needing  a  foreign  language,  pay- 
phones  without  needing  coins  and 
hotel  phones  without  having  to  pay 
long  distance  surcharges 

Write  for  a  free  pamphlet 

"US  Plione  Services  Overseas  - 
Calling  Home  from  Abroad" 

Credit  Card  Calling  Systems.  Inc 
Suite  2411 ,  <;7  Wall  St ,  New  York 
NY  10005 


Weather  Computer 


EATHER 

OICITAR 

A  Power-Packed  Micro 
Weather  Computer 


Credit  Card  Orders  Call  Today  Toll  Free 
Nationwidel-800-882-7388  WM 106PM  psTi 


Executive  Matemity  Fashion 


MATERNriY  FASHIONS 

Catalog  wilh  ■jwakhes  and  dl  ^uide 
$3  refundable  w.lh  order  Visil  our 
stores  in  Alldnia,  Arimglon  Hu.,  IL, 
Baliimore.  Boston.  Charlotte,  NC. 
Chicago  Ckvdand.  DaUay 
Denver,  Fair  Oalu  MaU.  VA. 
Ft.  Laudetdale.  Harrishurg.  PA. 
W  Hartford,  CT  Houston, 
King  o(  PniHia,  PA.  Los 
Angeles  Minneapolis.  New 
OHeans,  New  York,  Phdadelphia, 
Piiisbufgh.  Pnncelon,  N,|  Si, 
LouK  San  Diego.  San  Francisco, 
Sanla  Ana  CA.  Stamford.  CT. 
Stanford.  CA,  Washington. 
DC,  Telephone  2  I  5625  0151 
I  .^00  Noble  Street.  5th  Floor  , 
Dept  BUQH.  Phila  ,  PA  1Q12'^ 


Wine  Cellars 


WiNECELLARS- USA 

18  Models  -  We  won't  be  undersold! 
Immediate  shipment  on  most  models. 
Handmade  Wood  Cellars  Vour  Cost 


Visa/MC/AmEx/Discmer 


296  Bottle  Credenza 

Ret;  $  2795 

$  1795 

440  Bottle  Capacity 

2495 

1695 

700  Bottle  Capacity 

3495 

1995 

Designer  Models  - 

Not  Haniimade 

40  Bottle  Class  Door 

$  599 

$  499 

60  Bottle  Class  Door 

749 

659 

FurVault  holds  about  8  Furs  $3495 


$  1895 


Custom  Cellars  &  Racking  Systems  -  Call  For  Caifalog 
134  W  131ST  St.  Los  Angeles  •  800/777yviNO  (777-8466)  or  in  CA  213/719-9500 


Eurocave 

WINE  CELLARS 


23t) 


Spoil  yourself,  not 
your  wines,  with  the 
perfect  temperature  and 
humidity  control  of  a 
Eurocave  wine  cellar. 

IMMEDIATE  DELIVERY 
on  units  up  to  2,(K)0  bottles, 
prices  from  only  $995i». 

FREE  Cellar  Catalog 

800-356-VlNO 

Dept.  P-1 


THE  WINE  ENTHUSIASr 

Box  39,  Pleasantville,  NY  10570  V^L^ 


Corporate  Gifts 


GOLF  BALL 


Designed  by  golf's  foremost  designer.  We 
guarantee  that  you  will  hit  the  "Pirate"  longer 
than  any  ball  you've  played.  Geodesic  dimple 
design  with  432  dimples,  durable  two-piece 
construction  with  a  'Hot  Core'. 

CUSTOM  IMPRINTING  AVAILABLE 
FACTORY  DIRECT-CALL  1-aoa-344.0220 
Or  writ*  Cayman  Golf  Co. 
P.O.  Box  5287,  Albany,  GA  31706 


TME^J 


Ambassador  Lapel  Flags© 

24K  gold-plated,  full  colors 
Elegant  and  Exclusive 
For  worldwide  business/marketing  Customize 
any  2-llag  mix  with  company  logo  In  slock 
rectangular  panel  (shown),  round,  oval,  square, 
others  Or  send  own  preferred  design  100% 
USA-made.  3-5  weeks'  delivery  Best  value 

TME  Co  .  1 1 7  Park  Lane  Drive. 
Suite  101.  New  MiKord.  CT  06776 
(203)  354-0686  Fax  (203)  354-2786 


Consulting/Marlteting 
Services 


STOP  LOSINGI  START  WINNING  NOWl 
Instantly  Applicable  Negotiating  Principles 

The  Best  Video  Learning/Training  Piogram  ever 

Foi  Personal.  Business  or  Sales 
Negolialing— Presented  by  Former  G  E  Corp 
Sales  Training  Prolessional— Clear  &  Crisp  with 
Graphics  &  Frequent  Summaries  (35  mm  V?in  VHS) 
Video  Purchase  $59.00-  -Rent  (3  Days)  $24.00 
Call  24  Hours  — Toll  Free— Satisfaclion  Guaranteed 
1  800  552  141 3— Fax  (404)  998  9972 
Market  Power.  Inc 
 Seminar  Intormation  on  Request  


Corporate  Gifts 


EMBROIDERED 
CAP  SALE 

FROH/I 
$425 


Corporate 
Choicd'  9 

America's  lop  companies  can't  afford 
to  look  second-rate  That's  why  they 
choose  our  distinctive  corporate  image 
products  Amencan  made  caps,  shirts, 
jackets  and  more  and  now  finely 
crafted  gift  items,  too  each  with  your 
name,  logo  or  custom  design  Discover 
the  quality  difference 


CALL  FOR  FREE  CATALOG 
800-792-2277 
IN  CA  800-826-8585 
'''imiimL'     3952  POINT  EDEN  WAY 
^^UaSSl  r*"  HAYWARD,  CA  94545 
'♦f/oint  FAX  (415)  786-1111 


1 

L 

'ersonai 

Business 

EDITED  BY  MARC  FRONS 


With  the  possible  ex- 
ception of  Armand 
Hammer,  Western- 
ers generally  find  visiting  and 
doing  business  in  the  Soviet 
Union  difficult  at  best. 
Mikhail  Gorbachev  is 
quickly  trying  to 
change  all  that.  But  like 
everything  else  during 
these  days  of  glasnost 
and  perestroika,  travel 
in  the  Soviet  Union  has 
taken  two  steps  for- 
ward and  a  step  and  a 
half  back. 

Moscow  now  issues 
approvals  for  business 
visas  faster — often  in  a 
matter  of  days.  But 
with  the  big  increases 
in  visa  requests,  Soviet 
embassies  are  slow  in 
locating  the  telexes  au- 
thorizing them  to  issue 
visas.  So  after  painstak- 
ing efforts  setting  up 
hotel  reservations  and 


interviews  with  Soviet  offi- 
cials, executives  often  must 
sweat  out  getting  their  visas. 
They  are  frequently  issued 
the  day. before  departure. 


Passport  control  and  cus- 
toms are  easier  than  they 
used  to  be,  especially  at  Sher- 
emetyevo,  Moscow's  interna- 
tional airport,  where  most  for- 
eigners arrive.  The 
process  no  longer  as- 
sumes the  cold  war 
chills  of  a  John  le  Carre 
novel.  Like  other  coun- 
tries, the  authorities  do 
ask  for  accurate  decla- 
rations of  foreign  cur- 
rency and  often  gold 
jewelry.  Quick  coopera- 
tion should  get  you 
through  fast,  although 
the  process  can  take  as 
long  as  three  hours,  de- 
pending on  the  load. 
GYPSY  HACKS.  Next, 
you'll  need  a  taxi.  Good 
luck.  At  Sheremetyevo, 
you  can  stand  in  line 
for  an  hour  and  fight 
over  an  official  taxi. 
Or  if  you  speak  a  little 
Russian,  you  might  hire 


one  of  the  gypsy  hacks 
vigorously  seek  your  bus: 
at  the  airport  door.  The  ii 
fare  to  most  hotels  is  <■ 
rubles,  though  many  di-i 
prefer  a  few  packs  of  W 
ern  cigarettes. 

The  airport  may  als. 
your  first  exposure  tc 
ubiquitous  Soviet  black 
ket.  Since  you'll  be  on 
own  or  in  a  small  j.: 
you're  more  likely  to  li^ 
proached  than  tourists, 
are  usually  herded  aroin 
large  groups.  The  black 
keters  offer  currency 
change  rates  that  are  i; 
sixteen  times  better  tha' 
official  one.  But  trading 
ey  can  bring  big  trouble 
the  police.  Some  shady  t 
will  want  to  buy  the  shot 
your  feet.  A  firm  refusal 
ally  will  shoo  them  awa> 

The  next  hurdle  is  a  Ii 
which  must  always  be  bn' 
in  advance.  This  can  be  i 


CAFE  LASAGNA:  PASSABLE  PASTA,  $25  A  HEAD 
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lugh  a  Western  travel 
it  or  a  Soviet  ministry  or 
icy.  The  latter  is  prefera- 
since  Moscow  is  short  of 
1  space,  and  the  officials 
have  clout. 

^he  hotels  charge  big-time 
is  for  little-time  service," 
IS  one  Western  business 
ran  in  Moscow.  Ironically, 
phenomenon  has  actually 
iened   under  Gorbachev. 

of  his  reforms  requires 
joviet  agencies  to  turn  a 
it.  Hence,  hotel  managers 
)  all  the  precious  hard  cur- 
y  they  can  from  foreign- 
while  cutting  back  on  al- 
ly poor  service  and 
hing  on  room  repair. 
.ING  PAINT.  This  is  true  at 
three  most  desirable  ho- 

for  business  travelers: 
National,  the  Mezhdunar- 
lya  (International),  and 
[ntourist.  The  historic  Na- 
il Hotel,  near  Red  Square, 
rs  luxury  suites  reminis- 

of  the  era  of  Catherine 
Great.  While  the  standard 

is  $450  a  night,  you'll 
the  suites'  "period"  furni- 

badly  beaten  up  and 
t  peeling  from  the  walls, 
t  the  three  hotels,  a  "first- 
s'' room,  which  means  a 
and  a  private  bath  with 
;ls  better  used  for  kitchen 
es,  runs  approximately 
)  a  night.  "Deluxe"  accom- 
ations,  with  perhaps  two 
ns  and  a  refrigerator,  cost 
1  $200  to  $330  a  night, 
t  rooms  have  enormous 
et  television  sets  that  are 
ays  left  unplugged  be- 
;e  they  have  been  known 
xplode. 


Of  the  lot,  the 
Mezhdunarodnaya, 
built  by  Kremlin  pal 
Armand  Hammer,  is 
the  most  appealing 
and  modern,  featur- 
ing a  Hyatt-style 
atrium  and  several 
expensive  restau- 
rants. But  it  also  is 
the  most  difficult  to 
get  into,  since  for- 
eign corporations 
book  entire  blocks  of 
rooms  over  time  for 
their  executives. 
New  luxury  hotels 
are  due  soon,  such 
as  the  Savoy,  and 
the  Metropole  in 
Moscow,  and  in  Len- 
ingrad, the  Astoria. 
Several  will  have  Eu- 
ropean management, 
which  assures  im- 
proved service. 

Dining  out  is 
equally  peculiar.  Ho- 
tel "breakfasts"  usu- 
ally involve  snail-like 
service  and  two  ru- 
bles' worth  of  cof- 
fee, mystery  juice,  a  hunk  of 
good  Russian  black  bread, 
cheese,  and  something  like  a 
hot  dog  called  kolbassa. 
Lunch  can  take  forever — and 
the  maitre  d'  may  not  seat 
you  at  all.  If  you're  alone,  he 
may  insist  on  placing  you 
next  to  a  stranger,  even  when 
the  restaurant  is  empty.  Your 
best  bet  may  well  be  a  Rus- 
sian stolovaya,  or  working- 
class  cafeteria.  The  food  is 
cheap,  and  sometimes  decent 
if  you  aren't  too  finicky  about 
sanitation. 


SOVIET  HOTELS  NOW  HAVE  TO  TURN  A  PROFIT 


a  MEZHDUNARODNAYA:  NIGHTLIFE  AND  RITZY  PRICES 


As  for  dinner,  it  must  be 
planned  like  a  war  campaign. 
Hotel  "service  bureaus"  can 
book  you  a  table.  But  the  bet- 
ter hotel  restaurants,  like  Sa- 
kura,  a  Japanese  sushi  spot  at 
the  Mezhdunarodnaya,  or  the 
overly  pricey  Riviera,  a 
French  restaurant  on  a  boat 
berthed  nearby,  usually  are 
booked  days  in  advance. 

Not  to  worry.  One  of  the 
great  achievements  of  peres- 
troika  is  new  cooperative  and 
joint-venture  restaurants.  You 
usually  need  to  book  ahead 
and  will  need  a  taxi. 
But  the  experience,  the 
food,  and  the  service 
are  usually  worth  it. 

Yakimanka,  near  the 
Kremlin,  features  Uz- 
bek food  from  Central 
Asia,  such  as  steamed 
meat  pies  and  spicy 
rice  dishes  with  lamb. 
Prices  run  about  $20 
per  person.  The  hard- 
currency  section  of 
Delhi  offers  good  Indi- 
an food  and  polite  ser- 
vice. The  Soviet-Bel- 
gian Glazure,  near  the 
foreign  ministry, 
serves  up  heavy  Rus- 
sian zakuski  appetiz- 


ers, including  caviar, 
plus  continental  dish- 
es in  a  classy  atmo- 
sphere with  a  jazz 
band  for  about  $35  a 
head.  And  Cafe  La- 
sagna,  not  far  from 
the  Kremlin,  offers  a 
respectable  Soviet 
version  of  Italian 
food  for  about  $25  a 
person. 

These  days,  it  may 
be  best  to  set  off  on 
your  own  for  some 
food  and  fun,  espe- 
cially if  your  hotel 
service  bureau 
proves  unhelpful. 
You  can  often  buy 
same-day  classical 
music  tickets  at 
street  kiosks  for  as  little  as 
two  rubles.  However,  tickets 
to  the  Bolshoi  Ballet  are  best 
gotten  for  hard  currency  at 
your  hotel.  In  Moscow,  you 
can  see  the  Kremlin  or  the 
Pushkin  art  gallery  easily  on 
your  own.  In  Leningrad,  you 
can  spend  a  pleasant  summer 
evening  at  the  extravagant 
Petrodvorets  (summer  palace) 
via  hydrofoil.  You  can  get 
tickets  at  a  boat  quay  next  to 
the  Hermitage  art  gallery  for 
eight  rubles. 

42ND  STREET.  So,  it's  the  end 
of  the  day  and  you  really  de- 
serve a  nightcap.  The  only 
real  bars  in  the  Western 
sense  are  at  foreigners'  hotels 
and  take  hard  currency.  Most 
have  the  ambience  of  a  sleazy 
42nd  Street  dive,  but  the 
prices  are  definitely  worthy  of 
ritzier  Western  hotels.  'This 
may  be  why  many  hotel 
rooms  have  refrigerators. 

The  day  before  leaving,  re- 
member to  fill  out  a  currency- 
declaration  form,  showing 
less  money  than  you  brought 
in.  Once  you  pass  customs, 
watch  for  the  airplane  gate 
change.  They  don't  always 
tell  you  when  they  move  the 
gate.  Peter  Galuszka 
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Dining 

GOING  HAUTE 
IN  THE 
HEARTLAND 


idwestern  cuisine. 
For  years,  gourmets 
considered  the  idea  a 
contradiction  in  terms.  But 
travelers  to  the  Midwest  who 
are  weary  of  steak  houses 
might  be  interested  to  i<now 
that,  gastronomically  speak- 
ing, there's  more  going  on 
than  haute  cuisine  hamburg- 
ers. Some  of  the  heartland's 
most  gifted  chefs  are  redis- 
covering their  region's  culi- 
nary roots — and  receiving 
rave  reviews. 

Hearty  dishes  such  as  Iowa 
pheasant  with  apples,  chest- 
nuts, and  cranberries;  charred 
buffalo  steak  with  sun-dried- 
tomato  relish;  and  warmed  In- 
dian persimmon  pudding  with 
dried  blueberries  exemplify 
this  emerging  style. 
BURGOO  MEISTER.  One  of  the 
new  cuisine's  leaders  is  Ste- 
phen Langlois,  the  27-year-old 
executive  chef  of  the  Chicago 
restaurant  Prairie  (312  663- 
1143),  located  in  the  Omni 
Morton  Hotel  in  Chicago's 


CHEF  STEPHEN  LANGLOIS'  TAST 
TERRINES  LURE  DINERS  TO  PRAI! 


South  Loop.  Langlois  spent  a 
year  rummaging  through  old 
church  cookbooks,  tasting 
prize-winning  pies,  and  re- 
searching turn-of-the-century 
Midwest  settlement  recipes  to 
come  up  with  ideas  for  the 
restaurant's  menu. 

From  his  search,  he  has 
fashioned  an  offering  that  in- 
cludes such  specialties  as  win- 
ter burgoo,  a  stew  of  buffalo, 
rabbit  sausage,  and  winter 
vegetables;  smoked  trout  ter- 


rine  with  horseradish-dill  may- 
onnaise; and  sweet  potato  pra- 
line cheesecake.  Entrees 
range  from  $14  to  $21,  and  a 
full  meal  for  two,  including 
drinks  and  tip,  averages  $120. 

Another  enthusiast  is  Rich- 
ard Perry,  owner  and  execu- 
tive chef  of  the  restaurant  of 
the  same  name,  which  is  in 
the  Majestic  Hotel  in  down- 
town St.  Louis  (314  771-4100). 
Noted  for  such  dishes  as 
spring  morels   stuffed  with 


smoked  game  sausage,  ' 
white  asparagus  with  Mis 
ri  black  walnuts,  and  gr 
wild  lake  trout,  Perry  foil 
the  same  principle  that  gu 
Langlois'  cooking:  Use 
ingredients  to  create  he 
meals.  "There  will  always 
a  place  for  two-pound  sii 
steaks  in  the  Midwest," 
Perry.  "But  that's  not 
we're  trying  to  do."  Ent 
cost  $14  "to  $22,  and  a  full 
ner  for  two,  with  wine,  a 
ages  $110. 

Other  restaurants  featu 
the  new  cuisine  are  the  Ai 
ican  Restaurant  in  Kai 
City,  Mo.  (816  471-80 
Tapawingo  in  Ellswo 
Mich.  (616  588-7971); 
Parker's  in  Cleveland 
881-0700).  Reservations 
a  good  idea  at  all  tl 
places.  Julia  Flynn 


To  dump  or  not  to  dump'? 
That  is  the  question  con- 
fronting investors  saddled 
with  units  of  real  estate  lim- 
ited partnerships  (RELPs). 
The  values  of  many  of  these 
partnerships  have  sunk  un- 
der the  weight  of  tax  reform 
and  depressed  markets.  The 
choices  aren't  pretty.  But 
blindly  rushing  to  unload 
them  may  cause  even  more 
headaches. 

If  you  can  afford  to  hang 
on,  do  so  and  hope  that  the 
partnership  recovers.  But  if 
you  must  get  out,  get  every 
quote  from  the  dozen  or  so 
firms  that  make  up  the  sec- 
ondary market  for  kelp 
units.  Your  broker  can  pro- 
vide a  list.  The  market  mak- 
ers don't  bid  on  every  deal, 
and  when  they  do,  you  might 
wish  they  hadn't.  Prices  fluc- 
tuate wildly.  Take  Carlyle 


Smart  Money 

RELPs:  IS  IT  BETTER 

TO  BAIL  OUT— OR  MUTINY? 


Real  Estate  Investors  XIV: 
One  dealer  quoted  $500,  an- 
other $250  for  a  unit  that 
originally  sold  for  $1,000. 

Selling  doesn't  necessarily 
end  the  pain.  You  may  still 
owe  the  Internal  Revenue 
Service.  How  can  that  be? 
While  you  mav  only  recoup 
$5,000  of  a  $10,000  invest- 
ment, limited  partners  also 
share  responsibility  for  debts 
of  the  partnership.  And 
many  RELPs,  especially  those 
in  trouble,  have  borrowed 
heavily.  Say  your  share  of 
the  debt  is  $7,000  per  unit. 
By  selling,  you  shift  that  li- 


ability to  the  buyer,  so  the 
IRS  views  that  as  income  tax- 
able to  you,  and  you  could 
end  up  with  a  net  gain  on  the 
transaction. 

PITFALLS.  Perhaps  you'd 
rather  fight  than  switch. 
Partnership  litigation  is  on 
the  rise,  but  pitfalls  abound. 
Most  states  have  short  stat- 
utes of  limitation,  which  ex- 
pire when  the  partnership  is 
relatively  young. 

Even  if  you  manage  to  sue 
in  time,  losses  alone  don't 
win  lawsuits:  You'll  have  to 
prove  fraud,  malfeasance,  or 
a  similar  breach  of  securities 


law.  Many  securities  li 
yers,  including  the  Coalil 
Against  Investment  Fra 
based  in  Revere  Bea 
Mass.,  will  review  your  c 
free  of  charge. 

Some  lawyers  recomm 
that  investors  sue  in  sii 
groups  rather  than  on  bel 
of  the  whole  class,  wl 
cuts  down  on  the  award, 
the  general  partner  for 
current  list  of  limited  p 
ners,  which  he  is  obligee 
give  you. 

Preparation  for  a  suit 
cost  as  much  as  5'A  of  y 
original  investment.  Herl 
Beigel,  a  New  York  sec 
ties  lawyer,  reckons  1,200 
vestors  chipped  in  nearly 
million  to  pursue  one  gens 
partner.  If  not  enough  in) 
tors  are  interested,  he  s£ 
you  might  as  well  forget 
gation.  Laura  Jen 
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PERSONAL  BU; 


JUST  WHO  DO  SOME  AIRLINES 
THINK  THEY'RE  FEEDING? 


Based  on  the  quality  and  quantity 
food  being  served,  some  airlines 
ust  think  their  passenger3  eat  like  birds. 

So  the  next  tinne  you  find  yourself 
eking  at  a  dull  little  airline  meal, 
)nsider  this.  Over  the  past  five  years, 
aska  Airlines  has  invested  more 


money  per  passenger  on  quality  food 
and  dnnk  than  any  scheduled  domestic 
airline— spending  more  than  twice  the 
industry  average. 

That  means  you  can  expect  tasty 
entrees  like  Braised  Beef  Tips  with 
all  the  trimmings.  Plus  fine  wine  or 


champagne  at  no  extra  charge. 

Next  trip  to  any  of  our  32  west 
coast  cities,  see  your  travel  agent  or 
call  Alaska  Airlines.  We'll  leave  a  good 
taste  in  your  mouth. 


Alaska^Airlines 


And  our  readers  are  leaders,  in  Europe,  Asia,  Latin  America. 
In  fact.  Business  Week  International  leads  all  other 
international  business  magazines  in  cost-efficiency  in  reaching 
senior  and  chief  executives  in  Europe  and  Asia. 
And  as  an  advertiser,  you  reach  them  when  and  v^here 

they're  thinking  business  and  talking  business. 
Business  Week  International.  The  world's  only  international 
newsweekly  of  business. 

■1^1  NTERN  ATION  AL  H  a  M  ■ 

Business^¥eekr/;3 

The  world's  only  international  newsweekly  of  business. 

Frankfurt:  Percy  Fahrboch  (69)72-01-81   Hong  Kong:  Stephien  Marcopoto  (5)8682010   Lausanne:  Irmgord  Fischer  (21)27-44-11 
London:  Keith  Mantle  (1)493-1451   Milan:  Roberto  Laureri  (2)89010103   New  York:  Hal  Berry  (212)  512-3867 
Paris:  Bruno  Hermann  (1)42-89-03-81   Stockholm:  Andrew  Karnig  (8)4400-05  Tokyo:  Paul  Ishii  (3)581-9811 

1987,  McGRAW-HILL,  INC, 
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rsonal  Business 


ooking  for  a  better  way 
to  organize  your  life? 
iThe  hottest  new  prod- 
in  the  booming  time-man- 
lent  nnarl<et  are  software 
rams  that  let  you  do  ev- 
ling  from  updating  your 
idar  and  expense  account 
•ganizing  the  piles  of  in- 
ation  you  normally  keep 
3ur  desk. 

e  best  of  these  programs 
'  clear  advantages  over 
entional  business  diaries 
planners  published  by 
companies  as  Day-Tim- 
md  Filofax.  True,  a  pa- 
lased  system  is  easier  to 
when  you're  away  from 
office.  But  just 
rord  processing 
rams  can  make 
;ing  documents 
lap,  these  pro- 
is  will  help  you 
le  the  informa- 
you  need.  There 
ibout  two  dozen 
management 
personal-infor- 
Dn  manager  pro- 
is  on  the  market 
BM-based  PCs.  A 
iling: 

ho.What.When, 
Chronos  Soft- 
($190),  is  one  of 
Host  impressive 
the  new  pro- 
is.  It  has  the 
ir  to  cross-refer- 
information  to 
you  track  cur- 
projects.  If  you 
lule  a  meeting  with  your 
to  discuss  a  project,  for 
nee,  it  will  be  entered  on 
calendar,  in  the  file  for 
project,  and  in  the  file 
logs  dealings  with  your 
.  The  program  also 
is  automatically  for  any 
icts  to  the  new  appoint- 
;.  And  there's  an  alarm  to 
nd  you  as  the  appoint- 
;  draws  near. 
)  ROLODEX.  Act!  by  Con- 
Software  International 
>)  is  especially  useful  for 
people  and  others  trying 
anage  a  large  number  of 
3nal  contacts.  The  pro- 
1  simplifies  the  process  of 
taining  records  by  track- 
your  phone  calls,  letters, 
other  dealings  with  each 
mr  key  contacts.  It  offers 
lutomatic  dialer,  plus  a 


Software 


LET  YOUR  COMPUTER 
BE  YOUR  DATE  BOOK 


word  processor  for  amending 
form  letters  easily.  Like  al- 
most all  these  programs,  it 
also  has  a  calendar. 

Symantec's  GrandView 
($295)  is  especially  attractive 
to  those  who  do  a  lot  of  writ- 
ing and  like  to  see  informa- 
tion in  outline  form.  Jim  But- 
ler, a  Los  Angeles  securities 
lawyer,  uses  the  program  to 


freedom  to  devise  your  own 
organizing  principles.  The  pro- 
gram, the  brainchild  of  Lotus 
founder  Mitch  Kapor,  offers 
powerful  sorting  and  search- 
ing features  that  let  you  view 
random  bits  of  information  by 
priority,  subject,  date,  and  a 
host  of  other  categories.  Re- 
cently, Randy  Fields,  chair- 
man of  cookie  maker  Mrs. 


m 


X'  ''''''''  '"^"^"^^^  ^  N  ^  N  S  \  \Ok 


update  a  monthly  record  of 
how  he  spent  each  day  and 
then  to  bill  clients.  He  keeps 
several  files  on-screen  at  all 
times:  a  to-do  list,  a  phone  di- 
rectory, and  a  "deal  sheet" 
with  notes  on  current  cases. 

While  these  programs 
guide  you  in  structuring  your 
time,  Lotus  Development's 
Agenda  ($395)  gives  you  the 


Worth  Noting 


■  GROWTH  GUIDE.  For  five 
free  in-depth  guides  that  ex- 
plore topics  such  as  raising 
venture  capital,  strategies 
for  going  public,  and  financ- 
ing business  growth,  take  a 
look  at  Deloitte  Haskins  & 
Sells'  Entrepreneur's  Guide- 
book Series  (212  790-0798). 


Fields'  and  an  Agenda  devo- 
tee, had  a  list  of  271  items 
organized  into  75  categories, 
such  as  "tomorrow  remem- 
ber," and  "urgent  today."  If 
he  types,  "Get  allergy  shots 
every  other  Tuesday,"  Agen- 
da reminds  him  on  the  appro- 
priate days. 

Fields  is  so  impressed  that 
40  managers  at  his  company 


■  STARRY  NIGHTS.  The  giant 
Perseid  meteor  shower  will 
be  at  its  peak  from  Aug.  11 
to  13.  Stargazers  can  see  as 
many  as  40  shooting  stars 
per  hour  in  the  northeast 
sky.  The  best  viewing  is  ear- 
ly morning,  far  from  city 
lights. 

■  WOODWORKS.  The  Shaker 
Workshops  catalog  (617  646- 
8985)  carries  make-it-yourself 


are  now  using  the  program  to 
track  their  own  and  subordi- 
nates' tasks.  "It's  improving 
the  quality  of  our  manage- 
ment," says  Fields,  "because 
it  keeps  things  from  falling 
through  the  cracks."  Lotus 
recently  introduced  a  startup 
kit  that  helps  users  enter  in- 
formation right  away.  Still, 
the  program  can  be  a  night- 
mare to  learn.  Fields  says  it 
took  him  60  hours. 
MAC  MINDER.  At  the  Opposite 
end  of  the  spectrum,  Borland 
International's  venerable 
Sidekick  ($85)  is  one  of  the 
simplest,  most  practical  plan- 
ners on  a  disk.  A  number  of 
time  management 
counselors  use  the 
program  to  manage 
their  own  time.  Side- 
kick contains  a  cal- 
endar, a  notepad,  a 
phone  directory,  and 
an  autodialer,  among 
other  features.  It 
also  has  a  pop-up 
feature,  which  al- 
lows you  to  use  Side- 
kick without  exiting 
the  spreadsheet  or 
other  program  you 
might  be  using. 

Finally,  for  devo- 
tees of  Apple  Com- 
puter's Macintosh, 
there's  Mediagenic's 
Focal  Point  II  ($200), 
perhaps  the  best  in- 
formation manager 
for  Mac  users. 
Even  the  best  of 
these  programs  are  all  but 
worthless  unless  you  use 
them  regularly.  Ask  yourself 
how  much  time  you're  willing 
to  put  into  mastering  the  pro- 
gram. Unless  you're  a  com- 
puter jock,  you'll  probably  be 
far  better  off  with  one  of  the 
simpler  programs,  even  if  it 
offers  less  power.  William 
Symonds  and  Maria  Shao 


kits  for  everything  Shaker, 
from  the  classic  boxes  ($21 
and  up)  to  a  chandelier  for 
real  candles  ($135). 
■  OLD  FAITHFUL.  Yellowstone 
National  Park  is  slowly  re- 
covering from  last  year's 
wildfires.  For  $699,  Back- 
country  Bicycle  Tours  (406 
586-3556)  will  take  you  on  a 
six-day  trip  that  includes 
lodging  and  meals. 
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Lotus  Books: 

The  best 
thing  next  to 
Lotus  Software 


Published  by  Addison-Wesley 

Written  by  David  Bookbinder, 
the  only  author  with  inside 
access  to  the  development  team, 
The  Lotus  Guide  to  1-2-3'  Release  3 
is  clearly  the  guide  to  have  at 
your  side.  Thorough  coverage  of 
the  program's  capabilities,  plenty 
of  examples  and  a  whole  section 
devoted  to  tips  and  techniques 
give  you  all  the  skills  you  need 
to  put  1-2-3  Release  3  to  work 
for  you.  880  pages;  paperback; 
suggested  retail  price  $22.9,5. 


McGraw-Hill  Bookstore 

1221  Avenue  ot  the  Americas 
New  York,  NY  10020 
(212)  512-4100 


^1! 


.  copies  of  The 


Please  send  me  _ 
Lotus  Guide  to  1-2-3  Release  3. 

Check,  money  order,  or  credit  card  only; 

  Visa          AMEX   MasterCard 

Account  No.  

Exp.  Date  

Name  


Address. 

City  

State  . 


Zip_ 


Hease  add  at>pluahle  sales  lax.  plus  $2.50 
postage  and  handling 

For  the  best  business  books  from  all  the  best 
publishers,  look  to  the  Mcdraw-Hill  Bookslorp- 

The  Professionals'  Information  Center  ■  Since  19t)l 

HWH 


Index  to  Companies 

This  index  gives  the  starting  page  for  a  story  or  fea- 
ture with  a  significant  reference  to  a  company.  Most 
subsidiaries  ore  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


Accufox  5 

Agfo-Gevaert  26 

Air  Midwest  64 

Air  Wis  Services  64 

Alberto-Culver  62 

All  Pro  Broadcosting  62 

Alpha  Beta  Stores  60 

American  Airlines  64 

American  Express  44 

American  Management 
Systems  68 

American  Stores  60 

Apple  Computer  34 

Aschi  44 

AT&T  Bell  Laboratories  72 

Atlantic  Southeast 
Airlines  64 

Avon  Products  32 

B 


Bell  Communications 
Research  22,72 

Berkshire  Hathaway  58 

Birinyi  Associates  57 

Blue  Arrow  34 

Boatland  27 

Broadview  Associates  68 

Brockway  Air  64 

Brunswick  27 


Campbell  Soup  60 
Capital  Cities/ABC  24 
Carbide  62 
Caterpillar  59 
Citicorp  44 
City  Van  &  Storage  28 
CNN  24 
Coca-Colo  57 
Comair  64 

Computer  Associates  68 

Computer  Task  Group  68 

Consolidated 
Freightways  32 

Corning  44 

CVS  26 


Delta  Air  Lines  64 

Deutsche  Bonk  44 

Digital  Equipment  33,  57, 
68 

Disney  (Walt)  57 

Domino's  Pizza  33 

Dow  Chemical  62 

Drexel  Burnham 
Lambert  29,  56,  62 

Du  Pont  62 
E 


Eastern  Air  lines  64 
Eastman  Kodak  26 
Essex  Chemical  62 
Ethicon  73 
Exxon  34 


Far  East  National  Bank  29 

Frito-Lay  60 

Fuji  Photo  Film  26 

G 


General  Dynamics  37 
Genmar  Industries  27 
German  Wine  Growers  54 
Gillette  58 
Goldman,  Sachs  28 


Hewlett-Packard  34,57 
Hitachi  Chemical  72 
Honeywell  32,34 


IBM  57 

Image  Business  Systems  68 

Independent  Election  Corp. 
of  America  32 

Industrial  Bonk  of  Japan  44 

Interactive  Imoges  68 

J 


Johnson  &  Johnson  73 
Jones  (J.  M.)  60 

K 


Kobe  Steel  72 

Kohlberg  Kravis  Roberts  56 

Konica  26 


Labelon  5 
Lomour  62 

Lawrence  (C.  J.)  Morgan 
Greenfell  18 

Lilly  (Eli)  62 

LIN  Broadcasting  22 

Lucky  Stores  60 

M 


Management  Science 
America  68 

Manpower  34 

Marion  Laboratories  62 

Mozdo  44 

MCA  54 

McCow  Cellular  22 

McDonald's  33 

McDonnell  Douglas  37 

Merobonk  28 

Merrell  Dow 
Pharmaceuticals  62 

Metaphor  Computer 
Systems  68 

Metro  Airlines  64 

Microsoft  34 

Mitsubishi  Electric  44 

Morgan  Stanley  &  Cc.  57 

Morton  Thiokol  62 

Mr.  Fax  5 

My  Own  Meols  60 

N 


Prudentiol-Bache 
Securities  26,62 

PSICOR  59 
R 


Rocal  Telecom  22 
Richardson-Merrell 
Rockwell  lnternation( 


Notional  General  66 
National  Intergroup  32 
National  Westminster  34 
NEC  72 
Nissan  44 

Northwest  Airlines  64 


Oppenheimer  Industries  54 

Original  Italian  Pasta 
Products  60 

Otsuka  Pharmaceutical  72 

Outboard  Marine  27 


Pacific  Telesis  22 

Paramount 
Communications  24 

PepsiCo  60 

Perkin-Elmer  59 

Philip  Morris  57 

Photographic 
Consultants  26 

Physical  Acoustics  72 

Pizza  Hut  33 

Polaroid  26 

Polygen  68 

Procter  &  Gamble  57 


Salomon  Brothers  51 

San  Diego  Gas  & 
Electric  28 

SCI  Television  56 

Scott's  Liquid  Gold 

Shearson  Lehman 
Button  18 

Skywest  64 

SmortFoods  60 

Standard  &  Poor's  2 

Stein  Roe  &  Farnham 

Sterling  Drug  26 

Storer  Cornmunicatio 

Stovoll/Twenty-Flrst 
Advisors  57 

Sumitomo  5 

Sumitomo  Bank  44 

Super  Valu  Stores  6 

T 


TDS  Healthcare 
Systems  68 

Tejon  Ronch  54 

Tesseroct  68 

Texize  62 

3M  26 

Time  24 

Tom  Peters  Group  5 

Toyota  44 

Trammel  Crow  12 

Tucson  Electric  Powe 

u 


Union  Carbide  62 
United  Airlines  64 
United  Express  64 
U.  S.  Surgical  73 
U.  S.  West  NewVecti 


Valley  Federal  Savini 
Loan  29 

Verbex  Voice  System 
W 


Wolgreens  26 

Walker  Interactive 
Systems  68 

Wal-Mart  26 

Warner 
Communications  2^' 

WestAir  64 
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ivestment  Figures  of  the  Wee 


lENTARY 

Timer  heot  fired  up  Wall 
The  Dow  Jones  industrials 
ostcrash  high  on  July  26 
w  stand  some  4%  from  the 
The  broader  Standard  & 
500  has  scaled  new 
, — besting  the  337  mark 
months  ago.  There's  plenty 
an  in  Tokyo,  too.  Investors 
ed  oH  the  repudiation  of 
ng  Liberal  Democratic  Par- 
Nikkei  index  shot  up  near- 
for  the  week,  and  the  yen 
ground  against  the  green- 


STOCKS 

July        Jan.  July 


52-week  change 
+28.8% 


BONDS 

July  20-26                     July       Jon.  July 
345        1500  I  


•  340  1350 


335  1200 


1-week  change 
+0.7% 


THE  DOLLAR 

July  20-26  July        Jon.  July 


Shearson  Lehman 
Treasury  Index 


1390  110 


1360  100 
134  7  97 


1270  70 


+ 1 0.8  . 


1-week  change  52-week  change 

+0.3%  +1.8% 


July  20-26 


1  -week  change 
-1.3% 


RKET  ANALYSIS 


S10CKS 

Latest 

% 

Week 

change 

52-week 

lONES  INDUSTRIALS 

2613.1 

1.1 

27.2 

)MPANIES  (Russell  1000) 

178.1 

0.5 

27.6 

COMPANIES  (Russell  2000) 

173.4 

-0.4 

16.6 

}MPANIES  (Russell  3000) 

190.8 

0.4 

26.7 

%  change  (local  currency) 

CN  STOCKS 

Latest 

Week 

S2-week 

IN  (FINANCIAL  TIMES  100) 

2264.5 

-1.2 

23.0 

1  (NIKKEI  INDEX) 

34,515.8 

2.9 

24.4 

ITO  (TSE  COMPOSITE) 

3935.2 

1.6 

18.0 

FUNDAMENTALS 

latest 

Week  ago 

Year  ago 

90-DAY  TREASURY  BILL  YIELD 

8.3% 

8.2% 

7.2% 

30-YEAR  TREASURY  BOND  YIELD 

8.1% 

8.1% 

9.3% 

S&P  500  DIVIDEND  YIELD 

3.3% 

3.3% 

3.7% 

S&P  500  PRICE/EARNINGS  RATIO 

13.2 

13.1 

12.0 

TECHNICAL  INDICATORS 

latest 

Week  ago 

Reading 

S&P  500  26-week  moving  overage 
Stocks  above  26-week  moving  average 
Speculative  sentiment;  Put/call  ratio 
Insider  sentiment:  Vickers  sell/buy  ratio 

308.6 
64.3% 
0.25 
2.16 

306.7 
65.6% 
0.22 
2.16 

Positive 
Neutral 
Negative 
Neutral 

USTRY  GROUPS 


BRIDGE  INFORMATION  SYSTEMS  INC. 


•WEEK  LEADERS 

%  change 
4-week  52 

-week 

Strongest  stock  in  group 

% 

4- week 

change 

S2-week 

Price 

•NSE  ELEQRONICS 

9.7 

18.8 

HONEYWELL 

14.1 

35.0 

86% 

ERTAINMENT 

9.6 

73.2 

WARNER  COMMUNICATIONS 

12.3 

87.6 

66^/8 

LUTION  CONTROL 

9.2 

60.0 

ZURN 

13.0 

84.8 

421/2 

.INES 

7.4 

70.9 

UAL 

32.0 

93.2 

183% 

WELL  EQUIPMENT  AND  SERVICES 

7.4 

25.0 

HALLIBURTON 

13.4 

22.9 

34% 

•WEEK  LAGGARDS 

%  change 
4-week  52 

-week 

Weakest  stcnk  in  group 

% 

4-week 

change 

52 -week 

Price 

URE  TIME 

-10.4 

-6.8 

OUTBOARD  MARINE 

-20.6 

-2.8 

30% 

ICONDUaORS 

-6.6 

-8.3 

ADVANCED  MICRO  DEVICES 

-12.3 

-36.0 

8% 

LISHING 

-6.3 

28.5 

TIME 

-15.9 

42.3 

137% 

INGS  AND  LOANS 

-5.2 

49.7 

GOLDEN  WEST  FINANCIAL 

-9.5 

64.7 

451/2 

NUFAQURED  HOUSING 

-5.1 

17.4 

FLEETWOOD  ENTERPRISES 

-5.8 

17.3 

26^/4 

ITUAL  FUNDS 


MORNINGSTAR  INC. 


ERS 

LAGGARDS 

eek  total  return 

% 

Four-week  totol  return 

% 

kflRONMENTAL  AWARENESS 

8.7 

FIDELITY  SELECT  SOFTWARE  &  COMPUTER 

-5.8 

ELITY  SELECT  ENERGY  SERVICE 

8.2 

FIDELITY  SELECT  ELECTRONICS 

-4.9 

EUTY  SELECT  MEDICAL  DELIVERY 

7.8 

FIDELITY  SELECT  COMPUTERS 

-4.7 

!ek  total  return 

% 

52-week  total  return 

% 

3ER  SMALL  CAPITALIZATION  PORTFOLIO 

55.0 

STRATEGIC  GOLD/MINERALS 

-24.5 

LAWARE  GROUP  TREND 

51.3 

STRATEGIC  SILVER 

-23.1 

EUTY  SELECT  BROADCAST  &  MEDIA 

51.0 

VAN  ECK  GOLD/RESOURCES 

-16.3 

■  S&P  500 

ek  total  return 


ATIVE  PORTFOLIOS 


n 
L 

r  amounts 
sent  the  present 
■of  $10,000 
ted  one  year 
n  cacti  portfolio 

itoges  indicate 
ay  total  returns 


DATA  RESOURCES  INC. 


U.  S.  stocks 
$12,811 

+  0.76% 


Treasury  bonds 
$12,428 

+  0.63% 


Foreign  stocks 
$12,159 

+  2.34% 


nil 


Money  market  fund 
$10,702 

+  0.16% 


Gold 

$8,396 

-0.12% 


Q  on  this  page  are  as  of  market  close  Wednesday,  July  26,  1989,  unless  otherwise  indicated.  July  25,  Mutuol  fund  returns  ore  as  of  July  21.  Relative  portfolios  ore  valued  as  of  July  25,  A  more 
r  groups  include  S&P  500  companies  only;  performance  ond  share  prices  ore  as  of  market  close        detailed  explanation  of  this  page  is  available  on  request. 


itofials 


RETHINKING  JAPAN: 
YES,  BUT . . . 


Practically  everyone  has  heard  the  story:  A  foreign 
company  reaches  an  agreement  to  sell  its  products  in 
Japan.  The  goods  arrive,  a  lot  of  money  is  spent  on 
promotion,  new  offices  are  opened,  but  nothing  gets  sold. 
The  familiar  reasons  are  offered  by  the  Japanese:  Your 
products  were  too  big,  your  quality  was  too  low,  you  didn't 
try  hard  enough,  you  don't  understand  the  market,  you 
never  read  the  fine  print.  Defeated,  the  foreigners  slink 
back  home. 

Now,  there's  another  explanation  emerging  from  a  small 
but  influential  group  of  Western  writers,  government  offi- 
cials, and  academics,  all  of  whom  argue  that  the  trade 
situation  in  Japan  is  truly  different  from  those  of  Western 
economies.  Instead  of  being  a  domestic-oriented,  consumer- 
driven  free-market  society,  Japan's  economy  is  directed  by  a 
bureaucracy  that  supports  Japanese  industry,  protects  do- 
mestic markets,  and  promotes  overseas  expansion  (page  44). 
Moreover,  the  revisionists  argue,  the  Japanese  culture  dis- 
courages outsiders.  The  results  are  clear,  the  revisionists 
say:  In  the  last  three  years,  America  has  cut  its  trade  deficit 
with  Europe  in  half.  Yet  its  deficit  with  Japan  has  improved 
hardly  at  all. 

What  to  do?  Up  to  a  point  we  agree  with  the  revisionists. 
Yes,  Japan  is  different,  and  it  does  need  external  pressure  to 
be  more  open.  Moreover,  the  trade  deficit  is  not  just  Ameri- 
ca's problem.  It  is  up  to  Japan  as  well  to  help  reduce  the 
trade  deficit  at  a  faster  rate  simply  because  it  is  untenable — 
and  potentially  destructive. 

But  the  revisionist  thesis  contains  obvious  dangers.  First 
of  all,  the  arguments  must  not  be  used  to  cover  up  Ameri- 
ca's own  shortcomings:  the  budget  deficit,  short-term  think- 
ing, low  rates  of  capital  investment,  deteriorating  education, 
poor  quality  control.  Second,  revisionism  could  lead  to  pro- 
tectionism, which  is  already  building  in  the  U.  S.,  according 
to  our  latest  poll.  And  finally  Japan  is  still  our  ally.  We  are 
not  in  favor  of  managed  trade,  and  the  prospect  of  strong- 
arming  a  specific  share  of  the  Japanese  market  for  our- 
selves is  not  for  us.  But  the  Japanese  simply  must  under- 
stand that  this  is  as  much  their  problem  as  it  is  ours.  The 
bottom  line  is  that  the  $52  billion  trade  deficit  has  to  come 
down. 


BUSH'S  CLEAN  AIR  PLAN 
COULD  USE  MORE  TEETH 


President  Bush  made  a  lot  of  promises  when  he  out- 
lined his  clean  air  plan  in  June.  And  he  kept  many  of 
them  when  he  unveiled  his  279-page  proposal  to 
amend  the  Clean  Air  Act  on  July  21.  The  proposal  is  gutsy  in 
its  effort  to  rid  the  U.  S.  and  Canada  of  acid  rain  and  to 
introduce  cleaner  fuels  into  wider  use.  Most  important  was 
Bush's  attempt  to  fashion  a  bill  at  all  given  the  regional  and 


industry  conflicts  that  have  thwarted  legislation  foitl 
past  decade. 

Yet  the  proposal  has  considerable  flaws.  Bush  could  a 
been  tougher  on  cars,  trucks,  and  buses,  the  key  villai; 
causing  smog.  He  would  toughen  tailpipe  emission 
dards  for  hydrocarbons,  but  he  opts  for  a  formuh; 
would  allow  some  makes  of  ears  to  exceed  even  to^ 
standards.  He  shies  away  from  ordering  carmakers  to  , 
rant  pollution-control  equipment  for  the  lifetime  of  a  ca 
Environmental  Protection  Agency  officials  favor.  Am 
timetable  for  controlling  pollutants  from  chemical  ]) 
could  be  tighter. 

Perhaps  the  most  critical  defect  is  that  Bush's  plan  ; 
the  EPA  administrator  too  much  discretion  to  issue  rult- 
variety  of  areas.  Administrator  William  K.  Reilly  proi 
that  his  EPA  will  be  a  tough  regulator.  But  given  the  Pu 
Administration's  sorry  record,  it's  understandable  thai 
gress  is  reluctant  to  rely  on  the  good  faith  of  appointee 
the  EPA.  Congress  could  err  by  imposing  requirements 
are  too  ambitious  and  too  rigid.  But  a  balance  mus 
struck  to  ensure  that  the  air  in  the  21st  century  is  heal 
than  it  is  now. 


BLACKS  NEED  MORE 
THAN  A  SOUND  ECONOMI 


A massive  and  long-awaited  study  by  the  prestn 
National  Academy  of  Sciences  on  the  statu 
blacks  in  American  society  suggests  that  a  vil 
economy  is  not,  on  its  own,  enough  to  help  blacks.  R 
Administration  policymakers  held  that  Great  Society 
grams  created  a  "culture  of  poverty,"  so  they  emphas 
strong  economy  rather  than  expensive  governmeii 
grams.  The  nas  study  conclusion:  Government  pro^\ 
strong  antidiscrimination  efforts,  and  self-help  organiz;i 
are  critical  to  boosting  the  living  standards  of  blacks. 

The  report  documents  remarkable  gains  for  blacks 
the  past  40  years.  It  offers  proof  that  civil  rights  I 
desegregated  schools,  job  training,  affirmative  action, 
cial  aid  for  students,  and  other  programs  helped  fu' 
growth  of  a  black  middle  class. 

Yet  the  progress  of  black  Americans  in  many  key  . 
has  stagnated  or  declined  over  the  past  15  years,  despit« 
longest  economic  expansion  in  U.  S.  history.  Wages  for  i  j 
men  without  high  school  diplomas  tumbled,  the  percen 
of  blacks  going  to  college  declined,  the  unemploymem 
for  black  men  soared,  and  fully  43%  of  black  children 
live  in  poverty.  "If  these  statistics  characterized  the  i 
country,  we'd  regard  it  as  a  catastrophe  on  the  le\t 
the  Great  Depression,"  says  Cornell  University  sociolr 
Robin  M.  Williams,  head  of  the  committee  that  prod 
the  report. 

The  NAS  report  reflects  the  consensus  of  dozens  of  > 
tists  of  various  political  viewpoints.  And  its  implicabi 
are  clear.  The  government  as  well  as  private  groups  u 
play  major  roles  if  we  are  to  break  the  cycle  of  povrl 
for  millions  of  blacks — and  strengthen  American  so(;1 
as  a  whole. 
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It's  a  story  Steve  Jacobs  hates  to  remember, 
but  loves  to  tell . . . 

His  Steelcase  dealership,  Stevens  Office 
Interiors  in  Syracuse,  was  just  days  away  from 
finishing  a  project  for  the  New  York  Power  Pool 
in  Guilderland,  when  somebody  realized  they'd 
ordered  $24,000  worth  of  components— 
everything  from  binder  bins  and  lights  to  work- 
stations —  in  the  wrong  paint  color. 

Jacobs  was  beside  himself. 
Absolutely  had  to  do  the  installation  on  lime. 
Could  see  his  customer  walking  their  contract 
right  out  the  door.  Just  knew  he'd  end  up 
eating  the  job. 

At  8:01  the  next  morning,  he  called  Dealer 
Services  in  Grand  Rapids.  Martha  O'Connor 
picked  up  the  call.  She  winced.  "Your  order 
is  being  manufactured  m  five  different  plants. 


some  of  the  parts  are  already  on  trucks,  and 
it's  New  Year's  Eve.  But','  she  added,  "I'll  see 
what  I  can  do." 

Martha  called  back  in  a  couple  of  hours. 
Three  of  the  plants  had  already  started  the 
repainting,  and  the  trucks  were  being  off-loaded. 

The  whole  order  shipped  out  in  the  right 
color  on  January  2nd,  a  day  ahead  of  schedule. 
Jacobs  thanked  his  lucky 
stars  he  was  a  Steelcase  dealer 
Thanked  Martha.  Wrote  her  boss . . . 

"The  amazing  thing  is*,*  he  recalls,  "Martha 
didn't  have  any  direct  authority.  But  when  she 
called  the  plants  and  said,  'We  have  a  dealer 
who  has  a  problem  and  that  means  we  have  a 
problem.  Our  customer  needs  help,"  people 
said,  'No  problem,  well  do  it.*" 

Was  it  a  Happy  New  Year?  You  bet. 


Happy  New  Year. 


For  more-  mfoi  mauon.  call  l-mt-W-'I'W 


OLV^wlv^ClOv? 

The  Office  Em  ironmeni  Company 


An  IBM  AS/400  mid- 
range  computer  runs 
over  5000  applications 
to  help^you  run  your 
kind  ofbiisiness. 


The  last  thinji  a  small  busi- 
ness needs  is  a  coinputer  solution 
based  on  the  idea  ol  sinallness. 


\et  you  hear  tliinjis  like.  "h*s    The  IBM  AS/lOO  runs  over  . 
the  perteet  invent<»rv  |)a<  kao;e  lor     a|)j)lieations.  so  the  lirst  ordct 
small  business.'  as  il  iincntories 
of  ear  dealers,  ffroeerv  stores  and 
real  estate  brokers  had  much  in 


business  is  choosing  the  one 
best  lor  you. 

Retailers,  manufaeturen 
distributors,  law  tirms.  Iiank> 
school  boards,  you  name  it,  (  i 


common. 

So.  when  we  talk  about  our 
Application  System/iO(X  the  ques-  all  find  powerful,  proven  AS/O' 
tion  "Vi  hat  do  vou  do.''  comes 

needs. 


wav  before  "I  low  hi";  are  vou.'' 


software  designed  to  meet  th«r 


?pecia 


•Source  SierraSOOO  DataBase    c  ■  1989  IBM  Corporation  IBM  is  a  registered  trademark  and  Application  System/400  is  a  trademark  o' 


And  no  matter  liow  big  youi- 
/\S/400  gets  (from  a  few  users  to 
hundreds),  the  software  you 
started  with  will  always  be  able  to 
serve  you. 

Whats  more,  an  AS/f 00  is 
easy:  to  learn,  to  use  and  (starting 
around  $25,000)  to  pay  for. 
Whieh  helps  to  explaiji  why  in  a 
major  survey  of  midrange  system 


owners,  the  \S/100  users  showed 
the  highest  level  of  satisfaetionT 

lb  learn  more,  call  us  at 
1-800-365-4  IBM. 

The  IBM  AS/400.  Its  the 
solution  that  recognizes  wiiat  all 
small  businesses  have  in 


common. 
They  Ve  a 
different. 
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Change  from  last  week:  -0.5% 
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The  production  index  fell  for  the  week  ended  July  22.  The  index  has  weakened 
significantly  since  early  May.  Seasonally  odjusted  output  of  lumber,  electric  power, 
crude-oil  refining,  and  steel  declined.  Auto  and  truck  production  rebounded  after 
sharp  drops  lost  week.  And  coal,  poperboord,  paper,  and  rail-freight  traffic  posted 
increases  as  well.  Prior  to  calculation  of  the  four-week  moving  average,  the  index 
dropped  to  171.3  from  172.5  in  the  week  before. 

BW  production  index  copyright  1989  by  McGraw-Hill  Inc. 


July  Nov  Mar 

1988  1988  1989  19 

The  leading  index  increased  for  the  week  ended  July  22.  All  six  availok 

indicators  contributed  to  the  increase,  the  eighth  consecutive  weekly  advance.  Th 
were  higher  stock  prices,  slightly  lower  bond  yields,  a  decline  in  the  number 
business  failures,  and  faster  growth  rates  for  materials  prices,  real  estate  loans,  ai 
M2.  Before  calculation  of  the  four-week  moving  overage,  the  index  rose  to  21^ 
from  213.9  in  the  previous  week. 
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PRODUCTION  INDICATORS 


LEADING  INDICATORS 


Latest 
week 

Week 
ago 

Jo  change 
year  ago 

STEEL  (7/29)  thous.  of  net  tons 

1,856 

1,850# 

-5.1 

AUTOS  (7/29)  units 

86,851 

83,044r# 

18.1 

TRUCKS  (7/29)  units 

62,975 

71,602r# 

-11.8 

ELEQRIC  POWER  (7/29)  millions  of  kilowatt-hours 

63,206 

59,161  # 

2.8 

CRUDE-OIL  REFINING  (7/29)  thous.  of  bbl./day 

14,176 

1 3,947  # 

2.7 

COAL  (7/22)  thous.  of  net  tons 

1 6,857  # 

13,842 

-5.8 

PAPERBOARD  (7/22)  thous.  of  tons 

759.2  # 

743.4r 

3.9 

PAPER  (7/22)  thous.  of  tons 

717.0# 

685.0r 

2.3 

LUMBER  (7/22)  millions  of  ft. 

506.5  # 

486.1 

1 1.4 

RAIL  FREIGHT  (7/22)  billions  of  ton-miles 

18.2# 

17.0 

-4.7 

Sources:  American  Iron  &  Steel  Inst-,  Ward's  Automotive  Reports,  Edison  Electric  Inst.,  Amer- 
ican Petroleum  Inst.,  Energy  Dept.,  American  Paper  Inst.,  WWPA',  SFPA^,  Association  of 
American  Railroads. 


Latest 
week 

Week 
ogo 

Year 
ago 

JAPANESE  YEN  (8/2) 

136 

141 

133 

GERMAN  MARK  (8/2) 

1.85 

1.87 

1.89 

BRITISH  POUND  (8/2) 

1.66 

1.65 

1.71 

FRENCH  FRANC  (8/2) 

6.27 

6.35 

6.36 

CANADIAN  DOLLAR  (8/2) 

1.18 

1.19 

1.21 

SWISS  FRANC  (8/2) 

1.59 

1.61 

1.57 

MEXICAN  PESO  (8/2)^ 

2,536 

2,529 

2,300 

Sources:  Major  New  York  banks.  Currencies  e) 
British  pound  expressed  in  dollars. 

pressed  in  units  per 

U.  S.  dollar. 

except  for 

PRICES  1 

latest 
week 

Week 
□go 

%  Change 
year  ago 

GOLD  (8/2)  $/lroy  oz. 

369  750 

372.300 

-14.8 

STEEL  SCRAP  (8/1)  ^  l  heavy,  $/ton 

109.00 

110.50 

-1 1.0 

FOODSTUFFS  (7/31)  index,  1967=  100 

219.5 

222.1 

-8.0 

COPPER  (7/29)  i/\b. 

1 19.1 

1 14.6 

16.0 

ALUMINUM  (7/29) «./  b 

81.3 

79.0 

-35.5 

WHEAT  (7/29)  #  2  hard  $/bu. 

4.20 

4.27 

16.3 

COTTON  (7/29)  strict  low  middling  1-1/16  in 

,v/lb.  68.51 

68.02 

20.5 

Sources:  London  Wed.  final  setting,  Chicago 
Week.  Kansas  City  mkt.,  Memphis  mkt. 

mkt.,  Commodity  R 

esearch  Bureau,  Metals 

Latest 
week 

Week 
ago 

%Ch 
yea 

STOCK  PRICES  (7/28)  S&P  500 

337.95 

333.79 

CORPORATE  BOND  YIELD,  Aaa  (7/28) 

8.91  % 

8.93% 

INDUSTRIAL  MATERIALS  PRICES  (7/28) 

102.9 

104.9 

BUSINESS  FAILURES  (7/21) 

237 

260 

REAL  ESTATE  LOANS  (7/19)  billions 

$332.8 

$331.7r 

MONEY  SUPPLY,  M2  (7/17)  billions 

$3,114.4 

$3,111.6r 

INITIAL  CLAIMS,  UNEMPLOYMENT  (7/15)  thous 

354 

335 

Sources:  Standard  &  Poor's,  Moody's,  Journal  of  Commerce  (index:  1980=  100),  D 
Bradstreet  (failures  of  large  companies).  Federal  Reserve  Board,  Labor  Dept.  CIBCR  sec 
ally  adjusts  data  on  business  failures  and  real  estate  loons. 

MONTHIY  ECONOMIC  INDICATORS 

LotKt 
nonfh 

Month 
ago 

%Cii 
yea 

PERSONAL  INCOME  (June)  annual  rate,  billions 

$4,407.3 

$4,394.7 

MANUFAQURERS'  INVENTORIES  (June)  billions 

$366.2 

$365.1 

MANUFAQURING  SHIPMENTS  (June)  billions 

$231.9 

$233.1 

CONSTR.  SPENDING  (June)  annual  rate,  billions 

$414.7 

$418.2r 

Sources:  Commerce  Dept  ,  Census  Bureau 



MONETARY  INDICATORS  1 

latest 
week 

Week 
ago 

%tiV 

yeajst 

MONEY  SUPPLY,  Ml  (7/17) 

$777.5 

$779.  Ir 

BANKS'  BUSINESS  LOANS  (7/19) 

315.7 

315.3r 

FREE  RESERVES  (7/26) 

324 

42  Ir 

NONFINANCIAL  COMMERCIAL  PAPER  (7/17) 

125.7 

126.9 

Sources:  Federal  Reserve  Board  (in  billions,  except  fo 
a  two-week  period  in  millions). 

r  free  reserve 

s,  which  ore  expr 

MONEY  MARKET  RATES 

Latest 
week 

Week 
ago 

Yi 

0 

FEDERAL  FUNDS  (8/1) 

8.95% 

9.14% 

7.! 

PRIME  (8/2) 

10.50 

10.5-11.0 

9.; 

COMMERCIAL  PAPER  3-MONTH  (8/2) 

8.24 

8.60 

8.( 

CERTIFICATES  OF  DEPOSIT  3-MONTH  (8/2) 

8.30 

8.80 

8. 

EURODOLLAR  3-MONTH  (7/26) 

8.84 

8.81 

8  ; 

Sources:  Federal  Reserve  Board,  First  Boston 


4r  Raw  data  in  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense  equip  nt 
1  =  Western  Wood  Products  Assn.         2  =  Southern  Forest  Products  Assn.         3  =  Free  market  value         N A  =  Not  available         r  =  revised         NM  =  Not  meoningf ul 
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ISr  PERFORMANCE  IS  NO  GOARANTEE  OF  FUTURE  SUCCESS. 
RUT  IT'S  SOMETHING  TO  CONSIDER. 


Mutual  funds  haven't  always  been  your 
■yday  investment.  Forty  years  ago  there 
;n"t  many  kinds  of  funds. 
Just  some  common  stock  funds  and 
le  bond  funds.  But  Jack  Dreyfus  thought 
me  poised  for  growth. 
In  1951  he  began  managing  one  of  the 
lest  funds  to  actively  seek  growth  of  cap- 
for  its  shareholders. 

It's  a  hunch  that  paid  off.  Not  just  for 
eholders  of  The  Dreyfus  Fund,  but  for 
eholders  of  the  many  growth  funds  that 
)wed  it  in  the  1950s  and  1960s.  In  the 
-1970s,  when  rising  interest  rates  were 


stranding  savers  in  low-paying  FDIC  insured 
passbook  accounts,  we  developed  Dreyfus 
Liquid  Assets. 

And  in  the  late  1970s  when  inflation 
was  pushing  everyone  into  higher  tax 
brackets,  we  lobbied  for  a  bill  that  allowed 
Dreyfus  to  offer  the  first  incorporated  tax- 
exempt  fund. 

The  rest  is  history  These  days  there 
isn't  a  fund  company  worth  its  800  number 
that  doesn't  offer  a  wide  range  of  money  mar- 
ket and  tax  exempt  funds. 

Today  everyone  talks 
about  the  need  to  allocate 


The  right  fund  at  the  right  time. 


assets,  but  a  year  ago  we  created  a  fund  spe- 
cifically designed  to  shift  freely  among  stocks, 
bonds  and  money  market  instruments ,  depend- 
ing on  the  climate. 

Dreyfus  Capital  Value,  like  other 
Dreyfus  funds  before  it,  is  a  product  of  its 
time.  Will  it  too  give  rise  to  a  whole  new 
category  of  funds?  No  one  knows. 

But  one  thing  is  certain:  our  past.  And 
that's  one  way  to  evaluate  the  future.  Obtain 
a  prospectus  from  your  securities  dealer  or 
call  1-800-648-9048 . 
Please  read  the  prospectus 
carefully  before  investing. 


Astronomers  study  supernovas  m  the  hope  of 
learning  more  about  the  birth  of  the  universe. 

So  when  Supernova  1987A  burst  into  glory, 
the  scientific  community  immediately  turned  to  a 
Japanese  satellite  named  Ginga.  High  above  Earth, 
it  collects  X-ray  emissions  and  other  pertinent  data 
which  could  prove  crucial  in  theii  quest. 

At  the  heart  of  Ginga  —  Hitachi's  magnetic 

&  1989  Huachi,  Ltd  All  rights  rL-servcd 


bubble  memory  recorder  It  can  withstand  thi 
est  environments.  Radiation.  Solar  wind.  E>r 
temperatures. 

Which  IS  perhaps  to  be  expected.  We'nt 
world  leader  in  magnetic  bubble  memory  ti;l 
nology.  Always  have  been. 

Of  course,  some  stars  are  much  closer  ) 
home.  And  Hitachi  shines  here,  too.  Our  d)iia 


How  to  record  a  star 
right  at  home. 


One  day,  this  toddler's  children  will  watch  her  first  steps. 


video  cameras  are  responsible  for  revolu- 

ig  the  family  photo  album. 

lile  delivering  image  quality  that's  out  of 

dd. 

of  this  is  explained  by  the  fact  we're  a 
billion  company*  We're  involved  in  science 
nics.  Communications.  Transportation, 
ne.  Most  everything,  in  fact. 


It  goes  to  show  that  Hitachi  is  as  adept  at  creat- 
ing products  that  are  light-years  apart  as  we  are  at 
creating  technologies  that  are  light-years  ahead. 

*US$48,496  million;  net  sales  for  the  year  ending  March  31,  1989.  US$1  =  ¥132 

0  HITACHI 

Hitachi,  Ltd.  Tokyo.  Japan 
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ABORTION:  WHICH  IS 
THE  BACKWARD  STEP? 


BUSINESS  WEEK  has  always  impressed 
me  as  an  excellent  example  of  infor-' 
mative,  concise,  and  professional  busi- 
ness reporting.  I  currently  subscribe  to 
several  general  newsmagazines  for  the 
purpose  of  obtaining  information  relat- 
ing to  such  topics  as  the  Supreme 
Court's  decision  in  Webster  vs.  Repro- 
ductive Health  Services.  Your  commen- 
tary "If  pro-choice  is  mainstream,  now's 
the  time  to  prove  it"  (Top  of  the  News, 
July  17),  which  is  completely  devoid  of 
any  reference  to  business,  is  beneath  the 
dignity  and  purpose  of  your  publication. 

David  L.  Smith 
San  Antonio 

For  those  who  hold  that  one's  selfish 
interest  is  of  more  importance  than 
the  protection  of  the  unborn,  the  same 
argument  can  be  used  to  deal  with  the 
old,  the  terminally  ill,  the  mentally  re- 
tarded, and  so  on  ("Marching  backward 
on  abortion,"  Editorials,  July  17).  Once 
such  compromise  is  established,  who  is 
to  say  where  the  boundaries  should  be 
set?  Whose  opinion  and  whose  rights  are 
more  valuable — yours  or  mine?  Are 
there  no  absolutes?  I  say  "yes,"  and  the 
sanctity  of  human  life  is  one  of  them.  A 
narrow-minded  view,  yes,  but  for  some 
issues,  the  stakes  are  too  high  to  be 
otherwise.  Abortion  is  such  an  issue. 

Calvin  T.  Moore 
Streator,  111. 

■ applaud  your  editorial  on  the  abortion 
issue.  I  did  not  expect  to  see  the  issue 
covered  by  your  magazine  in  such  a 
thoughtful  way.  It  was  a  comforting  mo- 
ment in  what  is  beginning  to  feel  like 
the  year  in  which  the  world  stepped 
"backward." 

Jean  Lenihan 
Redmond,  Wash. 


EMPLOYEE  IHVOLVEMEHT: 

A  LOT  GOES  A  LOHG  WAY  

As  project  director  for  the  1987  Gen- 
eral Accounting  Office  employee-in- 
volvement (EI)  practices  study  that  was 
cited  in  "The  payoff  from  teamwork" 


(Cover  Story,  July  10),  I  must  comm( 
you  for  bringing  an  issue  of  vital  imf 
tance  to  the  forefront.  You  corre( 
state  that  GAO's  study  found  over  107' 
the  companies  surveyed  had  some  t; 
of  EI  practice  implemented.  Most 
these  practices  are  parallel  syste 
which  require  little  or  no  integral 
with  a  company's  core  systems.  M 
important,  a  portion  of  the  study 
available  to  BUSINESS  WEEK]  found  t 
EI  practices  requiring  integration 
change — work  teams  and  job  redesig 
were  carried  out  by  about  only  5%  of 
companies  surveyed. 

It  must  be  clearly  understood  by  t 
managers  that  the  El  practices  most 
frequently  implemented  hold  the  ra 
promise  for  performance  improveme 
Parallel  El  systems — quality  circles,  s 
gestion  systems,  and  survey  feedbac 
do  little  to  foster  sustained  performa 
improvements.  Only  when  managers 
derstand  the  differences  between  1 
and  high-involvement  systems  will  I 
business  begin  the  long  road  back  t 
leadership  position  in  the  world. 

Michael  Dulworth, 
Insync  C( 
Washing 

Are  U.  S.  businesses  serious  ab 
achieving  teamwork?  Some  are, 
not  enough. 

Teamwork  begins,  and  eventui 
pays  off,  with  managers  who  "w 
talk,  and  walk  the  talk."  That  is,  mai 
ers  must  spend  time  with  their  emp 
ees;  talk  with  and  listen  to  them; 
then — the  toughest  step  for  most — 
sistently  practice  the  quality  and  ser 
they  preach.  Such  managers  are 
leaders  America  needs.  The  payoff: 
sponsive,  creative,  and  productive  oi 
nizations  with  dominant  market  shar 
Arne  Skaalure,  Presic 
Service  Partnership 
Hou^ 

WHO'S  MISSING  FROM 

THE  GLOBAL  1000— AND  WHY 

■ was  surprised  that  your  report  did 
include  an  analysis  of  American  cj 
panies  that  dropped  off  the  list  from 
year  ("Who's  the  biggest  of  them  a 
July  17).  Of  the  41  corporations  no  k 
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Smith  G)rona  introduces  the  worlds  first  laptop  word  processor. 


Facts  are  facts,  and  the  sad  fact  is  that  over  70%  of  the 
ople  who  go  to  all  the  expense  of  buying  computers  and  all 
e  aggravation  of  trying  to  figure  them  out  end  up  using  their 
mputers  mainly  for  word  processing  and  spreadsheets— 
)thing  more. 

lb  put  it  simply,  the  last  thing  most  people  need  for  their 
ord  processing  is  a  computer  What  they  do  need  is  some- 
ing  that  can  make  writing  reports,  drafting  letters  and  creat- 
g  spreadsheets  easier  and  less  expensive  thcin  any  computer 
'er  could— a  Smith  Corona  Laptop  Word  Processor 

To  call  the  Laptop  Word  Processor  user-friendly  is  an  un- 
Tstatement.  If  you  can  use  a  typewriter,  you  already  have  all 
e  skills  you  need.  In  fact,  you  don't  even  need  an  electrical 


oudet.  With  the  optional  Rechargeable  Power  Pack,  you  can 
write  anywhere  for  hours. 

Of  course,  when  it  comes  to  features,  this  is  one  laptop 
that's  tops.  There's  a  16  line  by  80  character  display,  the 
amazing  Smith  Corona  Grammar-Right  System*  a  separate, 
letter-quality  Daisy  Wheel  Printer,  our  optional  CoronaCalc" 
Spreaclsheet  program.  Sheet  Feeder  and  Carry  Case,  plus 
much  more. 

All  of  which,  we  think  you'll  agree,  make  the  Smith  Corona 
Uptop  Word  Processor  not     ^rrr^  SMITH 
just  an  intelligent  alternative  to  al|||||HE  f^f^DOMIV 

the  personal  computer,  but  a  pgRsoNALWORD  PROCessORS 
rather  distinct  improvement,    the  intelligent  alternative  to  the  pc" 


For  more  information  on  this  product,  write  to  Smith  Corona  Corporation,  65  Locust  Avenue,  New  Canaan,  CT  06840 
or  Smith  Corona  Canada,  440  Tapscott  Road,  Scarborough,  Ontario,  Canada  MIB  1Y4. 


^'Uncommonly  versatile,  uncommonly 
productive,  the  Gulf  stream  IV  could 
very  well  be  the  only  business  aircraft 
you  need  to  own  and  operate.'^ 


"Almost  everyone  who  knows  anything 
about  business  aircraft  seems  to  agree  on 
one  point:  when  8, 10, 12  or  more  people 
need  to  go  on  a  long  business  trip,  there's 
notliing  quite  like  going  in  the 
Gulfstream  IV. 

It  has  the  range  and  speed  to  fly  nearly 
5,000  statute  miles  non-stop  in  about  9.5 
hours;  the  reliability  of  its  engines  and 
systems  helps  make  every  hour  pass 
placidly;  and  a  big,  roomy  cabin  makes 
every  mile  go  by  comfortably 

What  sometimes  gets  overlooked  in 
thinking  about  the  Gulfstream  IV, 
however,  is  the  fact  that  it  brings  these 
capabilities  to  every  trip  it  flies — 
including  those  that  go  only  a  few  hun- 
dred miles. 

As  a  result,  and  in  the  right  hands, 
the  Gulfstream  IV  can  become  a  unique 
asset  in  a  corporate  aircraft  operation.  In 
fact,  it  is  perfectly  plausible  to  expect  this 
one  amazing  machine  to  do  as  much  as  two 


By  Charles  N.  Coppi 

Senior  Vice  President,  Technology 
Gulfstream  Aerospace  Corporation 

lesser  aircraf  t ,  and  perhaps  even  more. 

Its  size  alone  is  a  plus  in  helping 
achieve  optimum  utilization.  (In  our 
experience,  people  seldom  pass  up  the 
opportunity  to  ride  in  a  Gulfstream. 
And  remember,  the  Gulfstream  IV  can 
take  more  passengers  more  places  faster 
than  any  other  business  aircraft.) 

Itineraries  can  be  planned  in  which 
the  Gulfstream  IV  fUes  multiple  legs  of 
various  lengths  in  a  day  without  refuel- 
ing. (We  won't  pretend  it's  going  to  use 
less  fuel  than  a  lesser  airplane.  But  the 
Gulfstream  FV  is  the  most  fuel-efficient 
jet  we've  ever  built.  And  aerodynamicists 
can  prove  that,  pound  for  pound,  it  is  the 
most  fuel-efficient  business  jet  anybody's 
ever  built.) 


An  acknowledged  authority  on  the  design 
and  engineering  of  business  aircraft, 
Charles  Coppi  has  helped  shape  many  of 
the  significant  technological  advances 
found  in  four  generations  of  Gulfstream 
executive  aircraft. 


©Gulfstream  Aerospace  Corporation,  PO.  Box  2206,  Savannah,  Georgia  31402  U  S  A. 


)espite  its  size,  the  Gulfstream  IV 
use  airports  you'd  expect  to  be  lim- 
I  to  much  smaller  jets, 
t  is  also  a  good  neighbor.  There  aren't 
ny  airports  more  noise-sensitive  than 
shington's  National  Airport;  the 
A  says  the  Gulfstream  FV,  with  its 
Ls-Royce  Tay  engines,  is  quiet  enough 
ome  and  go  there  anytime,  day  or 
It.  (What  that  also  says  is  you  can 
1  on  going  almost  anywhere  you 
It  to  go,  when  you  want  to  go  -  which 
le  fundamental  reason  to  operate  any 
inessjet.) 

n  short,  the  Gulfstream  IV  has  an 
ommon  versatility  that  makes  it 
ommonly  productive. 
Ve  can  show  you  why  and  how  this 
pens  on  an  actual  business  trip  you 
your  key  executives  have  to  take 
lewhere  at  home  or  abroad, 
f  you  need  to  go  5,000  miles  non- 
),fme. 


/      Ifwe  can  take  you  5,000  miles  in  five  or 
^   six  stops  in  a  single  day,  that's  okay  too. 
If  we  can  have  the  time  to  show  you 
how  the  Gulfstream  IV  does  both,  so 
much  the  better 

What's  important  is  that  you  have  the 
opportunity  to  put  the  Gulfstream  IV  in 
its  proper  perspective. 

The  person  who's  ready  to  see  that 
you  get  that  chance  is  Robert  H.  Cooper, 
Senior  Vice  President,  Gulfstream 
Marketing. 

Call  him  at  ,_ 
(912)964-3234." 

Gulfstream 
/Icrospace 

A  CHRVSLCn  COMPANY 


The  technology  of  computerized  genera- 
tion and  management  of  flight  information 
and  electronic  instrument  systems  found 
in  the  Gulfstream  IV  cockpit  will  still  be 
considered  advanced  in  the  year  2000. 


The  Gulfstream  IV. 

The  pursuit  of  perfection. 
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Project  Management: 
Art,  Science  or  Bull? 

Running  a  project  well  demands  a 
special  blend  of  make-it 
happen  skills.  No 
manager  can  bring  it 
all  together  consis- 
tently by  depending  on 
intuitive  artistry,  rigid 
technique,  or  enthusiastic 
hoorays  and  hoopla. 

What's  it  like  in  your 
company?  How  well  are 
your  projects  running? 
How  sure  are  you  that 
you  are  receiving  the  quality  information 
needed  to  understand  issues,  make 
judgements,  choose  among  alternatives? 

Disciplined  project  management  is  an 
intelligent  framework  in  which  to  judge 
progress,  ask  questions  and  verify  answers. 


r 


As  the  leading  developer  of 
project  management  software,  we'd  like 
to  send  you  our  free  booklet:  "Making  It 
Happen:  A  Senior  Executive's  Guide  to 
Project  Management. " 

Because  the  future  is  too  important  to 
let  it  happen  by  itself. 


Help  me  "make  it  happen." 
Please  sencJ  me  your  FREE  booklet. 

Name  

Title  


Company, 
Address  _ 
City  


State 


-Zip- 


PRIMAVERA  SYSTEMS,  INC. 

Pro)ect  Management  Software 
Two  Bala  Plaza,  Bala  Cynwyd,  PA  19004 
(800)  423-0245  'In  PA  (215)  667-8600 

FAX:  (215)  667-7894 


er  on  the  li.st,  five  left  via  LBOs, 
were  acquired  by  other  compan 
three  of  which  are  foreign — and  31 
sess  a  market  value  now  insufficier 
inclusion.  The  1988  total  market  val 
these  41  firms — over  $89  billion- 
passes  the  1989  market  capitalizati< 
Global  1000  firms  in  many  countrie 
eluding  Switzerland  and  Italy. 

F.  Christian  Zir 
Lundy-Fetterman  School  of  Bus| 
Campbell  Unive 
Buies  Creek, 

Your  story  on  the  Global  lOOC 
one  question  unanswered:  Whj 
Japanese  companies  so  conspicuous^ 
sent  from  the  top  15  companies  in 
of  profits? 

David  Mg 
Upton, 

WHEN  ESOP  'PARTICIPATION' 
1$  A  SNARE  

Regarding  "Teams  that  score  bj 
productivity"  (Editorials,  Julj 
you  state:  "The  substantial  tax  al 
tages  of  ESOPs  should  be  continge^ 
worker  participation."  I  happen  to 
with  you.  But  it  is  equally  importar 
to  mislead  working  people  into  belij 
they  are  "participating"  rather  tha 
ing  exploited  when  they  are  induci 
perform  like  owners  without  realll 
coming  owners,  which  they  can  do| 
when  ESOP  financing  is  used.  Other 
their  participation  is  a  delusion. 

Less  than  4%  of  the  $750  billid 
U.  S.  capital  transactions  in  1988 
ESOP-financed.  The  other  96%  intenj 
the  concentration  of  ownership  ofl 
residential  capital  in  the  top  51 
wealth  holders.  Capital  owners  pr(j 
90%  of  the  nation's  goods  and  ser 
as  measured  in  free-market  termd 
quiring  and  employing  capital  is  thd 
cal  way  for  working  people  to  raise| 
earning  power. 

True  participation  by  working 
requires  reciprocal  participation  by| 
ers  and  managers.  Why  should  wc 
people  do  all  the  participating? 

Louis  0.  Kelso,  Pred 
Kelso  Institute  fq 
Study  of  Economic  SyJ 
San  Frapi 

COMPUTERS  ALONE  CAN'T 
SOLVE  EDUCATION'S  ILLS 

As  the  founder  of  a  companyi 
develops  and  sells  computer-[ 
remedial  learning  systems,  I  agreq 
your  assessment  that  technology 
classroom  to  date  has  achieved  lessl 
stellar  results  ("Computers  in  schJ 
loser?  Or  a  lost  opportunity?"  Socf 
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When  you've  got  to  have  a  copy,  you'd 
better  have  a  copier  from  Kodak.  They've  been 
top-rated  for  reliability— and  service — 
seven  years  running! 

Kodak  copier  technology  has  led  the  way  to  greater 
copier  reliability'.  It  began  with  bending  light 
instead  of  paper,  to  keep  the  paper  path  straight. 
And  replacing  problematic  drums  with 
ingenious  film  belts.  The  list  goes  on.  Which  is 
why  Kodak  copiers  have  won  awards  for 
reliability,  from  an  independent  research  organi- 
zation, seven  years  in  a  row. 

Service  is  the  other  half  of  the  reliability  story 
and,  no  surprise,  Kodak  copiers  are  top-rated 
A  for  service  again  and  again.  For  all  the 
Mm  details,  see  a  Kodak  copier  demonstration. 

^  .    Call  I  800  255-3434,  Ext.  125. 

^  Leading  technology: 
jm  The  Kodak  copier  advantage. 


OPIERSYOU 

ANGOUNTON 


The  new  vision  of  Kodak 


Your  product  quality  is  at  the 
mercy  of  dozens  of  different 
v^ariables.  And  by  the  time  quality 
control  catches  a  mistake,  you've 
already  invested  costly  time 
and  materials. 

Hewlett-Packard  has  a  better  way. 


HP  integrated  manufacturing 
computer  systems.  They'll  help 
you  achieve  the  product  quality 
you're  striving  for  with  extra- 
ordinary consistency. 

WTiether  you're  turning  out 
cereals  or  satellites,  an  HP  system 
lets  you  plan,  monitor  and  control 
every  phase  of  the  production 
process.  HP  systems  correct 
the  process  in  real-time,  so  you 


0 1!»S<)  Hewlett  l^u  k:UTl(  omi)iu>,v  I.S02914 


quality  CQntrol  does 
is  catch  our  mistakes. 
I  want  to  start  avoiding  them? 


can  upgrade  quality  without 
downtime. 

Hewlett-Packard  has  specific 
hardware  and  software  products 
for  manufacturing  resource 
planning,  process  control,  mate- 
rials analysis,  lot  control,  and 
process  parameter  measurement. 
Products  that  allow  you  to  govern 


independent  tasks.  Or  that  link 
together  all  your  manufacturing 
functions  in  one  comprehensive 
system. 

Hewlett-Packard  will  also  give 
you  the  service  and  support  you 
need  to  reach,  and  maintain,  your 
product  quality  goals.  So,  if  you'd 
like  to  catch  mistakes  before 
they  happen,  pass  along  this 
number  to  your  CIM  manager: 
1-800-752-0900,  Ext.  604F. 


We'll  send  insights  and  informa- 
tion on  the  whole  quality  issue 
in  manufacturing. 

There  is  a  better  way. 


HEWLETT 
PACKARD 


This  quill  was  hand  sculpted  with  Georgia-Pacific 


were 


.-Pacific, 

leringour  nest  with  over  $800  million  in  printing  paper  sales. 

Georgia-Pacific  has  now  become  one  of  the  world's 
largest  suppliers  of  uncoated  printing  and  writing  paper. 

Already  we  have  one  of  the  world's  largest  white 
paper  machines,  that  produces  over  650  tons  per  day.  And  with 
our  new  machine  in  Port  Hudson,  Louisiana,  now  on  line,  we  are  well 
positioned  to  become  an  even  more  influential  competitor  in  a  market 
that  is  expected  to  grow  at  a  rate  twice  that  of  the  GNP. 

Cbntainerboard.  Packaging.  Tissue.  Market  pulp.  Printing  and 
writing  papers.  Combined,  they  generated  nearly  $3.5  billion  in 
sales  and  upwards  of  $600  million  in  operating  profits  in  1988. 

And  considering  the  way  things  are  going,  pulp  and  paper 
will  continue  to  be  a  highly  profitable  feather  in  our  cap  for  many 


years  to  come. 


©1989  Georgia-Parific  Corporation. 
All  Rights  Reserved. 


Georgia-F^cific  ^ 

Savvy  Irom  the  ground  upr 
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:0RRECTIONS  &  CiARIHCATIOMS 

the  BUSINESS  WEEK  Global  1000  list 
ily  17),  the  12th-ranked  U.  S.  compa- 
should  have  been  Coca-Cola,  not 
ica-Cola  Enterprises.  And  No.  109 
ould  have  been  Baxter  International, 
t  Baxter  Travenol  Laboratories.  The 
3fits  for  Barclay's  Bank  (the  12th- 
nked  British  company)  were  listed  as 
?9  million.  The  correct  figure  is  $1.39 
lion. 

the  story  "Mission  Oak:  A  solid  in- 
stment"  (Personal  Business,  July  31), 
was  incorrectly  stated  that  the  Jor- 
n-Volpe  Gallery  at  958  Madison  Ave. 
New  York  City  carried  Mission  fur- 
ure.  The  gallery  no  longer  sells  the 
e;  it  nov/  specializes  in  19th-  and 
th-century  American  and  European 
intings.  Also,  the  correct  phone  num- 
r  is  212  570-9500. 


s,  July  17).  In  their  drive  to  embrace 
thing  that  promises  state-of-the-art 
rency,  it  seems  that  many  schools 
■e  acquired  computers  in  recent  years 
hout  adequately  integrating  them 
)  the  day-to-day  dynamics  that  occur 
ween  teacher  and  student. 
}onetheless,  your  suggestion  that 
icators  who  welcome  computers  do  so 
h  misguided  boosterism  is  unfair  and 

the  mark,  especially  in  the  area  of 
jgrated  learning  systems. 
Vhile  it  is  true  that  much  of  the 
ching  software  now  in  place  is  highly 
imented,  the  more  sophisticated  sys- 
is  are  extremely  interactive  and  flexi- 
.  There  is  courseware  available  right 
V  that  has  a  demonstrated  capacity  to 
eh  cognitive  and  analytic  skills  in  a 
tematic  fashion.  Students  otherwise 
isidered  educationally  "at  risk"  in  a 
ma!  classroom  environment,  have, 
ough  using  computers,  become  profi- 
it  at  such  higher-order  skills  as  stra- 
ic  reasoning,  quantitative  estimation, 
1  even  flow-chart  analysis. 
Vithout  question,  computers  will  play 
lajor  role  in  our  educational  system  in 

coming  decades.  Alone,  computers 
1  not  produce  an  instructional  Utopia. 
3  real  objective,  after  all,  is  not  com- 
ber literacy,  but  a  literate  society  in 
ich  computers  are  but  a  part. 

Charles  R.  Walther 
Founder  &  Senior  Vice-President 
New  Century  Education  Corp. 

Piscataway,  N.  J. 


Sers  to  the  Editor  should  be  sent  to  Readers 
lOrt,  Business  Week.  1221  Avenue  of  the  Amen- 
New  York,  N.  Y.  10020.  Fax:  (212)  512-6875, 
sx:  12-7960,  Intl.  4998204.  All  letters  must  in- 
'e  an  address  and  daytime  and  evening  tele- 
ne  numbers.  We  reserve  the  right  to  edit  letters 
clarity  and  space.  . 


LOOKING  FOR  HIGH  CURRENT  YIELDS? 


7 
V 


The 
Spartan™ 

Low-Expense 
Guarantee 

All  money  market  funds  claim  to  offer  high  current  yields,  but  in 
order  to  offer  them,  you  must  start  with  low  costs.  It's  our  low-cost  guar- 
antee that  sets  Fidelity's  Spartan  Money  Market  Fund— with  its 
record  of  consistently  higher  yields  since  inception  on  January  23, 1989 
than  the  average  money  market  fund'  —  apart  from  all  the  others. 
Spartan's  low-cost  guarantee  ensures  that  you'll  be  able  to 
invest  for  high  current  yields  over  the  long  term.  Fidelity  is 
guaranteeing  to  freeze  fund  operating  expenses  at  no  more 
than  0.45%  all  the  way  into  1992."  Of  course,  you  still  pay  for  the 
transactions  you  make.^  Call  now  for  today's  high  current  yields. 

Call  for  Today's  High  Current  Yields 

For  more  complete  information  on  Spartan 
jgjH^^  Money  Market  Fund,  including  management  fees  and 
transaction  expenses,  call  us  24  hours  a  day  for  your 
free  prospectus.  Read  it  carefully  before  you  invest  or 
hkL^  send  money  If  you're  receiving  a  retirement  plan 
^^^^I^HE  distribution,  or  simply  shopping  for  a  better 
^^B|gHK  place  for  your  existing  IRA,  consider  Spartan 

for  your  IRA  rollover  or  transfer.  Minimum 
initial  investment  $20,000. 

Visit  a  Fidelity  Investor  Center  or  call  24  hours 

1-800-544-6666 

Service  for  the  hearing  impaired  TDD/1-800-544-0118 


Investments 


® 


2R  "W       ^  CODE:  BW/SPM/081489 

Fidelity  Distributors  Corporation  (General  Distribution  .Agent),  P.O.  Box  660003,  Dallas,  TX  75266-0603. 


'According  to  Donoghue's  Money  Fund  Report.  'This  operating  expense  guarantee  began  on  5/7/89  and 
ends  5/7/92.  Operating  expenses  do  not  include  Brokerage  fees  or  commission  (if  any);  interest  on 
borrowing;  taxes,  and  extraordinary  non-recurring  expenses.  ^These  transaction  fees  will  reduce  your 
yield,  depending  on  the  number  you  make.  Special  Yield  Opportunity:  The  fund's  adviser  is  temporarily 
paying  for  all  the  fund's  expenses,  which  increases  its  yield.  This  expense  limitation  may  be  terminated 
at  any  time,  at  which  time  expenses  will  go  up  and  the  yield  will  go  down.  Yields  will  vary 
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Introducing  the  newLoti 
spreadsheet  is  nowb 


The  arrival  of  the  new  Lotus"  l-2-'3' 
Releases  and  Release 2.2  will  come  as  good 
news  to  business. 

Because  Release  3  and  2.2  are  the  two  most 
powerful,  versatile  spreadsheets  in  the  world. 

Which  version  of 
1-2-3  is  right  for  you? 
Well,  that  depends  on 
what  hardware  you're 
using  and  what  require- 
ments you  have. 

The  new  1-2  3 
Release  3  is  nothing 
short  of  a  breakthrough  in  software  technology 

Its  new,  true  three  dimensional  design 
lets  you  organize,  analyze  and  navigate  your 
way  through  spreadsheet  applications  with 
incredible  speed,  power  and  ease. 


Release  3 's  3D  design  lets  you  work  uiith  multiple 
sheets  and  files  simultaneously. 


Other  spreadsheets  provide  two  axes  fo 
you  to  work  with:  rows  (height)  and  colum 
(width).  But  Release  3  gives  you  a  third  axis 
(depth).  So  you  can  perform  operations  usii 
any  spreadsheet  function  through  up  to  25! 
worksheets  simultaneously.  You  can  even 
have  multiple  files  open  in  memory  at  om 

With  its  PostScript*  support  for  laser 
printers,  Release  3  provides  presentation 
quality  output.  It  also  offers  a  selection 
advanced  analytical  graphics.  Our  HotVie' 
graph  window  lets  you  see  a  spreadsheet  ari 
a  related  graph  on-screen  simultaneously  wl  i 
Quick  Graph  lets  you  graph  in  one  step.  \ 
can  even  graph  a  3D  range. 

Release  3's  new  database  has  relation; 
capabilities  and  255  sort  keys  for  more  in-dept 
querying  and  better  organization.  Its  Dal 
External  command  lets  you  bring  data  froi 
external  databases,  like  dBase  III* directly  ii  o 
your  spreadsheet  withoi 
leaving  1-2-3. 

For  application 
developers  who  want  t- 
customize  a  wealth  of 
applications  from  simple 
forms  to  complex  turnke 
systems,  there's  the  Loti; 
Add-In  Tool  Kit  for  Release  3. 

Release  3  is  available  for  DOS  or  OS/2, 
users  and  is  designed  to  take  full  advantagekf 
the  1  Mb  memory  and  processor  power  thaiis 
standard  on  today's  286  and  386-based  Bs. 


2-3.  The  world's  leadin 
r  than  ever  before. 


Those  of  you  who  work  on  all  types  of  PCs 
,  a  640K  DOS  environment,  read  on. 

Because  we  designed  the  new  Lotus  1-2-3 
please  2.2  to  maximize  the  memory  in  your 
].  Release  2.2  provides  extraordinary  speed 
id  presentation  quality  output.  Its  minimal 
!calc  feature  lets  you  handle  data  faster  than 
^er  before.  And  its  file  linking  feature  lets 
)u  easily  manage  larger  worksheets. 

Release  2.2  also  lets  you  create  superior 
isiness  graphics  more  easily  than  ever  before, 
'ith  Allways  built  into  the  product,  you  can 
lade,  choose  from  different  fonts,  adjust 
Bights  and  even  combine  text  and  graphics 
1  the  same  page.  Plus,  with  our  "what  you 

is  what  you  get"  feature,  you  can  preview 
sfore  you  print. 

And  hundreds  of  add-in  and  companion 


Release  2.  :^  offers 
presentation  quality 
output  and  extra- 
ordinary speed. 


products  that  have  been  developed  for  the  1-2-3 
you're  using  now  will  work  with  Release  2.2. 
So  you  can  customize  1-2-3  anyway  you  need  to 

Of  course,  both  Release  3  and  2.2  provide 
the  highest  compatibility  with  your  present 
1-2-3  files,  applications, 
macros ,  and ,  equally  impor- 
tant, they're  compatible 
with  each  other.  Both  are 
available  either  for  stand- 
alone use  or  for  use  on  a 
network.  And,  since  each 
provides  the  same  familiar 
1-2-3  menu  and  interface, 
along  with  such  ease  of  use 
functions  as  learn,  undo,  and  search  and 
replace,  you  just  start  up  1-2-3  and  go  to  work. 

It's  easy  to  upgrade  to  Lotus  1-2-3. 
Just  use  the  attached  Order  Form/envelope 
to  make  your  upgrade  choice,  and  send  it  to 
Lotus.  If  you  need  additional  information, 
call  1-800-TRADEUP*  Ask  for  Ext.  572.  Or, 
if  you're  a  first-time  purchaser,  contact  your 
Lotus  Authorized  Reseller. 

Then  you'll  see  firsthand  how  the  new 
1-2-3  will  help  you  think  smarter.  See  things 
more  clearly.  And  perform  better  than 
ever  before. 

The  NewLotus  1-2-3 

The  spreadsheet  of  choice 

■In  Canada  cail  I  800  i^68-lfjuy  Ask  for  Dejiarlment  zti  i&  lySy  Lotus  [Jevelupmenl  Corporalion 
Lotus  and  12 -'J  are  registered  trademarks  of  Lotus  Development  Corporation  OS/2  is  a  registered  trademark  of 
[nternalional  Business  Machines.  Inc  dBase  III  is  a  registered  trademark  of  Ashton-T^te  Corporation.  PostScript  is  a  registered 
trademark  of  Adolie  Systems,  Inc  1-2-3  Release  3  runs  under  DOS  or  OS/2  Hard  disk  and  1  Mb  system  memory  required  in  DOS, 
3  Mb  in  OS/2  Lotus  certified  compatible  PCAT  with  80286/80386  processor  required.  Release  2  2  runs  on  Lotus  certified 
PCs  of  all  types  in  DOS  with  a  minimum  of  320K  system  memory  512K  and  hard  disk  required  witb  Allways 
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NATION'S  BUSINESS  TODAY  ON  ESPN. 
WITH  THE  LATE-BREAKING  STORIES  THAT 
MORNING  PAPERS  JUST  CAN'T  COVER, 
WE  GIVE  YOU  A  COMPETITIVE  EDGE. 

The  business  world  is  still  up  after  most  newspapers  have 
been  put  to  bed.  So  a  lot  of  what  happens  overnight  catches 
them  napping.  And  if  you're  not  careful,  it  might  catch 
you  too. 

Which  is  why  you  should  wake  up  with  "Nation's 
Business  Today"  on  ESPN. 

Starting  every  weekday  at  6:30  AM  (ET),  "Nation's 
Business  Today"  brings  you  two  hours  of  up-to-the-minute 
business  news.  Broadcast  live  from  the  nation's  capital. 

We  cover  all  the  latest  financial  and  economic  develop- 
ments across  America  and  around  the  world.  In  a  consis- 
^  tent  feature  format  that 

'  makes  It  easy  to  find  the 

information  most  critical 
to  your  own  business. 

We  also  provide 
interviews  with  today's 
business  leaders.  Special 
reports  on  small  business, 
technology,  international 
trade,  investment  oppor- 
tunities and  the  movers 


(All  Times  Eastern) 
Top  Business  News 
Financial  News 
Small  Business  News 
Special  Business 

Features 
CEOCIose-Ups 
Internat'l  Business  Line 
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and  shakers  on 
Capitol  Hill.  And 
even  weather  fore- 
casts for  business 
travelers. 

With  their  own 
unique  blend  of 
insight  and  analy- 
sis, our  anchors 
will  give  you  an 
insider's  perspec- 
tive on  where  the  business  world  is  heading.  Carl  Grant  is 
an  award-winning  anchorman  and  investigative  reporter  i. 
well  as  a  nationally  renowned  business  and  government 
expert.  Meryl  Comer  is  an  Emmy  Award-winning  produce 
and  journalist.  Together,  they  bring  more  than  40  years  of 
solid  business  news  expertise  to  ESPN.  But  it  should  corr 
as  no  surprise  that  a  network  so  acclaimed  for  covering 
tough  competitors  at  play  would  be  equally  good  at  cover- 
ing them  at  work. 

"Nation's  Business  Today"  on  ESPN.  Just  listen  to 
what  our  experts 
have  to  say  about 
the  day's  business. 
And  hear  the  kinds 
of  things  that  the 
morning  papers 
find  unprintable. 


1 1988  ESPN.  Inc 


DEN  DEATH:  THE  RISE  &  FALL                   THE  FALL  OF  THE  HOUSE  OF  HUTTON 
.  F.  HUTTON                                       By  Donna  Sammons  Carpenter  and  John  Feloni 
lark  Stevens                                       Henry  Holt  &  Co.  •  322pp  •  $19.95 
American  Library  •  298pp  •  $19.95 

HE  TRAfilC  FLAW  III  HUTTON'S 

ERSONALITY  CUIT 

tirely  on  Fomon  and  Ball.  While  Sudden 
Death  and  The  Fall  of  the  House  of 
Hutton  are  useful  and  readable  chroni- 
cles of  Hutton's  collapse,  they  fail  to 
place  it  in  the  broader  context  of  the 
Street's  transformation  over  the  past 
two  decades.  Nor  do  they  do  justice  to 
the  tragic  dimensions  of  Hutton's  sad, 
slow  stagger  into  oblivion,  which  culmi- 
nated in  1987  with  an  ignominious  auc- 
tion whose  high  bidder  was  Shearson. 

Fall  was  co-authored  by  John  Feloni, 
a  former  Hutton  broker,  but  Sudden 
Death,  by  financial  writer  Mark  Stevens, 
is  the  superior  account,  richer  in  anec- 
dote and  personality  development.  Both, 
though,  are  narrowly  focused  and  writ- 
ten as  if  they  wanted  to  beat  each  other 
into  print.  Neither  adds  much  news  to 
contemporaneous  press  accounts. 

The  story  of  Hutton's  demise  is  both 
simple  and  ironic:  Having  more  or  less 
created  the  firm,  Robert  Fomon  ended 
up,  in  effect,  destroying  it.  The  begin- 
ning of  the  end  was  George  Ball's 
abrupt  departure  in  1982  to  run  Pruden- 
tial-Bache  Securities  Inc.  Sudden  Death 
persuasively  shows  that  Fomon's  inces- 
sant public  ridicule  drove  Ball  to  leave. 
Stevens  says  Fomon  resented  that  Ball, 
by  raising  the  productivity  of  the  sales 

1  many  v/ays,  E.  F.  Hutton  &  Co. 
ff&s  the  last  of  the  grand  old  Wall 
Street  firms,  a  survivor  of  the  days 
lubby  partnerships  with  casual,  seat- 
le-pants  management.  When  broker- 
rate  competition  and  other  pres- 
's  began  forcing  modern  business 
plines  on  the  Street  in  the  late 
)s,  hundreds  of  firms  folded.  Others, 
1  as  Bache,  Dean  Witter,  and  Shear- 
became  appendages  of  large  finan- 
services  conglomerates.  A  few — no- 
y  Merrill  Lynch,  Morgan  Stanley, 
[man  Sachs,  and  Salomon  Brothers — 
ed  independent  by  overhauling  their 
lagerial  and  operational  systems, 
ton  remained  an  anomaly, 
came  roaring  into  the  1980s  looking 
an  antique  from  earlier  decades,  a 
el  T  miraculously  going  65  mph. 
miracle  workers  shared  the  driver's 

seat.  CEO  Robert  M.  Fomon  was  in  over- 
all charge.  Tough,  imperious,  arrogant, 
and  reclusive,  he  was  a  brilliant  vision- 
ary, a  master  politician,  and  a  decisive 
leader.  George  L.  Ball  wielded  near-ab- 
solute control  over  the  retail-branch  sys- 
tem. The  convivial  Ball  was  a  super-mo- 
tivator able  to  stroke  brokers  into  feats 
of  performance  unmatched  on  the 
Street.  Hutton  had  no  organizational 
chart,  no  strategic  plan,  no  system  of 
delegation,  and  no  backup  managerial 
cadre  other  than  sycophants.  There  was 
no  apparent  need.  Fomon  and  Ball 
seemed  able  to  do  it  all,  ruling  by  in- 
stinct and  sheer  force  of  personality. 

You  didn't  need  a  degree  in  rocket 
science  to  realize  that  Hutton  would 
have  to  return  to  earth  sooner  or  later. 
Unless  new  leadership  suddenly  materi- 
alized, Hutton's  longevity  depended  en- 

With the  way  some  facsimiles  make  you  wait, 
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force,  had  been  so  instru- 
mental to  Mutton's  success. 
Unfortunately,  Ball  hadn't 
delegated  any  more  effec- 
tively than  had  Fomon,  and 
Fomon  never  found  a  com- 
petent replacement  for  him. 
Without  Ball,  the  retail  sys- 
tem gradually  unraveled. 

So  did  Fomon.  He  became 
withdrawn,  moody,  and  er- 
ratic. According  to  both 
books,  his  distractions  in- 
cluded bouts  of  womanizing 
and  drinking,  a  debilitating 
compound  leg  fracture,  and 
an  obsession  with  the  con- 
struction of  Mutton's  grandi- 
ose new  midtown  Manhattan 
headquarters,  whose  $100 
million  price  tag  wreaked 
havoc  on  Mutton's  weakened 
balance  sheet.  The  firm's 
management  fell  into  disar- 
ray. In  1985,  a  widely  publicized  check- 
kiting  scandal  culminated  in  Mutton's 
guilty  plea  to  2,000  counts  of  mail  and 
wire  fraud.  Fall  provides  a  fuller  ac- 
count of  the  episode  than  Sudden 
Death,  but  neither  book  offers  much 
fresh  reporting  on  the  possible  culpabil- 


ity of  Mutton's  top  managers,  particular- 
ly George  Ball.  Although  Ball  and  Fo- 
mon emerged  with  their  reputations 
officially  unblemished,  the  scandal  badly 
damaged  Mutton's  sagging  morale. 

Under  pressure  to  bring  in  new  lead- 
ership, Fomon  recruited  Robert  P.  Rit- 


tereiser  from  Merrill  L)< 
&  Co.  as  president  in  ! 

1985.  Rittereiser  ha 
quired  a  good  reputatin 
Merrill's  chief  admin i 
five  officer,  but  he  hai  • 
actual  management  t 
ence.  Me  proved  to  I) 
weak  and  indecisive  ma 
er.    Fomon,    who  wa 
stripped  of  the  CEO  tith 
Mutton's  board  until 

1986,  worked  to  underi 
Rittereiser,  just  as  ht 
done  with  Ball.  At  one  p 
he  even  tried  secretly  ti 
gotiate  the  firm's  sale.  S 
Mutton  was  all  but  on 
control,  with  numeroti 
tions  maneuvering  for 
er  and  the  balance 
hemorrhaging  scarce 
Fall  provides  a  compi  > 
sive  and  inside  view 

events  during  this  tumultuous  peril  m 
eluding  details  of  meetings  of  the  1 » 
which  remained  complaisant  until  i' 
too  late. 

To  try  to  arrest  Mutton's  decline, ! 
tereiser  brought  in  a  bevy  of  richh 
pensated  outsiders,  whose  perform. 


you'd  think  that  you  had  nothing  better  to  do 


No  matter  how  fast  a  high-performance  facsimile  transmits, 
it  doesn't  matter  if  you  have  to  wait  for  it  to  perform.  Waiting  for  an 
incoming  fax  to  print.  Waiting  for  the  line  to  clear.  Waiting  while 
your  document  is  scanning. 

Waiting.  Waiting.  Waiting. 

But  with  a  Canon  FAX- 705,  you  don't  have  to  wait  at  all.  Because 
the  FAX- 705  works  as  hard  as  you  do.  With  performance  features 
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that  let  you  do  the  work  of  several  facsimiles  at  once. 

While  someone  else  is  receiving  a  fax,  you  can  be  sending  c| 
Or  while  you're  storing  or  receiving  documents  in  memory,  y( 
also  record,  print  or  make  copies  of  other  documents. 

You  no  longer  need  to  wait  for  the  fax  to  transmit  your  origil 
before  removing  them,  either.  With  InstaScan,  your  documencs 
read  and  stored  in  memory  in  just  4  seconds* 
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THE  BROKEN  CORD 

By  Michael  Dorris 

Harper  &  Row  •  300pp  •  $18.95 


ined  new  levels  of  ineptitude  and 
;alculation.  Typical  was  The  Hut  ton 
•jhborhood  Coloring  Book,  which 
sent  around  to  employees  complete 
1  a  box  of  crayons.  The  idea  was  to 
:ate  them,  in  a  humorous  way,  about 
firm's  problems.  One  illustration, 
ving  a  small  house  wedged  between 
mansions,  was  captioned:  "We're  no 
;er  the  nicest  house  on  the  block, 
re  not  even  close.  In  fact,  we're  in 
trouble."  Another  page,  showing  a 
ing  van  in  front  of  the  house,  read: 
we  don't  fix  our  problems  soon, 
eone  could  even  take  away  our 
le.  (Color  this  gloomy.)"  Rival  firms 
'ibuted  copies  widely, 
le  October,  1987,  market  crash  ad- 
istered  the  coup  de  grace  to  Hutton. 
that  was  simply  the  equivalent  of 
oving  life-support  systems  from  a 
3nt  who  was  already  brain-dead.  In 
ember,  after  board  member  Peter  V. 
erroth  had  unofficially  taken  control 
1  the  fading  Rittereiser,  Hutton  dis- 
?ared  into  the  great  maw  of  Shear- 
By  that  time,  the  firm's  demise  had 
1  so  widely  anticipated  that  when 
.  Hutton  uttered  its  last  words,  no- 
i  was  listening  anymore. 

'  BY  CHRIS  WELLES 
or  Writer  Welles  follows  Wall  Street 
stays  out  of  the  stock  market. 


In  1971,  Michael  Dorris,  a  26-year-old, 
single,  mixed-blood  Native  American 
working  toward  his  PhD  in  anthro- 
pology from  Yale  University,  adopted 
Adam,  a  three-year-old  boy  from  the 
Sioux  reservation  in  South  Dakota.  Ad- 
am's mother  had  died  of  alcohol  poison- 
ing, and  he  was  diagnosed  as  mentally 
retarded.  But  Dorris,  in  whose  family 
single  parenthood  had  been  the  "practi- 
cal norm,"  was  undaunted  by  the  pros- 
pect of  raising  the  disabled  boy  alone.  "I 
believe  in  the  positive  impact  of  the  envi- 
ronment," he  insisted  to  the  social  work- 
er who  arranged  the  adoption.  "With 
me,  he'll  catch  up." 

But  he  never  does.  Dorris  didn't  know 
until  after  the  adoption  that  Adam  had 
Fetal  Alcohol  Syndrome,  and  The  Bro- 
ken Cord  is  an  absorbing  and  beautiful- 
ly written  account  of  his  efforts  to  cope 
with  an  fas  child.  Alcoholism  is  rampant 
on  Indian  reservations  across  the  coun- 
try— Adam's  mother  drank  heavily 
throughout  her  pregnancy.  FAS  children 
are  born  with  delirium  tremens,  are  fre- 


quently retarded,  and  painfully  thin. 
Adam  was  no  exception. 

The  damage  to  Adam  in  the  womb  is 
irreparable.  He  has  memory  lapses,  hy- 
peractivity, and  an  IQ  of  65.  He  cannot 
concentrate  or  grasp  cause-and-effect  re- 
lationships. Now  in  his  early  20s,  Adam 
lives  in  a  group  home  and  works  part- 
time  as  a  dishwasher.  He  cannot  handle 
money,  needs  constant  supervision,  and 
must  be  told  to  dress,  eat,  and  bathe. 

Dorris,  now  a  professor  at  Dartmouth 
College,  adopted  two  more  Native  Amer- 
ican children  before  his  marriage  in  1981 
to  novelist  Louise  Erdrich,  with  whom 
he  had  three  more  children.  His  experi- 
ence with  Adam  led  him  to  no  general 
conclusions  about  solving  the  plight  of 
FAS  children.  Most  end  up  on  welfare  or 
in  jail.  Many  become  alcoholics  and  pro- 
duce more  FAS  children.  Nor  does  Dorris 
know  how  to  curb  the  rising  alcoholism 
rate  on  Indian  reservations. 

But  The  Broken  Cord  ends  with,  "The 
Adam  Dorris  Story,"  a  chapter  written 
by  Adam  that  took  him  years  to 
complete.  Its  many  misspellings  and  in- 
accurate punctuation,  and  Adam's  de- 
scriptions of  goals  that  were  thwarted 
and  feelings  of  love  that  were  never  ex- 
plored, make  a  superb  argument  for  ab- 
stinence during  pregnancy. 

BY  LAURA  ZINN 
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THE  POWER  OF  BELIEF:  #1  in  a  series 


When  you  aim  for  perfection, 
you  discover  it's  a  moving  target. 


Every  advance  ir 


quality  raises  new  expectations.  The  compam 
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MOTOROLA  INC. 


Over  WO.OOO  Motoroians  carry  this 
l  ard  at  all  times  .  .  .a  constant  reminder  ol 
everyone's  overriding  responsibility. 


progress  will  soon  find  ih 


customers  are  not.  It  is  this  belief  that  hai 


spurred  Motorola  to  a  100-fold  improvemen 
in  quality  since  1981  •  ■  Our  formula  is  a  simpk 
one:  Firsts  banish  complacency.  Secom 
set  heroic  goals  that  compel  new 
thinking.  Finally  "raise  the  bar'' 


Motorola  semiconductor  delects, 
once  measured  in  parts  per  thou- 

Malcolm  Baldnge  sond,  are  now  measured  in  parts 

Winner  1988  M^jW  National  p"'        """^ P""^  P''' 

)uality 
^ Award 


^Kflr  Awa 


s  you  near  each  goal.  Set  it  out  of  reach  all 


ver  again.  ■  Today,  Motorola's  standard  is 
ix  Sigma  quality  in  all  we  do  by  1992.  In 
tatistical  terms:  99.9997  percent  perfect.  Our 
rogress  has  been  swift.  Recently,  Motorola 


hared  the  first  Malcolm  Baldrige 
National  Quality  Award,  given  by 
tie  President.  ■  Total  customer 
atisfaction,  our  goal,  is  now  on 


In  1988  Motorola  was  a  winner  of  the 
Malcolm  Boldnge  Notional  Quality  Award. 


he  horizon.  We  dare 


ot  rest  in  its  pursuit. 
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Building  On  Beliefs 
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THE  TRICKLE-UP 
EFFECT  OF  A 
CAPITAL-GAINS 
TAX  CUT 


BY  ROBERT KUTTNER 


Studies  still  show  it  would 
flagrantly  favor  the  rich — 
hardly  a  'people's  capitalism.' 

At  best,  such  a  cut  might 
inspire  a  backlash — and  with 
that,  a  progressive  income  tax 


ROBERT  KUTTNER  IS  ECONOMICS 
CORRESPONDENT  FOR  THE  NEW  REPUBLIC 
AND  AUTHOR  OF  THE  LIFE  OF  THE  PARTY 


ere  we  go  again,  taking  an  im- 
probable walli  on  the  supply  side. 
I  The  House  will  soon  consider  leg- 
islation reducing  the  effective  tax  rate 
on  capital  gains,  which  are  currently 
treated  as  ordinary  income.  This  sort  of 
tax  cut  ought  to  be  unthinkable  at  a 
time  when  Congress  is  wrestling  with 
endless  deficits.  But  the  proposal  is  be- 
ing marketed  as  the  latest  form  of  sup- 
ply-side alchemy — which  we  have  to 
thank  for  the  deficit  in  the  first  place. 

According  to  The  Wall  Street  Journal 
editorial  page,  fully  $35.3  billion  worth 
of  capital-gains  income  in  1985,  or  20.87" 
of  the  total,  went  to  people  with  ordi- 
nary income  of  less  than  $10,000  a  year. 
That  was  almost  as  much  as  the  $41.9 
billion  that  went  to  people  with  ordinary 
income  of  more  than  $200,000.  This  pic- 
ture of  a  people's  capitalism  makes  a 
capital-gains  cut  sound  downright  popu- 
list. But  the  disingenuous  phrase  here  is 
"ordinary  income,"  which  leaves  out  cap- 
ital-gains income.  If  you  sort  people  with 
capital  gains  according  to  their  total  in- 
come, the  top  1%  of  taxpayers  have 
about  577f  of  all  capital  gains.  So  this 
tax  cut  would  be  flagrantly  tilted  to  the 
already-rich. 

Laying  aside  the  claims  of  riches  for 
all,  which  have  been  widely  discredited, 
the  only  reason  Congress  is  taking  this 
approach  seriously  is  the  seductive  pros- 
pect that  capital-gains  tax  cuts  might 
increase  revenues,  at  least  in  the  short 
run.  Nothing  bewitches  a  politician  more 
than  the  prospect  of  bestowing  a  tax  cut 
and  increasing  spending  in  the  same 
stroke,  which  the  Bush  proposal  pur- 
ports to  do. 

SIDE  EFFECT.  A  temporary  capital-gains 
cut  might  produce  a  one-time  revenue 
gain,  as  investors  with  paper  gains  take 
the  opportunity  to  unload  long-held 
stocks.  But  the  Congressional  Budget 
Office  projects  that  after  the  first  year, 
lower  rates  would  reduce  net  revenues 
by  some  $5  billion  a  year.  Once  rates 
were  cut,  Congress  would  find  it  politi- 
cally hard  to  raise  them  again — especial- 
ly with  a  chorus  of  supply  siders  point- 
ing to  misleading  statistics. 

Moreover,  a  preferential  tax  rate  on 
capital  gains  has  an  unfortunate  side  ef- 
fect. It  induces  investors  to  convert  ordi- 
nary income  to  capital  gains.  From 
1977 — the  year  before  the  first  capital- 
gains  tax  cut — to  1985,  reported  tax-shel- 
ter income  soared  from  $15  billion  to  $86 
billion  a  year.  An  artificial  jump  in  capi- 
tal gains  does  increase  capital-gains  tax 
receipts — but  it  reduces  total  tax  re- 
ceipts, because  so  many  investors  are 
sheltering  more  of  their  overall  income 
from  the  tax  collector. 

History  shows  that  changes  in  capital- 
gains  rates  do  not  significantly  affect 


investor  decisions  to  cash  in  stocks 
other  assets.  What  influences  in\ 
behavior  is  the  overall  state  of  the 
omy.  When  the  economy  is  booi 
people  take  capital  gains.  When 
economy  is  sluggish,  they  don't. 

In  the  1982  recession,  despite  the 
1981  tax  cut,  capital-gains  realizatijij 
fell,  as  they  did  in  previous  recession? 
good  deal  of  supply-side  literal 
gloomily  predicted  that  the  increa-' 
maximum  capital-gains  rates  from 
to  33%,  in  the  1986  tax-reform  act,  w<| 
depress  capital-gains  realizations 
hence  would  depress  tax  receipts, 
vard  University  economist  Lawi. 
Lindsey,  an  adviser  to  President  B 
projected  that  the  1986  law  would  c£ 
capital-gains  realizations  in  1987  to 
to  $83.6  billion,  costing  the  governn 
more  money  than  the  rate  hike  rai 
As  it  turned  out,  actual  realizations 
1987  were  about  $140  billion.  Intrigu 
ly,  despite  the  rise  in  capital-gains  ts 
after  1986,  tax  revenues  have  been 
ning  well  ahead  of  projections,  w 
suggests  that  a  higher  capital-gains 
hasn't  depressed  investor  willingnes 
trade  stocks. 

FEWER  ESCALATORS.  One  popular  a 
native  would  index  the  capital-gains 
for  inflation.  A  stock  bought  for  i 
and  sold  for  $200  during  a  period  w 
prices  rose  507'  would  produce  tax 
income  of  only  $50 — the  gain  adju 
for  inflation.  This  sounds  like  an  i 
compromise,  but  it's  not.  Unless  you 
lieve  in  the  supply-side  fairy,  it  w 
massively  reduce  revenue,  which  w| 
have  to  be  made  up  from  other 
hikes.  Moreover,  the  economy  has  fii 
gotten  rid  of  many  of  the  cost-of-li 
escalators  that  helped  to  fuel  inflati( 
the  1970s.  Do  we  really  want  to  re-i; 
America,  starting  at  the  top?  If  ii 
tors  are  to  be  protected  against  i 
tion,  why  not  protect  pensioners 
minimum-wage  workers,  too? 

If  a  capital-gains  cut  is  dubious 
nomics,  it  could  also  be  self-defe£ 
politics.  The  Administration  fac( 
bloody  budget  battle  next  year,  ai 
has  now  managed  to  rouse  latent  p 
list  instincts  in  otherwise  docile  Di 
crats.  The  entire  logic  of  the  1986 
cut  was  based  on  a  uniform  maxi? 
tax  rate  for  all  classes  of  incom^ 
capital  gains  can  be  exempted  fromi 
deal,  producing  windfall  benefits  foi 
wealthiest  Americans,  the  Demo^ 
could  well  conclude  that  it's  time  tl 
store  a  progressive  income  tax.  Witi 
Republicans  backing  away  from  the| 
tax-reform  bargain  and  a  $60  billion 
looming  between  the  Gramm-Rui 
target  and  the  projected  1991  defi 
higher  top  rate  on  ordinary  ini| 
starts  looking  very  attractive  indee 
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CNA  suggests  you  ask  your  agent. 
Most  agents  agree  that  even  big 
insurance  companies  can  get  into 
financial  trouble  these  days.  A 
knowledgeable  agent  will  explain 
the  possible  effects  on  your  busi- 
ness-unpaid claims,  even  complete  loss  of  coverage. 

Independent  agents  are  free  to  compare  the  financial 
strength  of  several  insurance  companies.  So  they  can  select 
the  company  that  offers  the  long-term  security  you  need. 

They  often  recommend  the  CNA  Insurance  Companies 
because  we  are  one  of  the  very  few  major  property/casualty 
groups  to  earn  top  ratings  from  all  four  financial  rating  services.* 

Maintaining  this  financial  strength  is  one  way  we 
keep  the  commitments  we  make  to  the  companies  and 
individuals  we  protect. 

Ask  your  agent  about  CNA 

Insurance  for  individuals,  businesses,  groups  aind 
associations.lndependent  agents  who  represent  CNA  are  listed 
in  the  Yellow  Pages. 

INSURANCE  FROM 

CNA 

For  All  the  Commitments  You  Make* 

■A.M  Best  Standard  S  Poor  s,  Moody's,  DufI  4  Phelps 

CNA  Insurance  Companles/CNA  Raza/Chicago,  IL  60685 


Can  A  Better 
Image  Improve 
Customer  Service? 

BankOnIt 


Customer  comes  in  for  a  mortgage. 
Has  a  loan  application,  tax  returns. 


Bank  appraiser  mails  in  photos  of 
properly,  plot  plan  and  comparables. 


Broker  provides  offer  to  purchase, 

preliminary  title  report, 
and  P&S  agreement  by  FAX. 


Credit  information  arrives,  la 
to  client  portfolio. 


Aciual  Wang  computer  screens  shown  here. 


Integrated  Imaging 


tire  package  -data,  text,  image  - 
't  to  originating  office  via  electronic 
mail  for  committee  approval, 
decision  is  made  in  half  the  time, 
t's  Integrated  Imaging  from  Wang. 


Paper  and  patience. 
Until  now,  you  couldn't  process  a  loan 
application  without  them. 

But  with  Wang's  Integrated  Image  System,  you 
can  now  process  a  loan 
from  start  to  fmish  right 
at  your  desk  in  half  the  time. 

WHS  gives  loan  officers  immediate  access  to  all 
the  information  they  need,  where  they  need  it,  when 
they  need  it. 

With  the  press  of  a  button  up  comes  an  image 
window,  text  window  and  data  window.  Simultane- 
ously. And  it's  integrated  information.  With  your 
FAX  machine.  Your  electronic  mail.  Your  company's 
computer  system. 

Wang's  Integrated  Image  System. 
It  will  not  only  improve  your  image,  it  will 
improve  your  customer  service.  And  you  can  take 
that  to  the  bank. 


Makes  It  Work 

For  more  information, contact  your  local  Wang  Sales  Office. 
Or  write  Wang  Laboratorieii,  Attn:  Inquiry  Service.M.S,OI4-03C,OneIndustrial  Avenue, Lowell, MA01851.'©  1989  Wang  Laboratories,  Inc. 


conomic  Trends 


BY  KAREN  PENNAR 


JAPANESE  THRIFT? 

THE  STEREOTYPE  SUFFERS 

A  SETBACK 


The  Japanese  outcompete  the  U.  S. 
They  outpace  us  on  the  world 
growth  charts.  And  everyone  knows 
that  they  outsave  us. 

But  perhaps  not  by  the  margin  people 
think.  Indeed,  recent  work  done  by  econ- 
omist Fumio  Hayashi  of  the  University 
of  Pennsylvania  suggests  that  in  Japan, 
net  national  savings — both  public  and 
private — may  be  one-third  to  one-half 
the  level  reported.  In  some  years  the 
U.  S.  and  Japanese  savings  rates  have 
converged,  although  more  recently  even 
the  adjusted  numbers  show  a  gap.  Still, 
Hayashi's  work  suggests  that  the  differ- 
ences in  thrift  aren't  insurmountable. 

Hayashi  argues  that  it  is  highly  mis- 
leading to  compare  the  reported  savings 
rates  of  both  countries,  because  the  na- 
tional income  statistics  are  not  directly 


IS  JAPAN'S 
THRIFT  OVERSTATED? 


NATIONAL  SAVING  AS 
A  PERCENT  OF  NET 
NATIONAL  PRODUCT 
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comparable.  The  two  most  important  dif- 
ferences, the  economist  says,  involve 
how  capital  is  depreciated  and  how  gov- 
ernment expenditures  are  categorized. 
After  adjusting  for  these  differences,  Ja- 
pan's net  national  product — gross  na- 
tional product  after  depreciation — is  low- 
er than  reported,  and  so  too  is  net 
national  savings. 

The  adjusted  data  show  that  after 
peaking  in  1970,  the  Japanese  savings 
rate  fell  rapidly  over  the  decade  from 
26'/  to  about  7"!.  Then  it  turned  up, 
while  the  U.  S.  rate  declined.  This  time, 
fundamentals  rather  than  differences  in 
accounting  are  at  work.  In  Japan,  the 


budget  deficit  as  a  percentage  of  output 
began  to  shrink,  'while  in  the  U.  S.,  the 
government  started  running  growing 
budget  deficits  at  a  time  when  personal 
savings  were  sliding.  But  even  that  gap 
may  soon  narrow.  Personal  savings  in 
the  U.  S.  could  reach  6%  in  1989,  up  from 
4.27"  last  year. 


SERVICE  EXPORTS  ARE 
HELPING  TO  CLOSE  THE 
TRADE  GAP— A  LITTLE 


With  its  announcement  that  real 
gross  national  product  rose  a 
modest  1.77'  in  the  second  quarter,  the 
Commerce  Dept.  confirmed  that  the  pace 
of  economic  activity  has  softened.  But 
buried  in  the  GNP  report  was  other  wel- 
come news:  In  recent  years,  the  U.  S. 
has  done  a  better  job  of  selling  services 
to  foreign  buyers  than  previously 
thought.  Indeed,  service  exports,  it  turns 
out,  were  about  $20  billion  greater  in 
1988  than  Commerce  had  reported  earli- 
er. In  a  $5  trillion  economy,  that's  not 
going  to  make  a  huge  difference.  But  as 
yet  another  small  step  toward  narrowing 
the  U.  S.  trade  deficit,  it's  important. 

Helping  to  buoy  service  exports  were 
some  items  that  Commerce  has  only  be- 
gun to  measure,  and  others  that  are  be- 
ing measured  more  accurately.  Trade  in 
accounting  and  advertising  services,  for 
instance,  is  now  counted.  Similarly,  for- 
eign students'  expenditures  in  the  U.  S. 
and  U.  S.  students'  spending  overseas 
are  being  tallied.  Travel  receipts  and 
payments  are  measured  better.  These 
items  yielded  a  net  gain  for  the  overall 
services  trade  balance  of  more  than  $10 
billion.  Another  $9  billion  or  so  was  add- 
ed thanks  to  a  revision  in  the  balance  of 
"factor  income."  That's  the  difference 
between  profits  U.  S.  affiliates  overseas 
send  home  and  profits  foreign  affiliates 
in  the  U.  S.  ship  to  their  parents. 

Will  service  exports  continue  growing, 
or  do  the  revisions  merely  represent  a 
onetime  adjustment?  So  far,  the  evi- 
dence is  inconclusive:  Including  factor 
income,  the  services  balance  was  run- 
ning at  a  $48.8  billion  annual  rate  in  the 
second  quarter,  a  shade  lower  than  in 
the  previous  couple  of  quarters. 


SPECIALIZED 
PRODUCTION:  VIViUS 
DIFFERiNCES 


Recently,  trade  theorists  have  wor- 
ried that  the  concept  of  compara- 
tive advantage — the  principle  by  which 
nations  specialize  in  doing  what  they 


know  best  and  selling  what  they  m:e 
most  efficiently — has  been  rendered  i 
solete  in  a  world  riddled  with  un 
traders.  But  these  theorists  should  t.e 
note:  Comparative  advantage  is  a  e 
and  well.  That's  the  message  of  a  rei 
paper  authored  by  David  Dollar  of 
World  Bank  and  Edward  N.  Wolfl 
New  York  University.  Sifting  thnu 
20  years'  worth  of  data,  the  two 
that  different  countries  are  special! 
in  different  industries,  with  only  two 
ceptions.  Of  the  top  industrial  natio:. 
only  Belgium  and  the  Netherlands  hjo 
developed  the  same  export  specialtiej  , 
This  trend  toward  specialization'; 
striking,  because  it's  happening  a<ii 
time  when  many  differences  betweenji^ 
dustrial  economies  are  disappearing.  \i 
gap  between  low-productivity  and 
productivity  industrial  countries,  for 
stance,  has  been  shrinking.  But  the 
ferences  in  trade  patterns  are  becoml 
sharper,  as  countries  specialize  in  ar 
where  their  productivity  is  advanc 
most  quickly.  In  particular,  Japan's 
ports  have  surged  in  basic  metals 
electrical  goods,  sectors  which  h 
scored  big  productivity  gains  relative 
the  U.  S.  The  U.  S.,  too,  has  been  em[ 
sizing  specialties  where  it  has  a  com] 
ative  advantage.  Wolff  observes  t 
"the  U.  S.  is  maintaining  its  []:)roducl 
ty]  advantage  in  aircraft,  large-sc 
computers,  and  chemical  industries 
precisely  those  goods  for  which  exf 
demand  has  been  strong. 


HOW  THE  JAPANESE 
COULD  ROIL  U.S.  STOCK 
AND  BOND  MARKETS 


For  a  few  years  now,  stock  mar 
analysts  and  economists  have 
served  a  connection  between  the  bel 
ior  of  the  Japanese  stock  market  and 
U.  S.  stock  market.  Since  the  Octol 
1987,  crash,  for  instance,  the  Nil- 
Stock  Average  appears  to  have  led 
Standard  &  Poor's  500-stock  index,  h 
lysts  have  speculated  that  Japanese 
vestors  take  their  gains  and  reapporl 
a  percentage  of  their  investments  in 
U.  S.,  thereby  pulling  the  U.  S.  mar 
upward.  Now,  Lacy  H.  Hunt,  econor 
at  Carroll  McEntee  &  McGinley  Inc. 
arguing  that  a  similar  link  between 
Nikkei  and  the  U.  S.  bond  market  exi 
As  the  Japanese  market  rises,  he  s; 
the  30-year  bond  yield  declines.  W 
this  means,  says  Hunt,  is  that  if 
Nikkei  turns  down  for  a  period  of  ti, 
Japanese  investors  would  unload  tl 
U.  S.  investments,  and  that  would 
not  only  the  U.  S.  stock  market  but 
bond  market  as  well. 
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ENGLAND 

KNOWN  FOR  ITS  ROCK  GROUPS. 


rHE  GIN  OF  ENGLANn3.  AND  THE  WORLD. 


GORDON'S 

PRODUCED  IN  U.S.A.  ACCORDING  TO  THE  FORMULA  OF  ALEXANDER  GORDON  AND  COMPANY  LONDON  ENGLAND 
100%  NEUTRAL  SPIRITS  DISTILLED  FROM  GRAIN  40%  ALC/VOL  (80  PROOF)  THE  DISTILLERS  COMPANY  PLAINFIELD.  ILL  AND  UNION  CITY  OA  ©  1988 


Parker: 

Growing  in  fiitrationf  a  vih 


The  need  for  effective  filtration  keeps  growing 
worldwide.  Wherever  air,  gases,  and  liquids  are 
used,  from  the  sterile  operating  rooms  of  the 
hospitals  to  the  gritty  job  sites  of  off-road 
construction  equipment,  filtration  is  essential  to 
the  functioning  of  man  and  machine. 

Our  motion-control  technologies  and  experience 
strengthen  and  position  our  filter  capabilities  to 
successfully  compete  in  growing,  global  filtration 
markets.      f)  Some  examples  of  Parker  filters 
at  work:  i 


highway  equipment  and  marine  engines.  Our  aii 
dryers  provide  clean,  dry  air  for  truck  braking 
systems  for  safer,  more  dependable  braking. 
Similarly,  hydraulic  fan  drives  and  power  steerii 
systems  are  protected  from  contaminants  by 
Parker  filter  products. 

Assuring  blemish 
free  finisfies 

\   Parker  provides  filters  for  a  variety  of  paint 
*spray  equipment  which  assure  high-quality 
finishes  on  automobiles  and  appliances.  Parker 
also  provides  filtration  products  for  testing 
automotive  emissions;  computer-based  monitor 
systems  for  industrial,  military,  and  security 
applications;  and  cryogenic  and  high-vacuum 
hardware  to  meet  a  wide  variety  of  specialized  ( 
air  requirements.  And  while  they're  protecting 
product  quality,  Parker  filters  are  also 
safeguarding  the  personnel  working  in 
industrial  areas. 


Keeping  truck 
systems  clean 

Parker's  patented  diesel  fuel-filter/water-separators 
are  among  the  best  designed  for  truck  engines,  off- 


Clean,  clear, 
water  and 
beverages 

Municipalities  in  several 
\^  states  use  Parker 
filtration  products  as 
prefilters  to  the  reverse- 
'  osmosis  filters  used  in 
water  purification  systems. 
And,  as  the  world's  largest 
manufacturer  of  wound  filter 
elements,  major  processors  use  our 
filters  to  produce  juices,  wine,  beer  ana 
other  beveraues. 


Vital  technology 

 I 


0 

^gment  of  global  industry 


barker  filters 
landle  tough 
operating 
mvironments 

Parker  filters  meet  the  need  to  control  contami- 
nts  in  the  most  difficult  environments  world- 
de,  including  applications  in 
rospace,  marine,  medical, 
tomotive  and 
iustrial 
arkets. 


Market:  positively 
positioned  for 
iontinued  growth 

Filtration  is  a  logical  and  promising  extension  of 
r  fluid  systems  and  motion-control  technologies, 
th  a  total  filtration  market  of  $2  billion,  we've 
rely  scratched  the  surface. 


We  are  currently  conducting  vigorous  internal- 
expansion  and  acquisition  programs  to  broaden 
our  existing  filtration  product  lines,  which  now 
include:  hydraulic  and  lube  oil  filters;  coalescing 
and  oil-removal  filters  and  elements  for  pneumatic 
systems;  filters,  regulators  and  lubricators  for 
pneumatic  systems;  air  dryers;  diesel-fuel 

filtration/water  separators, 
commercial,  process  and 
^  j/       residential  cartridge  filtration; 

B>  ^       and  filters  for  off-road  vehicles, 
/ 
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automotive  and  industrial 


.  World'Class 
financial 
performance 


As  a  $2.25  billion  worldwide  enterprise, 
Parker  is  the  largest  company  in  the 
motion- control  industry,  with  great 
growth  potential. 
Parker  has  over  400  hydraulic,  pneumatic 
and  electromechanical  product  lines  for 
automotive,  aerospace  and  industrial  applications. 

In  motion  control,  no  single  competitor 
presents  a  product  line  as  broad  as  Parker's.  Our 
shareholders  have  benefitted  from  this  diversity 
with  33  consecutive  years  of  dividend  increases 
and  1 56  consecutive  quarterly  dividends. 

For  more  information  write: 
Parker  Hannifin  Corporation  (PH-NYSE) 
Dept.  BW-9A,  17325  Euclid  Avenue 
Cleveland,  Ohio  44112-1290 


motion  and  control 


9arkcr 


Budget  your  own  data  network's 
monthly  expenses... 


or  budget  with 
Communications  Company! 


Running  your  own  network 
is  rarely  as  easy  as  it  seems. 

You  never  know  when  costs 
will  Fluctuate  and  put  those 
hard  to  explain  spikes  on 
your  data  communications 
cost  charts.  You  may  have 
to  add  temporary  data  pro- 
cessing people  because  your 
regular  staff  has  its  hands 
full  "tuning"  your  network. 
You  could  even  incur 
unanticipated  expenses  to 
send  your  traffic  over  alter- 
nate routes  when  your  net- 
work develops  problems 
you  can't  fix  quickly. 


But  when  you  connect  to 
the  Sears  Communications 
Networkf""  budgeting 
becomes  easier  Much  easier 
Your  per-site  charge  includes 
modems,  lines,  maintenance, 
management,  back-up  facil- 
ities, personnel.  All  of  those 
cost  items  that  need  to  be 
controlled  but  just  aren't. 

We  base  your  charge  on  a 
per-site  basis  with  usage 
included.  We  help  insulate 
you  from  fluctuating  tariff 
charges.  We  also  submit 
monthly  reports  to  help  you 
manage  your  network. 


It's  just  easier  to  predict 
monthly  costs  using  Sears 
Communications  Network 
than  using  your  own.  Call 
your  Sears  Communications 
Company  Account  Executive 
for  full  details  without  obli- 
gation. (312)  577-7766. 
Outside  Illinois: 
(800)255-3^^3. 


Sears 


communications 
company 
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BY  KATHLEEN  MADIGAN 


HE  EXPANSION  MAY  BE  SPUTTERING 
-BUT  IT  REFUSES  TO  DIE 


5ood  things  happen  in  threes.  For  two  quarters, 
the  nonfarm  economy  has  grown  slowly  enough 
to  ease  upward  pressures  on  prices.  Can  it  con- 
ue  to  execute  a  "soft  landing"  in  the  third  quarter? 
at's  imperative  if  inflation's  grip  is  to  loosen  further, 
rhe  risk  is  that  the  economy  may  crash.  To  lessen  the 
ds  of  a  downturn,  the  Federal  Reserve  Board — now 
)re  concerned  about  slumping  growth  than  rising 
ces — continues  to  nudge  down  interest  rates.  The  Fed- 
il  funds  rate,  the  interbank  borrowing  charge,  fell 
low  9%  in  the  week  ended  Aug.  2.  Fed  funds  haven't 
ided  that  cheaply  since  late  December,  1988. 

Rate  changes  now  won't  af- 
fect the  economy  until  two  or 
three  quarters  down  the  road. 
\, ,  ^  Wall  Street  and  the  industrial 

sector  are  concerned  that  the 
economy  in  the  third  quarter — 
^  reacting  to  the  Fed's  last  round 
of  tightening — may  grow  much 
more  slowly  than  desired. 
Growing  pessimism  among  pur- 
chasing managers,  plus  fears 
that  consumer  spending  will  re- 
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UPROVEMtN' 

MIA:  NATIONAI  ASSOCIATION  OF 
PURCHASING  MANAGEMENT 


lin  sluggish  this  quarter,  point  to  continued  malaise. 
But  a  recession  may  not  be  just  around  the  corner.  An 
rease  in  consumer  confidence,  little  worry  about  in- 
atory  levels,  and  strength  in  export  orders  suggest 
it  this  quarter  may  not  be  the  last  for  this  expansion. 

iXPORTS  It's  true  that  the  latest  index  of  business 
IRE  TAKING  activity  doesn't  point  to  economic 
IP  SOME  strength.  The  National  Association  of 
iLHvn  Purchasing  Management's  July  index 

immeted  to  46%,  from  48.8%  in  June  (chart).  The  index 
vv  is  at  its  lowest  since  January,  1983.  Purchasers 
)orted  declines  in  employment,  orders,  and  production. 
Fhe  third  consecutive  drop  in  the  purchasers'  index 
s  not  greeted  favorably  on  Wall  Street.  Stock  prices 
1  sharply  on  the  news.  But  the  index'  decline  does  not 
nal  a  recession.  According  to  the  NAPM,  the  index  has 
drop  below  44%  to  indicate  a  falling  economy. 
Jertainly,  though,  slower  growth  is  in  the  cards.  The 
PM  reports  that  during  the  past  four  months,  the 
lex  has  averaged  49.4%>,  a  rate  consistent  with  gross- 
tional-product  growth  of  1.7%  for  the  rest  of  the  year. 
Fhe  report  also  noted  that  exports  continue  to  fuel  the 
lustrial  sector.  The  NAPM  finds  that  more  of  its  mem- 
are  exporting  now  than  in  previous  months,  and 
'^'^  of  those  exporters  had  bigger  orders  from  abroad  in 


July,  up  from  18%  in  June.  In  addition,  export  orders  for 
machine  tools  nearly  tripled  in  June  from  May.  That 
means  foreign  demand  should  continue  to  boost  the  in- 
dustrial sector  in  the  next  two  quarters. 

(EQUIPMENT  Growth  was  neatly  within  the  soft  land- 
SPENDING  ing  range  in  the  second  quarter:  Real 
AIDS  GNP  GNP  expanded  at  a  1.7%  annual  rate.  That 
GROWTH  ^as  less  than  half  the  3.7%  pace  of  the 
first  quarter,  but  adjustments  for  last  year's  drought 
added  2.2  percentage  points  to  first-quarter  growth. 

Excluding  the  drought,  real  GNP  grew  at  a  1.6%  annu- 
al rate  during  the  first  half.  That's  enough  to  keep  the 
expansion  on  track,  but  it  allows  capacity  and  labor 
demands  to  loosen  enough  to  cool  off  inflation. 

Inflation  did  get  warmer  in  the  second  quarter.  The 
GNP  fixed-weight  price  index  advanced  at  a  5.2%  annual 
rate,  up  from  its  4.8%  clip  in  the  first.  But  surging 
energy  prices  accounted  for  all  of  the  acceleration.  Since 
those  prices  are  expected  to  be  more  stable  this  quarter, 
inflation's  pace  should  fall  back  this  period. 

Business  investment  in  equipment,  plus  a  small  nar- 
rowing of  the  net-exports  deficit,  added  to  overall 
growth  last  quarter.  Spending  on  producers'  durable 
equipment  skyrocketed  at  an  annual  rate  of  13.6%,  fol- 
lowing a  9.6%  jump  in  the  first  quarter.  And  in  foreign 
trade,  exports  were  up  at  an  11.3%  rate.  That  outpaced 
the  8.7%'  gain  in  imports,  much  of  it  in  oil  products. 

Sluggish  consumer  spending 
has  been  the  biggest  impedi- 
ment to  growth  this  year.  Con- 
sumer spending  increased  in  the 
second  quarter  at  a  small  1.1%- 
annual  rate — the  slowest  pace 
in  IV2  years  (chart).  Services  ac- 
counted for  all  of  the  meager 
gain,  rising  at  a  3.7%  annual 
rate.  Goods  purchases  fell  1.4%, 
after  price  changes. 
Spending  was  slack  through- 
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out  the  quarter.  June's  consumer  spending,  before  ad- 
justing for  inflation,  was  flat,  at  an  annual  rate  of 
$3,441.4  billion.  After  price  changes,  it  was  down  0.1%, 
the  third  fall  in  four  months. 

Construction  hurt  second-quarter  growth.  Real  invest- 
ment in  nonresidential  buildings  fell  at  a  9.9%-  annual 
rate  last  quarter.  And  homebuilding  plunged  at  a  14.4% 
annual  clip,  after  a  5.2%  drop  in  the  first  quarter. 

This  downward  trend  should  continue  into  the  next 
few  quarters.  Despite  the  recent  drop  in  mortgage  rates, 
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many  households  still  can't  afford  to  buy  a  home.  In 
June,  new  single-family  homes  sold  at  a  670,000  annual 
rate,  down  6.4%  from  last  year.  And  as  business  execu- 
tives worry  about  a  possible  recession,  companies  won't 
commit  themselves  to  huge  industrial  building  projects. 

NO  NEED  TO  One  warning  sign  of  an  impending  reces- 
WORRY  sion  would  be  an  excessive  buildup  of 
ABOUT  inventories.  Right  now,  that  isn't  a  prob- 
INVENTORY  jg^^  Rea.!  nonfarm  inventories  grew  at  an 
annual  rate  of  $19.6  billion  last  quarter,  not  much  faster 
than  the  $16.9  billion  buildup  in  the  first  quarter. 

Most  of  the  accumulation  was  in  the  wholesale  sector. 
Real  inventories  there  swung  from  a  $2.4  billion  draw- 
down in  the  first  quarter  to  a  $4.7  billion  accumulation  in 
the  second.  All  of  that  was  in  durable  goods,  particularly 
autos.  Nondurable-goods  inventories  at  the  wholesale 
level  haven't  risen  in  a  year. 

Manufacturing  inventories  also  grew  at  a  faster  pace 
last  quarter.  But  most  of  the  accumulation  was  concen- 
trated in  the  early  months.  In  June,  manufacturing 
stocks  increased  just  0.3%,  to  $366.2  billion.  That  was  the 
smallest  gain  in  two  years. 

In  retailing,  inventory  problems  seem  to  be  cropping 
up  in  nondurable  goods.  In  the  second  quarter,  they  rose 
at  their  fastest  pace  in  three  years.  Not  surprisingly, 
consumer  demand  is  weakest  for  softgoods,  especially 
food  and  gasoline.  Shoppers,  probably  resisting  price 
hikes,  cut  their  purchases  of  those  two  items.  But  con- 
sumers will  have  to  start  buying  those  important  staples, 
so  inventories  here  are  likely  to  trend  down  soon. 

PRICES  AND  Still,  it  takes  rising  incomes  to  prompt 
TAXES  PUT  consumers  to  spend.  And  it's  partly  be- 
A  PINCH  ON  cause  consumers  were  not  so  flush  that 
SPENDING  spending  was  sluggish  last  quarter. 
True,  personal  income  increased  at  an  annual  rate  of 
7.57'  in  the  second  quarter,  following  a  13.3%'  rise  in  the 


INCOME  GROWTif 
SUDDENLY  SAGS 


first.  In  June  alone,  personal  earnings  rose  a  moder:( 
0.3%',  to  an  annual  rate  of  $4,407.3  billion,  led  by  heal  13 
gains  in  interest  income  and  service-industry  salaries 
But  income  growth  in  the  last  quarter  barely  keptsf 
with  rapid  increases  in  prices 
and  taxes.  Because  tax  reform 
lowered  tax  rates  starting  in 
1988,  some  workers  pushed  part 
of  their  1987  income  into  the  fol- 
lowing year.  That  meant  that 
taxpayers  faced  a  higher  overall 
tax  bill  in  April.  Uncle  Sam 
reaped  a  record  amount  of  tax 
payments  in  that  month,  and 
consumers   had  less  cash  to 
spend. 
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At  the  same  time,  the  rapid  runup  in  prices,  especi; 
in  food  and  energy,  cut  into  income  gains.  So  in 
second  quarter,  inflation-adjusted,  aftertax  earnii 
edged  up  at  a  meager  annual  rate  of  0.4%-,  the  smals 
gain  in  a  year  (chart).  The  one-two  punch  of  inflation  ijc 
taxes  may  go  a  long  way  to  explain  why  consumn 
were  reluctant  to  shop  last  quarter. 

But  in  the  third  quarter,  income  isn't  likely  to  be  hr 
by  either  of  those  factors.  In  addition,  consumers'  < 
look  on  the  economy — another  important  determinani 
spending — has  improved.  In  July,  the  index  of  consul, 
confidence  compiled  by  the  Conference  Board  increagf 
a  strong  3%,  to  120.7.  That  matches  the  index'  20-y' 
high,  posted  in  February.  The  same  survey  of  0, 
households  also  showed  that  more  people  are  planninjK 
buy  a  home  or  new  appliances  than  at  almost  any  ote: 
time  this  year. 

A  rebound  in  consumer  spending  would  keep  the  e<  • 
omy  growing  until  the  current  decline  in  interest  n 
kicks  in  to  help  other  sectors.  So  odds  are  increasing  ta 
this  expansion  will  still  be  alive  when  its  seventh  bi  ' 
day  rolls  around  in  the  fourth  quarter. 


THE  WEEK  AHEAD 


INSTALLMENT  CREDIT 


Moyiday,  Aug.  7 

Consumers  most  likely  adcied  about  $2.2 
billion  worth  of  new  installment  credit  in 
June.  That  small  increase  is  suggested 
by  falling  car  sales  in  the  month  and 
weak  gains  in  both  nonauto  retail  sales 
and  personal  loans  at  commercial  banks. 
Increases  in  installment  credit  tapered 
off  in  recent  months,  as  consumers  re- 
sisted buying  many  items,  especially 
new  cars.  In  May,  installment  credit 
grew  l)y  $3.6  billion. 

UNEMPLOYMENT  CLAIMS  

Thursday,  Aug.  10,  8:30  a.m. 
About  350,000  new  claims  for  state  un- 
employment-insurance benefits  probably 


were  filed  during  the  week  ended  July 
29.  Since  early  May,  jobless  claims  have 
been  rising  steadily,  a  result  of  sluggish 
economic  growth.  For  the  week  ended 
July  15,  354,000  claims  were  initiated, 
the  largest  number  in  a  year. 

PRODUCER  PRICE  INDEX  

Friday,  Aug.  11,  8:30  a.m. 
Most  economists  expect  producer  prices 
of  finished  goods  to  post  a  small  de- 
crease of  about  0.2%  for  July,  after  fall- 
ing O.r/f  in  June.  Upward  pressures  on 
the  prices  of  intermediate  goods  and 
crude  materials  have  abated  since  last 
year,  and  that  is  reducing  the  upward 
trend  in  costs  for  finished  goods.  As  a 
result,  inflation  at  the  wholesale  level 
will  most  likely  moderate  during  the  sec- 


ond half  of  the  year.  In  the  first 
months  of  1988,  such  prices  rose  a 
annual  rate  of  7.6%. 

RETAIL  SALES 


Friday,  Aug.  11,  8:30  a.m. 
Retail  sales  probably  rose  a  sti-ong 
in  July.  Sales  of  domestically  made 
cars,   down   in  June,  rebounded 
month,  and  spending  on  other  dur 
goods  most  likely  increased  as 
That's  suggested  by  the  gain  in 
consumer  confidence.  The  expected 
gain  would  reverse  the  0.4%  declin 
June  and  the  0.1%  drop  in  May.  It  w 
also  mean  that  retail  sales  started 
third  quarter  at  a  healthy  level 
after  price  changes.  Real  retail  sales 
fallen  in  the  first  two  quarters. 
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It's  a  simple  formula. 
The  more  power  under  the 
hood,  the  faster  you  go.  Well, 
1  just  found  a  386 PC  with  a 
Ferrari  engine." 

t 

i 

■ 
1 

ZENITH  INNOVATES  AGAIN  ^ 

Racing  at  8.2  MIPS^  Zenith  shatters  the  33MHz  speed  barrier  with 
one  of  the  fastest  Intel386'^  workstations  ever  built. 

Even  after  you  see  it,  you  still  might  not  believe  that  any  386/33  workstation 
can  deliver  such  unprecedented  speed  and  reliability  as  Zenith  Data  Systems' 
Z-386/33.  But  it's  true. 

Up  to  30%  faster  than  many  25MHz  desktops,  Zenith's  Z-386/33  even 
exceeds  the  limits  of  other  33MHz  systems.  In  fact,  its  super-fast  processor,  disk 
and  memory  subsystems  give  you  uncompromising  performance.  So  you  can 
blaze  through  the  most  demanding  scientific,  engineering  and  manufacturing 
applications  at  an  almost  unheard  of  8.2  MIPS. 

For  those  who  need  25MHz  power,  there's  the  Zenith  Z-386/25.  It,  too,  gives 
you  high-powered  file  serving,  CAD/CAM/CAE,  multi-tasking  and  multi-user 
capabilities.  And  each  lets  you  take  advantage  of  thousands  of  industry  standard 
peripherals  as  well  as  such  advanced  operating  environments  as  MS  OS/2* 
and  SCO™  Xenix? 

Both  32-bit  powerhouse  workstations  also  let  you  add  hard  drives  and  up 
to  64MB  of  memory  to  keep  pace  with  your  growing  needs.  Plus,  they  come 
standard  with  MS-DOS."  And  all  hard 
drive  models  even  include  Microsoft' 
Windows/386. 

So  if  you  need  a  faster  workstation  — 
or  the  fastest— shift  into  overdrive  with 
Zenith's  Z-386/25  or  Z-386/33  today 
For  the  name  of  your  nearest  Zenith  Data 
Systems  authorized  dealer,  call: 
1-800-553-0350. 


fkmst  data 

systems 

THE  QUALITY  GOES  IN  BEFORE  THE  NAME  GOES  ON  ' 

I 

Graphics  simulate  Microsoft*  Windows,  a  product  and  trademark  of  Microsolt 
Corporation,  MS-DOS.  MS  OS/2.  Microsoft  Windows/386  and  Xenix  are 
registered  trademarks  of  Microsoft  Corporation,  SCO  is  a  trademark  of  The 
Santa  Cruz  Operation,  Inc  Intel386  is  a  trademark  of  Intel  Corporation 

■  Source:  Power  Meter™  VI  5.  The  Database  Group.  Inc..  Upland.  CA  MIPS:  Millions  of  Insimctions  Per  Second 
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An  Unbeatable  Formula: 
Zenith's  Z-386/33  &  Award-Winning 
Flat  Technology  Monitor 


'O  1989.  Zenith  Data  Systems 
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FUTURES 
SHOCK 

FRAUD  CHARGES  SHAKE  THE  CHICAGO  EXCHAHGES 


Like  a  squad  of  latter-day  Wyatt 
Earps,  on  Aug.  2  the  Bush  Adminis- 
tration's top  criminal  enforcers  rode 
into  Chicago.  And,  determined  to  end  the 
Wild  West  days  of  Chicago's  futures  ex- 
changes, they  hit  LaSalle  Street  with  a  fu- 
sillade of  indictments. 

Flanked  by  Attorney  General  Dick 
Thornburgh  and  Federal  Bureau  of  Inves- 
tigation Director  William  S.  Sessions, 
U.  S.  Attorney  Anton  R.  Valukas  unveiled 
a  massive  criminal  case  against  46  bro- 
kers in  futures  contracts  for  soybeans, 
Treasury  bonds,  Swiss  francs,  and  Japa- 
nese yen.  Although  the  specific  allega- 
tions range  from  conspiring  to  defraud 
the  Internal  Revenue  Service  to  commod- 
ities law  violations,  they  add  up  to  a  cen- 
tral contention:  The  accused  stole  profits 
from  customers  and 
cheated  the  government 
of  taxes  while  trading 
on  the  floors  of  the  Chi- 
cago Board  of  Trade 
and  the  Chicago 
Mercantile  Exchange. 
What's  more,  prosecu- 
tors are  charging  that 
the  brokers  and  traders 
allied  themselves  into 
nothing  less  than  fluid 
sets  of  criminal  rackets. 

Thornburgh  hailed 
the  indictments  as  proof 
of  the  government's 
commitment  to  stamj) 
out  financial  fraud. 
"This  is  only  part  of  an 
expanding  Justice  Dept. 
crackdown  on  white-col- 
lar crime  in  all  its 
guises,"  he  said.  "From 
Wall  Street  to  LaSalle 
Street  to  Main  Street 
and  all  stops  in  be- 
tween." Only  two  days 
earlier,  federal  prosecu- 
tors won  a  major  vic- 
tory on  another  front, 
when  a  New  York  jury 
convicted  six  Wall 
Streeters  in  a  securitie.s- 


The  only  thing 
that's  different . . . 
is  that 
these  people 
may  be  -wealthy^ 

ANTON  R.  VALUKAS 

U.  S.  Attorney 


crimes  trial  that  also  featured  racketeer- 
ing charges  (page  46). 

On  the  trading  floors,  the  news  pro- 
duced some  defiant  talk.  "What  kind  of 
percentage  is  that?"  asked  a  20-year  CBOT 
veteran.  "We've  got  3,500  members  here 
and  just  a  total  of  22  [CBOT]  bad  apples. 
It's  nowhere  near  as  bad  as  I  thought  it 
would  be." 

BAD  OMEN.  But  Valukas  emphasized  that 
his  investigation  is  continuing.  At  least 
eight  of  the  46  brokers  have  agreed  to  co- 
operate as  government  witnesses — a  bad 
omen  for  the  other  suspects,  not  to  men- 
tion compadres  on  the  trading  floors  who 
may  still  be  under  suspicion.  Against 
those  same  eight,  the  Commodity  Futures 
Trading  Commission  said  that  it  has  set- 
tled civil  enforcement  actions.  The  settle- 
ments, CFTC  Chairman 
Wendy  L.  Gramm  said, 
will  result  in  the  trad- 
ers' removal  from  the 
exchanges. 

The  indictments  also 
cloud  the  future  of 
the  Chicago  exchanges 
themselves,  which  have 
sought  to  control  the 
agenda  of  futures-in- 
dustry reform  since  the 
two-year  undercover 
sting  investigation  was 
first  revealed  in  mid- 
January.  They  spotlight 
the  limited  abilities  of 
the  exchanges  and  the 
CFTC  to  police  wrongdo- 
ing on  the  trading 
floors.  And  they  deinon- 
strate  how  the  use  of 
the  controversial  Racke- 
teer-Influenced &  Cor- 
rupt Organizations  Act 
can  be  a  potent  weapon 
in  the  hands  of  zealous 
government  agents. 

The  charges  paint  a 
detailed  picture  of  wide- 
spread graft,  corrup- 
tion, and  conspiracy  on 
the  floors  of  the  world's 


largest  futures  exchanges.  The  ace 
tions  include: 

■  Trading  ahead  of  customer  ordei. 

Knowing  of  an  incoming  order,  tra(V 
would  take  positions  that  would  bec' 
profitable  once  the  client's  order  hit 
trading  pit.  They  would  later  split 
profits  among  accomplices,  often  thrd. 
illegally  arranged  trades. 

■  Pre-arranging  trades.  Traders  wi 
dodge  their  own  losses  and  assign  t 
instead  to  customers  through  tr; 
agreed  upon  quietly,  away  from  the  i 
ing  pit.  In  addition,  they  would  cove 
mistakes  through  pre-arranged  tra 
And  they  also  often  would  kick  back  i 
its  to  one  another  by  artfully  arraiij 
execution  of  customer  orders. 

One  example:  Martin  J.  Dempsey,  a  >' 
bean  trader,  allegedly  tried  to  avcj 
$29,700  personal  loss  by  passing  it  Uu 
undercover  FBI  agent,  who  posed  asii 
accomplice.  They  later  agreed  to  rec 
the  loss  by  skimming  profits  from  Di 
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I's  customers,  according  to  prosecutors, 
swapping  such  favors,  the  government 
charging,  hundreds  of  traders  bilked 
msands  of  customers  out  of  untold 
Tis.  Neither  Dempsey  nor  his  attorney, 
bert  M.  Stephenson,  could  be  reached 
■  comment. 

rrading  opposite  customer  orders.  Bro- 
•s  would  arrange  for  traders  to  routine- 
take  the  other  side  of  a  customer's  or- 
',  thereby  denying  other  market  users 
portunity  for  profits.  They  would 
ist,"  or  disavow,  trades  that  went 
iinst  traders  and  benefited  customers, 
destroying  records.  Traders  sometimes 
uld  destroy  the  trading  cards  that  are 
'  only  meaningful  record  of  their  trad- 
:  activity  and  rewrite  them  to  reflect 
itious  activity. 

defense  lawyers  are  incensed  about 
at  they  see  as  the  government's  heavy- 
ided  use  of  the  Rico  statute.  Back  in 
luary,  government  agents  knocked  on 
ders'  doors  late  at  night  and  threat- 


ened to  seize  their  homes  and  cars  if  they 
refused  to  cooperate  in  the  investigation. 
"They've  attempted  to  coerce  cooperation 
and  punish  people  who  stood  up  to  the 
government,"  says  Thomas  A.  Durkin, 
who  is  representing  Sam  A.  Call,  an  indict- 
ed trader  in  Japanese  yen  who  plans  to  de- 
fend himself  against  the  charges.  Valukas 
counters  that  RICO  is  a  standard  prosecu- 
torial tool.  He  adds:  "The  only  thing  that's 
different  about  this  investigation  is  that 
these  people  may  be  wealthy." 

The  indictments  also  are  noteworthy 
for  what  they  don't  allege.  Rumors  that 
exchange  officials  might  be  charged  with 
wrongdoing  proved  unfounded.  Valukas 
said  it  was  necessary  to  name  the  ex- 
changes as  criminal  enterprises  in  the  in- 
dictments— but  only  as  a  procedural  mat- 
ter. "There's  nothing  about  the  charges 
that  we  brought  today  that  implicates  any 
exchange  officials  or  their  staffs  or  the 
exchanges,"  he  said. 

The  exchanges  may  want  to  let  out  a 


long,  loud  sigh  of  relief.  But  they  haven't 
long  to  relax.  Because  to  public  investors, 
not  to  mention  Congress,  they  still  have 
lots  of  explaining  to  do.  Representative 
Glenn  English  (D-Okla.),  who  said  the  in- 
dictments signaled  a  "black  day"  for  the 
futures  industry,  already  had  introduced 
a  bill  that  seeks  to  ban  most  forms  of  so- 
called  dual  trading,  the  controversial  prac- 
tice in  which  brokers  handle  customer 
business  while  also  making  trades  for 
their  own  accounts. 

The  Board  of  Trade  has  staunchly  de- 
fended dual  trading,  while  leaders  of  the 
Merc  were  forced  by  rebellious  members 
to  beat  a  hasty  retreat  from  a  proposal  to 
virtually  ban  the  practice.  Now,  the  threat 
to  business  as  usual  couldn't  be  plainer. 
Says  CBOT  President  Thomas  R.  Donovan: 
"Where  there's  smoke,  there  isn't  always 
fire.  But  where  there's  smoke,  there's  al- 
ways smoke  damage." 
By  David  Greising,  with  Julia  Flynn  Slier 
in  Chicago  and  Tim  Smart  in  Washington 
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WALL  STREET  I 


A  VERDICT  THAT  MIKE  MILKEN  HOPES 
IS  NO  WARM-UP 


Six  Wall  Street  convictions  may  bode  ill  for  his  defense  strategy 


In  their  war  on  Wall  Street  corrup- 
tion, federal  prosecutors  have  burst 
through  enemy  lines.  After  little 
more  than  two  days  of  deliberations,  a 
Manhattan  jury  on  July  31  convicted  five 
officials  of  the  defunct  Princeton/New- 
port Partners  and  a  former  Drexel  Burn- 
ham  Lambert  Inc.  trader.  The  jury 
found  them  guilty  on  all  but  one  of  64 
counts  of  tax  fraud,  securities  violations. 


another  big-time  Wall  Streeter,  Robert 
M.  Freeman  of  Goldman,  Sachs  &  Co. 

No  question,  Milken  and  his  advisers 
now  must  be  assessing  the  damage  the 
Princeton/Newport  case  has  done  to 
their  defense  strategy.  And  on  first 
blush,  the  obvious  similarity  between  the 
two  cases  suggests  that  Milken  has  been 
wounded  gravely.  Yet  a  close  reading  of 
the  Princeton/Newport  case  suggests 


< 


THE  FEDS'  ASSAULT  ON  WALL  STREET  FRAUD;  A  SCORECARP 

U.S.  vs.  GAF  January  and  March,  1989:  Stock  manipulation  trials  of  GAF  and  a  vice-chairman  end  in  two 
mistrials.  Third  trial,  with  convicted  broker  Boyd  L.  Jefferies  as  star  witness,  is  scheduled  for  Nov.  6 

U.S.  vs.  LISA  JONES  Mar.  22,  1989:  Jury  convicts  former  assistant  to  Drexel  trader  Bruce  Lee  Newberg 
of  perjury  and  obstruction  of  justice  for  lying  to  a  federal  grand  jury 

U.S.  vs.  DREXEL  BURHAM  LAMBERT  June  20, 1989:  Federal  Judge  Milton  PoUack  approves  Drexel  Burn- 
ham  Lambert's  settlement  with  the  SEC.  This  clears  the  way  for  a  separate  pact  between  the  firm  and 
the  U.  S.  Attorney's  office  in  Manhattan  in  which  Drexel  pleads  guilty  to  six  felony  counts,  including  one 
relating  to  trading  with  Princeton/Newport,  and  agrees  to  pay  $650  million 

U.S.  vs.  PAUL  A.  BILZERIAN  July  9,  1989:  Jury  convicts  corporate  raider  and  former  Singer  Co.  chairman 
of  nine  counts  of  securities  fraud,  conspiracy,  and  making  false 
statements  in  the  first  jury  verdict  criminalizing  stock  parking.  Pen- 
alties may  include  up  to  45  years  in  jail  and  $2.25  million  in  fines. 
Sentencing  is  scheduled  for  Sept.  15.  Bilzerian  has  vowed  to  appeal 

U.S,  vs.  JAMES  SUTTON  REGAN,  ET  AL.  July  31,  1989:  Jury  convicts 
five  officials  of  Princeton/Newport  Limited  Partnership  and  a  for- 
mer Drexel  trader,  Bruce  Lee  Newberg,  of  conspiracy,  racketeer- 
ing, stock  manipulation,  and  tax-related  fraud.  Penalties  can  include 
upward  of  40  years  ui  jail  and  millions  in  forfeitures 

U.$.  vs.  SALIM  B.  LEWIS  Sept.  18, 1989:  Trial  set  on  stock  manipula- 
tion, conspiracy,  and  related  charges  stemming  from  allegations 
that  the  arbitrageur  manipulated  Fireman's  Fund  securities 


U.S.  vs.  MICHAEL  R.  MILKEN,  ET  AL.  March,  1990:  Tentative  date  set 
for  trial  on  a  98-count  iiidictment  charging  racketeering;  various 
mail,  wire,  and  securities  frauds;  and  other  offenses.  New,  super- 
seding indictment  is  believed  to  be  imminent 


MILKEN:  HANGING  TOUGH 


and  other  crimes.  Two  days  later,  jurors 
decided  the  defendants  should  forfeit 
$3.8  million  to  the  government.  An  ap- 
peal of  the  decision  is  likely. 

Beyond  the  sweep  of  the  jury's  ver- 
dict, the  case  is  important  because  it's  a 
milestone  in  the  government's  drive  to 
put  Michael  R.  Milken,  the  former 
Drexel  junk-bond  chief  who  faces  a  98- 
count  indictment,  behind  bars.  It  also 
figures  to  give  prosecutors  confidence 
;is  they  bring  to  trial  several  other  cases 
(table).  And  it  may  resolve  the  long- 
:-f:dled  insider-trading  investigation  of 


that  Milken's  injury  is  not  quite  as  se- 
vere as  it  might  look.  For  starters,  Mil- 
ken's name  came  up  at  the  trial  only 
once:  When  asked  about  him  during 
cross-examination,  Princeton/Newport 
Managing  Partner  James  Sutton  Regan 
testified  that  he  hadn't  talked  to  Milken 
for  five  years  and  hadn't  done  business 
with  him  since  the  1970s. 

While  most  of  the  Princeton/Newport 
allegations  involved  an  extensive  tax- 
avoidance  scheme,  some  charges  overlap 
those  in  the  Milken  indictment.  One  set 
of  charges  stemmed  from  a  proposed 


$25  million  convertible  bond  offerin 
Drexel  arranged  for  COMB  Co.  Th 
Princeton/Newport  indictment  allege 
that  Drexel  trader  Bruce  Lee  Newber 
helped  push  down  the  price  of  COW 
stock  to  make  it  easier  for  Drexel 
unload  the  bonds.  But  prosecutors  intr 
duced  no  evidence  to  show  that  Milk( 
was  involved  in  the  scheme — eve 
though  the  market  manipulation  allege 
ly  benefited  Drexel. 

Another  overlapping  transaction  m£ 
prove  more  damaging  to  Milken.  It  co 
cerns  an  alleged  scheme  involving  Ne) 
berg  to  hide  Drexel's  holdings  in  Matt 
Inc.  by  "parking"  the  stock  with  Princ 
ton/Newport.  The  judge  dismissed  mo 
of  the  charges  because  they  failed 
state  a  case  of  wire  or  mail  fraud.  Sti 
unlike  the  other  deals,  Milken  was 
rectly  involved  with  Matt( 
which  had  asked  Drexel  fi 
help  in  recapitalizing.  Ai 
because  Drexel  alleged 
held  a  significant  undi 
closed  interest  in  Matt 
while  also  aiding  the  U 
company's  financial  mak 
over,  it  could  be  easier  f  g 
prosecutors  to  persuade  j  s 
rors  that  Milken  knew  wh  ( 
Newberg  was  up  to.  i 
DAMNING  TAPES.    Feder  IS 

prosecutors  enjoyed  two  b  Is 
edges  in  the  Princetoili 
Newport  case  that  th(iii 
won't  have  in  the  Milken  t 
al.  One  was  a  damning  s 
of  tape  recordings  of  pho:  r 
calls  between  Princetoi  it 
Newport  officials  and  Ne  ci 
berg.  The  government  al  bi 
emphasized  its  accusatii  p 
that  the  defendants  cheat  ej 
on  their  income  taxes-  ti 
charge  most  jurors  f ii  lii 
easy  to  understand  and  cc  ig 
demn.  The  charges  in  Mst 
ken's  case  are  more  swetiij 
ing,  including  only  minfo 
tax  allegations,  and  may 
harder  to  follow. 

A  source  close  to  Milk 
insists  that  the  convictioltii 
haven't  shaken  his  resolve  to  fight.  Ev 
so,  his  fight  now  promises  to  be  tough 
than  before  the  verdict.  Newberg,  IV 
ken's  former  subordinate,  faces  jail  tin 
To  shorten  that  time,  he  may  now 
willing  to  testify  against  Milken.  A  iti 
the  prospect  of  a  similar  plight  also  m  ivi 
stimulate  cooperation  from  other  currt  t 
and   former   Drexel  employees. 
Charles  M.  Carberry,  a  former  prose< 
tor,  puts  it:  "When  jail  is  a  reality, 
like  alcohol:  It  loosens  tongues." 

By  Michelc  Galen,  with  Chris  Welles, 
New  York 
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Commentary/by  Howard  Gleckman 


A  TAX  BREAK  GEARED  TO  HIGH  ROLLERS 


ust  a  few  weeks  back,  it  seemed 
like  George  Bush's  impossible 
dream.  While  Democratic  leaders 
fed,  the  President  stuck  by  his  cam- 
n  pledge  to  cut  taxes  on  capital 
s.  Now,  Bush  seems  headed  for  vic- 
,  his  prize  handed  to  him  by  deeply 
led  congressional  Democrats, 
lanks  to  a  revolt  by  mainly  South- 
Democratic  moderates,  the  question 
)  longer  whether  capital-gains  taxes 
be  cut,  but  when  and  how.  Congres- 
al  Democrats  and  the  White  House 
struggling  to  work  out  a  compro- 
I.  Right  now,  both  sides  are  ob- 
ed  with  gathering  the 
s  to  get  a  plan  through 
House  this  fall, 
it  behind  the  political  jock- 
g,  there  is  a  fundamental 
!rence  between  what  Bush 
many  House  Democrats 
!  to  accomplish  by  trim- 
l  the  tax.  The  outcome  of 
struggle  will  create  a  new 
of  economic  winners  and 
*s  and  will  help  shape  the 
se  of  investment  in  the 


There  are  tens  of  thousands  of  very 
wealthy  individuals  who  invest  in  high- 
risk  ventures.  For  them,  a  cut  in  the 
capital-gains  rate  could  make  the  differ- 
ence between  buying  into  a  startup  or 
taking  a  pass.  "You've  got  to  deal  with 
tax  incentives  if  you  want  to  encourage 
this  type  of  capital  flow,"  says  Gordon 
S.  Macklin,  chairman  of  Hambrecht  & 
Quist,  a  San  Francisco  investment  bank 
that  specializes  in  financing  startups. 
But,  Macklin  adds,  "indexing  doesn't 
give  any  advantage  to  venture  invest- 
ing. You  should  get  more  incentive  for 
taking  higher  risks." 


A  CAPITAI-GAINS  TAX  CUT: 
THESPECUIATOR'S  fRIENP 

HOW  THE  AVERAGE  INVESTOR  MAKES  OUT  AHER  TAKING  AN  AVERAGE  PROFIT 


le  Administration,  which  is 
ling  hard  to  cut  the  top 

on  capital  gains  to  15%, 

the  change  as  a  way  to 
■  high-risk,  high-reward  in- 
ment.  Says  Michael  J.  Bos- 
chairman  of  the  Council  of 
nomic  Advisers:  "It  is 
jned  to  encourage  more 
epreneurism." 
smocratic  leaders,  who  for 
ths  have  decried  any 
ige  in  the  tax  treatment  of 
stment  profits,  now  are 
ng  to  exempt  gains  gener- 

only  by  inflation.  That  ap- 
ch  would  do  relatively  little  for 
ulators  or  venture  capitalists,  who 

for  payoffs  far  in  excess  of  the 
tion  rate.  But  run-of-the-mill  inves- 

who  may  cash  in  mutual  funds  or 
a  rental  house,  are  likely  to  fare  at 
;  as  well  under  indexation  as  with  a 

cut  (table). 

UGH  INCENTIVE?  At  the  heart  of  the 
te  is  a  simple  question:  What  kind 
vestment  does  Washington  want  to 
urage?  Should  tax  policy  be  geared 
igh-flyers  who  might  bankroll  the 
Apple  Computer  Inc.?  Or  should  it 
'n  the  inflationary  blow  on  those 
invest  in  less  spectacular,  more  ma- 
companies? 


Tax  rate 

15% 

33%  Inflation- 
indexed 

Cuirent  law 

(33%) 

BASIS  $1,000.00 

$1,000.00 

$1,000.00 

SALE 

1,090.00 

1,090.00 

1,090.00 

NOMINAL  GAIM 

90.00 

90.00 

90.00 

REAL  GAIN' 

40.00 

40.00 

40.00 

TAX 

13.50 

13.20 

29.70 

REAL  AFTERTAX  RETURN 

2.65% 

2.6«% 

1.03% 

HOW  THE  HIGH  ROLLER  MAKES  OUT  WHEN  A  LONG  SHOT  PAYS  OFF 

Tax  rate 

15% 

33%  inflation- 
indexed 

Current  low 

(33%) 

BASIS  $1,000.00 

$1,000.00 

$1,000.00 

SALE 

1,300.00 

1,300.00 

1,300.00 

NOMINAL  GAIN 

300.00 

300.00 

300.00 

REAL  GAIN' 

250.00 

250.00 

250.00 

TAX 

45.00 

82.50 

99.00 

REAL  AFTERTAX  RETURN 

20.5% 

16.75% 

15.1% 

*Aher  adjustment  for  inflation 

DATA  BW 

A  rate  cut  for  gains,  the  White  House 
argues,  will  increase  the  aftertax  return 
for  these  risk-takers.  And  that  will  pro- 
vide more  seed  money,  at  less  cost,  for 
new  companies. 

Critics  of  the  Administration's  plan 
agree  that  a  rate  cut  will  steer  some 
money  to  startups  but  in  an  inefficient 
way.  They  note  that  many  of  the  big 
hitters  the  Administration  is  aiming  at 
won't  be  helped  much  by  the  plan.  More 
than  half  of  all  professional  venture 
capital  comes  from  pension  funds  or 
foreign  investors.  And  since  they  don't 
pay  U.  S.  taxes,  they  don't  care  what 
the  capital-gains  rate  is. 

In  addition,  the  great  majority  of 


startups  can't  sell  stock  and  must  fi- 
nance their  new  ventures  at  the  bank. 
Their  owners  get  no  benefit  from  the 
Bush  plan  until  they  cash  out.  They 
need  tax  breaks  at  the  beginning,  when 
cash  flow  is  tight,  rather  than  at  the 
end  of  the  rainbow.  Says  University  of 
Pennsylvania  economist  Alan  Auerbach: 
"It  would  be  more  effective  to  provide 
incentives  to  the  companies  than  the 
investors." 

IMPRACTICAL.  Bush's  original  proposal 
would  have  benefited  only  buyers  of 
stocks  and  bonds.  But  to  forge  a  win- 
ning political  coalition,  the  President 
has  reluctantly  embraced  the 
idea  of  extending  the  tax 
break  to  depreciable  assets,  in- 
cluding timber  and  real  estate. 
That  has  won  the  support  of 
many  lawmakers,  but  most  an- 
alysts doubt  it  makes  much 
economic  sense.  Even  Admin- 
istration officials  privately 
concede  that  including  nonfi- 
nancial  assets  will  prove  to  be 
little  more  than  a  tax  windfall 
at  considerable  cost  to  the 
Treasury. 

American  Enterprise  Insti- 
tute economist  John  Makin  be- 
lieves the  Administration's 
dream  of  a  tax  change  that 
will  cause  an  outpouring  of 
new  investment  is  a  nice  idea 
but  not  very  useful  for  busi- 
nesses looking  to  raise  capital. 
"Indexing  is  not  as  sexy,"  he 
says.  "But  if  you're  a  corpo- 
rate treasurer,  you're  more 
likely  to  benefit." 

George  Bush  doesn't  think 
so.  He  has  already  pulled  off 
an  amazing  coup  by  getting 
the  House  Democratic  leader- 
ship to  endorse  indexing  of  capital 
gains.  In  fact,  some  economists  with 
close  ties  to  the  Administration,  includ- 
ing Makin,  believe  Bush  should  now  ac- 
cept indexing  and  declare  victory. 

Already,  there  is  talk  of  merging  the 
two  approaches.  But  Bush  still  wants 
the  bulk  of  the  benefits  to  go  to  risk- 
takers.  His  economic  brain  trust — Bos- 
kin,  Treasury  Secretary  Nicholas  Brady, 
and  Budget  Director  Richard  Darman — 
sees  the  rate  cut  as  a  key  element  in 
Bush's  competitiveness  policy.  But  it  re- 
mains to  be  seen  whether  a  capital- 
gains  cut  that  showers  most  of  its  bene- 
fits on  a  few  high  rollers  is  the  best 
way  to  build  a  more  vibrant  economy. 
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RESTRUCTURINGS! 


PLACE  YOUR  BETS:  BALLY  FIGURES  A  MYSTERY  PARTNER  COULD  HELP  BOOST  ITS  MARKET  VALUE 


WILL  THREE  BE  BALLY'S 
LUCKY  NUMBER? 


After  two  restructuring  bids  flopped,  another  is  in  the  works 


ally  Manufacturing  Corp.  has 
rolled  snake  eyes  for  investors 
twice  before.  In  mid-1987,  the 
company  agreed  to  sell  its  Health  &  Ten- 
nis unit,  the  nation's  largest  operator  of 
health  clubs,  for  about  $500  million. 
Then  came  the  October  stock  crash,  and 
the  deal  was  scuttled.  The  following  Au- 
gust, Bally  proposed  spinning  off  857^  of 
the  stock  in  its  casino  and 
hotel  operations.  Bally 
scotched  the  plan  last  Feb- 
ruary, citing  opposition 
from  New  Jersey  gam- 
bling regulators. 

Now,  Bally  is  throwing 
the  dice  again.  After  a 
two-week  runup  in  its 
stock,  the  company  re- 
vealed on  July  28  that  it 
was  holding  preliminary 
talks  on  a  restructuring. 
On  Aug.  2,  Bally  Chairman 
Robert  E.  Mullane  told 
BUSINESS  WKEK  that  the 
company  and  its  advisers  have  been  talk- 
ing for  six  weeks  with  a  potential  part- 
ner for  one  of  its  major  businesses.  Mul- 
lane says  he  hopes  to  strike  a  deal 
within  the  next  few  months. 

Despite  poor  second-quarter  results, 
Bally's  announcement  helped  send  its 
stock  soaring  more  than  207  ,  to  29%,  a 
52-week  high.  Wall  Street,  which  has  of- 
ten viewed  Bally  as  a  takeover  target. 


figures  that  the  company  could  be  worth 
$35  to  $42  a  share  if  it  were  taken  apart. 
Mullane  is  betting  that  he'll  be  able  to 
achieve  the  same  sort  of  gains  by  bring- 
ing in  an  ally. 

But  precisely  who  that  will  be  or  how 
the  company  can  boost  its  market  value 
remains  mostly  a  matter  of  speculation. 
For  one  thing,  the  company  probably 


BAUrS  CASINO  HOTELS  ARE  HITTING  IT  BIG 

1 988  revenues  1 988  operoting  results 

Millions  of    Percent    from  continuing  operations 


Segment 

dollars 

of  total 

Millions 

Percent 

Casino  hotels 

$935.8 

48.2% 

$150.2 

61.3% 

Health  and  fitness 

719.1 

37.1 

89.4 

36.4 

Gaming  equipment  and  services 

200.9 

10.4 

15.9 

6.5 

Amusement  games  and  services 

109.3 

5.6 

20.5 

8.4 

Corporate  and  intersegment  eliminations 

-24.3 

-30.8 

TOTAL 

$1,940.8 

100.0% 

$245.2 

100.0% 

DATA  COMPANY  REPORTS 


won't  sell  its  casino  and  hotel  business, 
which  accounted  for  487'  of  its  sales  and 
a  full  617  of  its  operating  profit  in  1988 
(table). 

Attracting  a  rich  enough  offer  for  Bal- 
ly's other  major  business,  the  chain  of 
more  than  300  health  and  tennis  clubs, 
may  also  be  difficult.  Analysts,  such  as 
Merrill  Lynch  &  Co.'s  Harold  L.  Vogel, 
contend  that  health  clubs  have  peaked  in 


sales  growth.  And  in  the  fragmented  j 
billion  U.  S.  market,  which  is  dividl 
among  several  hundred  companies,  thcjj 
appear  to  be  few  buyers  on  hand  wjj 
the  $600  million  or  more  that  such  a  dJ 
would  take.  » 

Even  Bally's  plan  to  laden  its  Pas 
Place  casino  m  Atlantic  City  with  $S| 
million  in  new  debt  seems  jinxed. 
July  31,  New  Jersey's  Gaming  Enfor 
ment  Div.  announced  a  plan  to  reco 
mend  disapproval  of  the  recapitalizati( 
citing  concerns  over  the  casino  ind 
try's  growing  debt  load.  Paul  J.  Johns( 
Bally's  chief  financial  officer,  who  w 
scheduled  to  begin  testimony  before  t 
state's  Casino  Control  Commission 
Aug.  3,  concedes  that  the  battle  \ 
been  difficult. 
'DISAPPOINTMENTS.'  Bally's  Other  optic 
include  divesting  its  $200  million  garni 
equipment  and  lottery  business  or 
struggling  Reno  (Nev.)  casino.  W? 
these  moves  could  help  the  compa 
pare  down  its  fat  debt  and  leave  a  cas 
company  with  better  earnings  potent 
they  aren't  likely  to  be  enough  to  g 
the  stock  the  dramatic  boost  that  Ball 
management  wants.  Similarly,  analy 
such  as  John  P.  Uphoff  at  Raymc 
James  &  Associates  believe  that  a  lev 
aged  buyout  of  the  company  is  unlike 
given  its  nearly  3-to-l  ratio  of  debt 
equity. 

All  this  is  why  the  stock's  recent  mc 
has  provoked  some  skepticism.  "Ball 
not  moving  on  fundamentals,"  says  M, 
vin  B.  Roffman,  a  gaming  analyst 
Janney  Montgomery  Scott  Inc.  Some 
vestors,  in  turn,  are  taking  their  pro 
while  they  can.  Already,  the  stock 
dropped  more  than  $2  since  its  high 
July  31.  Observes  one  in| 
tutional  investor,  who 
cently  sold  off  a  small  {j 
centage  of  his  sharj 
"Bally's  stock  is  geti 
way  ahead  of  itself 
terms  of  earnings." 

That  became  clear  frl 
its  second-quarter  resu) 
Bally  lost  $4  million 
fore  onetime  items,  on  ij 
enues  of  $518.8  niillij 
Mullane  attributed  the 
to  the  costs  of  an  800-rC| 
addition  to  Bally's  P| 
Place  casino,  poor  res|^ 
at  its  Reno  casino,  and  anemic  perj 
mance  at  its  health  clubs. 

Mullane  won't  say  how  he  plans 
boost  Bally's  stock.  "I  know  there  h 
been  disappointments  in  the  past,"  I 
lane  says.  "I  can't  guarantee  our  sh 
holders  anything.  That  is  the  risk  t 
take."  That  .said,  it's  a  risk  fewer  in' 
tors  are  likely  to  take. 

Bi/  Julia  Fli/nn  Siler  in  Chii 
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DW  IT'S  CHRIS  BLACKWELL, 
)RPORATE  HIPSTER 


Island  Records  surrenders  to  PolyGram  for  $300  million 


Jhris  Blackwell  may  be  too  hip  to 

own  a  copy  of  Frank  Sinatra's 
(schmaltzy  rendition  of  My  Way. 
there  are  few  executives  in  the  rec- 
biz  who  have  done  things  their  own 

for  so  long  as  the  iconoclastic 
ider  of  London-based  Island  Rec- 
5.  He  launched  such 

acts  as  Traffic  and  U2  '% 

with  his  deep  roots  in  ^- 
Caribbean,  introduced 
pulsating  beat  of  reg- 
to  a  global  audience, 
an  this  52-year-old  hipster 

continued  happiness  under 
umbrella  of  one  of  the  world's 
est  record  companies?  Espe- 
y  since  the  buyer,  PolyGram 
rnational  Ltd.,  is  itself  a  90%- 
ed  unit  of  Dutch  electronics  giant 
ips?  On  Aug.  1,  Blackwell  announced 

he'll  sell  his  $200  million  music  pro- 
;ion  and  publishing  operations  to  the 
don  giant  for  an  undisclosed  amount 

outsiders  pegged  at  as  much  as 
)  million.  Blackwell  controls  30%  of 
company;  the  rest  belongs  to  private 
stors,  including  the  band  U2. 
r  TOO  GOOD.  PolyGram  says  it's  more 
1  happy  to  let  Blackwell  continue  do- 
his  thing.  But  the  cultural  differ- 
;s  between  Island  and  its  new  parent 
e  clear  enough  at  the  press  confer- 
;  announcing  the  deal:  The  hirsute 
;kwell,  wearing  jeans,  a  wrinkled 
t,  and  no  socks,  sat  next  to  Poly- 
m  President  David  G.  Fine,  soberly 
•ed  in  a  dark  blue  suit.  Insists  Black- 
1:  "I  can  thrive  in  this  environment." 
hat's  a  bold  statement  for  a  denizen 
,  business  notorious  for  big  egos  and 
ting  loyalties.  But  there's  more  to 
ikwell's  decision  to  cash  out.  Execu- 
s  familiar  with  Island  say  Poly- 
m's  offer  was  too  good  to  refuse. 

price  comes  to  an  estimated  30 
5s  Island's  pretax  operating  income — 
running  figure  in  an  industry  that's 
i  to  multiples  of  about  10.  The  total 
1  include  about  $35  million  for  Is- 
I's  publishing  operation,  and  as  much 
550  million  in  bank  debt. 
;'s  easy  to  figure  why  both  parties 
e  ready  to  deal.  For  Island's  part, 
le  the  money  offered  is  terrific,  the 
iness  increasingly  wasn't.  The  major 
ipendents  face  a  tough  slog  keeping 
with  the  rising  costs  of  marketing, 
ribution,  new  technology,  and  the 
tospheric  fees  that  top  artists  de- 


mand to  stay  on  board.  In  the  past  year, 
several  independents  have  given  up  the 
fight:  MCA  Records  and  an  investor 
group  acquired  Motown  Records,  and 
EMI  Records  Ltd.  bought  into  Chrysalis. 

For  PolyGram,  locked  in  a  global  fight 
for  market  share  with  Sony  Corp.'s  CBS 
Records  and  Warner  Communications 
Inc. — Nos.  1  and  2  in  the  world — the  log- 
ic is  equally  clear.  There  are  very  few 
independent  labels  that  sell  worldwide. 
Among  them,  Virgin  Records — which 
claims  to  be  the  world's  largest  indepen- 


BIG-NAME  LINEUP... 


Total  recorded  music  revenues:  $1.7  billion 


...ADDS  SOME 
NEWSTARPOWER 


ISLAND  U2,ToneLoc, 
Anthrax 


Total  recorded  music  revenues:  $200  million 


DATA:  POLYGRAM  RECORDS,  ISLAND  RECORDS 


dent — says  it  may  take  on  a  minority 
partner.  Los  Angeles-based  A&M  Records 
would  also  be  a  prize  catch. 

Island's  days  as  an  independent  were 
probably  numbered.  The  label  had  trou- 
ble hanging  onto  its  big  acts  once  they 
attained  superstardom.  Blackwell  lost 
artists  such  as  Steve  Winwood,  Robert 
Palmer,  and  Grace  Jones  to  better- 
heeled  labels  that  offered  bigger  con- 
tracts. PolyGram's  Fine  says  the  defec- 
tions will  stop:  "There  is  absolutely  no 
chance  that  a  deal  will  be  lost  because  of 
money,  provided  the  quality  is  there." 
PolyGram  agreed  not  to  prevent  Black- 
well  from  signing  any  artist  he  wants. 

The  deal  both  gives  PolyGram  access 
to  Blackwell's  fabled  talent-scouting 
prowess  and  broadens  its  product  line. 
No.  3  PolyGram  is  a  $L7  billion  giant  in 
classical,  pop,  and  jazz.  Island's  roster 
will  expand  its  offerings  beyond  main- 
stream teen  idols  such  as  Bon  Jovi  and 
Def  Leppard  (table). 

PolyGram  can't  expect  a  quick  pay- 
back, however.  Island  is  locked  into  ex- 
isting distribution  agreements  with  Poly- 
Gram competitors — until  next  May  in 
the  U.  S.  with  Warner  Communications 
and  for  five  years  overseas  with  West 
Germany's  Bertelsmann.  And  the  U.  S. 
record  business  has  fallen  into  an  unex- 
pected slump  since  April,  in  large  part 
because  teenagers  are  spending  so  many 
of  their  entertainment  dollars  on  this 
year's  rich  crop  of  must-see  movies. 
STILL  SEARCHING.  Blackwell  has  thrived 
through  many  such  turns  in  the  music 
business.  The  London-born  executive 
founded  Island  in  1962,  and  soon  after 
was  flogging  Caribbean  recordings  from 
his  car  in  British  inner  cities.  Island's 
first  hit,  the  reggae  tune  My  Boy  Lolli- 
pop, was  distributed  by  a  sister  Poly- 
Gram label  in  1964.  After  scoring  chart- 
busters  with  the  likes  of  Jethro  Tull  and 
Cat  Stevens,  perhaps  his  greatest 
achievement  was  to  turn  an  obscure  Ja- 
maican, Bob  Marley,  and  his  reggae  mu- 
sic into  an  international  sensation. 

The  search  for  new  pop  sounds  goes 
on  for  Blackwell.  Lately  he  has  been 
pushing  African  and  Cuban  musicians. 
An  admiring  Bhaskar  Menon,  chairman 
of  EMI  Music  Worldwide,  says:  "He  has 
a  special  gift  for  generating  new  talent 
and  developing  it  into  superstardom  on  a 
fairly  consistent  basis." 

Blackwell's  already  plotting  what  to 
do  with  the  backing  of  a  new  parent: 
He'll  reestablish  regional  labels  in  the 
U.  S.  in  such  cities  as  Chicago,  Miami, 
and  Houston  or  Dallas.  For  his  new 
bosses  at  PolyGram,  who  have  signed 
him  to  a  five-year  service  contract  with  a 
two-year  option,  such  enthusiasm  must 
be  music  to  their  ears. 

By  Richard  A.  Melcher  in  London  and 
David  Lieberman  in  New  York,  with  Pat- 
rick E.  Cole  in  Los  Angeles 
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A  CALIFORNIA  MISSION 
THAT  MAY  BE  IMPOSSIBLE 


The  insurance  commissioner's  task:  Cut  premiums  and  please  insurers 


R 


.oxani  M.  Gillespie  loves  nothing 
better  in  spare  moments  than  to 
>study  the  history  of  6th  century 
Byzantium,  whose  emperor  struggled 
vainly  to  rebuild  the  Roman  Empire.  It's 
a  fitting  pursuit  for  California's  insur- 
ance commissioner.  Although  the  state's 
insurance  industry  isn't  exactly  crum- 
bling, it  certainly  has  been  turned  on  its 
head.  Enraged  by  skyrocketing  premi- 
ums, Californians  last  November  ap- 
proved Proposition  103,  which  mandated 
a  207'^  rollback  in  property  and  ca- 
sualty rates  throughout  the  state. 
Suddenly,  Gillespie's  job  was  ele- 
vated from  number-crunching  ob- 
scurity into  one  of  the  hottest  seats 
in  state  politics. 

It  has  just  gotten  a  lot  hotter. 
Legal  challenges  initially  held  up 
the  law's  taking  effect,  but  on 
Aug.  1,  after  months  of  mulling 
over  how  to  implement  103,  Gilles- 
pie announced  plans  to  force  seven 
of  the  state's  800  insurers  to  cut 
their  rates  and  refund  $305  million 
to  consumers.  The  targeted  compa- 
nies are  expected  to  fight  back  vig- 
orously in  public  hearings  over  the 
next  few  months.  The  rest  of  the 
industry,  meanwhile,  is  anxiously 
awaiting  Gillespie's  decision  on  its 
fate.  Yet  despite  the  rollbacks,  con- 
sumer groups  complain  that  the 
former  insurance  executive  isn't 
being  tough  enough. 
'VERY  LEVERAGED.'  As  if  that  con- 
troversy weren't  enough,  Gillespie 
also  could  play  a  key  part  in  the 
unfolding  drama  sparked  by  Sir 
James  M.  Goldsmith's  $21  billion 
bid  for  Britain's  BAT  Industries 
PLC — history's  second-biggest  take- 
over attempt.  BAT  owns  Farmers 
Group  Inc.,  an  insurer  with  exten- 
sive California  operations,  and  as 
commissioner,  Gillespie  must  decide 
whether  Goldsmith's  acquisition  of 
Farmers  is  in  the  interest  of  policyhold- 
ers. Gillespie  says  she's  worried  about 
the  "very  leveraged"  nature  of  the  pro- 
posed takeover.  Goldsmith's  group  has 
filed  suit  in  the  U.  S.  to  bar  her  from 
interfering.  At  this  point,  even  inaction 
by  Gillespie  will  endanger  Goldsmith's 
plan,  since  his  bid  faces  a  (iO-day  dead- 
line under  British  law. 

But  Gillespie  will  make  her  biggest 


mark  with  Proposition  103.  A  May  deci- 
sion by  the  California  Supreme  Court 
qualified  the  law  by  ruling  that  compa- 
nies must  be  guaranteed  a  fair  profit. 
Gillespie  has  the  sticky  task  of  deciding 
what's  "fair"  and  which  of  the  state's 
insurers  will  be  exempted  from  the  roll- 
back to  preserve  their  profitability. 

What's  more,  the  law  made  Gillespie's 
$90,000-a-year  job  an  elected  post.  As- 
suming she  wants  to  keep  her  job,  she 
has  just  1-5  months  until  the  November, 


^It's  easier  to  throw 
a  rock  at  a  person  than 
the  system.  I  am 
not  the  old  system^ 

ROXANI M.  GILLESPIE 

California  Insurance  Commissioner 


1990,  election  to  convince  voters  th; 
she's  fulfilling  103's  mandate.  L 
Gillespie  has  an  uphill  climb.  Consuf 
er  advocates  such  as  Harvey  Rosenfie 
author  of  Proposition  103  and  leader 
Los  Angeles-based  Voter  Revolt,  vow 't 
force  her  resignation  if  she  grants  ti 
many  exemptions.  Meanwhile,  insure^ 
are  confused  about  her  method  of  cofi 
puting  rollbacks  and  argue  that  it  coil 
discriminate  unfairly  against  the  mcl 
efficient  operators.  Some  threaten  to  si 
the  state  if  they  don't  get  what  thjt 
consider  a  fair  return.  [ 
Under  pressure  from  both  sides,  (* 
lespie  has  been  known  to  flash  a  bit  !■ 
temper.  But  not  even  her  foes  are  ifSs 
mune  to  her  raucous  laugh,  energy,  a| 
charm.  Such  winning  ways  would  coi^ 
in  handy  on  the  campaign  trail.  i- 
Having  politics  in  her  blood  may  ali« 
help.  Both  her  grandfathers  served  4' 
the  Greek  Parliament,  and  sii! 
comes  from  a  long  line  of  pol- 
cians  and  lawyers.  Gillespie  speaj 
six  languages  and  earned  a  lav/  (• 
gree  in  her  native  Athens  by  a 
21,  leaving  a  year  later  to  marr\ 
Boston  engineer.  While  raising , 
family,  Gillespie  took  a  second  h 
degree  from  Boston  College's  1; 
school  so  that  she  could  practice  i 
the  U.  S.  But  in  1970,  she  decidl 
to  join  Industrial  Indemnity  Co 
San  Francisco  as  a  claims  adjust . 
After  her  promotion  to  vice-pre- 
dent,  Gillespie  hit  "the  glass  ci- 
ing,"  she  says. 

VISIBLE  WOMAN.  Governor  Geor 
Deukmejian  hired  her  away 
1983,  tapping  her  for  deputy  co 
missioner.  She  won  the  top  job 
1986,  just  as  the  Insurance  Dc 
was  awakening  from  its  decad 
long  slumber.  As  the  state's  in.'^ 
ance  backlash  grew,  her  dep;i 
ment  drew  increasingly  hai 
criticism  from  the  likes  of  Consu 
ers  Union,  publisher  of  Consu  // ' 
Reports,  for  not  following 
quickly  on  complaints. 

Counters  Gillespie:  "It's  easier 

■ throw  a  rock  at  a  person  than  i 
system.  I  am  not  the  old  systei 
And  she  wishes  critics  would  p. 
  down  until  they  see  how  she  pis 

103  into  action.  Before  Nov.  8,  win 
103's  provisions  kick  in,  Gillespie  and  Ir 
staff  must  comb  through  requests  r 
rollback  relief  from  443  insurers  wl" 
hearing  appeals  from  companies  alregy 
ordered  to  cut  premiums.  She's  aO 
backing  a  no-fault  auto  insurance  billo 
do  what  she  says  103  does  not:  redie 
medical  and  litigation  costs.  If  she  (H 
hack  through  that  Byzantine  mess,  (1- 
lespie  will  have  made  history  of  her  o\J. 
By  Robert  D.  Hof  in  San  Francio 
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.MAKERS  I 


IE  THORN  IN 
[EVE  ROSS'S  SIDE 


rb  Siegel  wants  a  sweet  deal 
his  stake  in  Warner 


Ierb  Siegel  and  Steve  Ross.  For 
the  past  six  years,  their  feud  has 
been  one  of  the  corporate  world's 
t  notorious.  They've  battled  over 
s's  multimillion-dollar  salary  as 
■ner  Communications  Inc.  chairman, 
fondness  for  corporate  jets,  and  the 
;.s  Warner  provides  its  movie  stars. 
I  that  Warner  has  been  acquired  by 
e  Inc.,  Ross  is  only  too  happy  to  see 
old  adversary — and  biggest  share- 
er — bid  adieu.  The  only  problem  is 
Siegel  doesn't  intend  to  go  all  that 
kly.  And  certainly  not  that  quietly, 
egel  on  Aug.  1  received  a  check  for 
•ly  $1.5  billion  for  about  half  of  his 
stake  in  Warner.  But  he  also  still 
s  more  than  6.5  million  preferred 
•es  in  the  company.  And  that  gives 
Chris-Craft  Industries  Inc.  chairman 
ly  to  delay  completion  of  Time's  $14 
3n  acquisition  of  Warner.  That's 
e  a  lever  for  the  61-year-old  Siegel  in 
negotiations  with  Warner. 
R  A  BARREL.  In  recent  weeks,  law- 
1  for  Siegel  and  Warner  have  dis- 
;ed  at  least  two  separate  settlements 
would  get  the  Chris-Craft  chief  out 
loss's  hair  altogether.  In  one  deal, 
:el  could  buy  Warner's  42.5%  stake  in 
Inc.,  a  Chris-Craft  TV  station  unit.  In 
other,  Warner  could  pay  him  a  rich 
B  for  his  preferred  shares.  Neither 
is  talking,  but  Siegel's  New  York 
>rer,  Peter  M.  Fishbein,  admits  that 
!  history  of  Chris-Craft  and  Time 
•ner  has  been  constant  litigation  and 
atiations  at  the  same  time."  He  adds: 
irner  will  often  kick  and  scream  and 
1  just  go  ahead  and  settle." 
y  settling.  Time  Warner  Inc.  could 
two  lawsuits  now  pending  in  Dela- 
e  courts.  In  the  most  important,  Sie- 
contends  that  the  Time  Warner  deal 
t  be  completed  unless  Warner  gets 
roval  from  two-thirds  of  its  preferred 
-eholders.  As  Warner's  only  pre- 
ed  holder,  that  means  him.  Warner, 
legal  brief  filed  with  the  court,  con- 
Is  Chris-Craft  hasn't  been  "adverse- 
affected  by  the  merger.  Warner 
Is  that  Siegel's  preferred  shares  are 
th  no  more  than  common  shares, 
s,  Siegel  should  get  the  same  deal  as 
other  shareholder  in  the  $70-a-share 
!Over  of  Warner  by  Time, 
sttling  with  Siegel  won't  be  easy, 
ever.  A  jovial  man,  Siegel  nonethe- 
is  a  tough  negotiator.  And  Warner 


SIEGEL:  WARNER  IS  UNDER  PRESSURE  TO  SETTLE  SOON 


looks  like  it's  over  a  barrel,  given  that 
it's  under  court  order  to  sell  its  BHC 
stake  or  to  spin  it  off  to  shareholders. 
Warner  has  valued  its  BHC  shares  at 
$750  million,  but  Siegel  wants  to  pay  far 
less.  To  press  his  point,  one  source  says, 
Siegel  has  reminded  Time  Warner  that  it 
could  pay  over  $100  million  in  capital 


gains  by  spinning  off  the  unit. 

Ross  has  been  a  firsthand 
witness  to  Siegel's  tenacity 
since  1983.  That's  when  Siegel 
came  to  his  rescue  by  helping 
him  fend  off  media  baron  Ru- 
pert Murdoch,  who  had  de- 
signs on  Warner.  While 
watching  a  football  game  at 
Ross's  Upper  East  Side  apart- 
ment, Ross  and  Siegel  agreed 
to  trade  a  big  chunk  of 
Warner  stock  for  Chris- 
Craft's  BHC  stake. 

Almost  from  the  start,  Sie- 
gel was  a  thorn  in  Ross's  side. 
He  urged  Warner  to  cut  over- 
head and  sell  unprofitable 
units.  In  their  most  infamous 
showdown,  Siegel  threatened 
a  proxy  fight  in  1987  when 
the  Warner  board  gave  Ross 
a  10-year  contract  valued  at 
$180  million.  Ross  won  that 
battle  when  show  business 
heavies  and  Warner  artists  in- 
cluding Barbra  Streisand  and 
Steven  Spielberg  backed  him. 

Ultimately,  Ross  and  Siegel 
seem  sure  to  come  to  terms. 
That  will  avoid  a  nasty  legal 
fight,  and  allow  the  Time  Warner  deal  to 
become  final.  With  a  fat  wad  of  cash 
from  his  Warner  stake,  Siegel  will  no 
doubt  go  shopping  for  another  invest- 
ment. As  for  Ross,  he  can  take  solace  in 
the  fact  that  his  days  with  Herb  Siegel 
will  be  just  a  painful  memory. 

By  Ronald  Grover  in  Los  Angeles 


TAKEOVERS  I 


DING-DONG, 
RAIDER  CALLING 


Irwin  Jacobs  goes  after  Avon — and  says  he  wants  to  run  the  company 


Another  unwanted  suitor  is  ringing 
the  doorbell  at  Avon  Products 
Inc.  On  Aug.  1,  Irwin  L.  Jacobs 
approached  the  company  with  a  cash  of- 
fer that  values  the  company  at  $2.9  bil- 
lion. Jacobs,  who  owns  10.3%  of  Avon's 
shares  in  a  partnership  with  Amway 
Corp.,  claims  he  isn't  angling  to  sell 
stock  back  to  the  company.  Instead,  he 
says,  he  wants  to  run  the  $3  billion  giant 
of  the  door-to-door  cosmetics  business. 

If  that's  true,  it  will  be  a  new  horizon 
for  the  Minneapolis-based  raider.  Jacobs, 
who  already  operates  a  tiny  direct-sales 
company,  likes  the  business.  If  his  bid 
succeeds,  he  claims  he'll  keep  Avon's 
door-to-door  sales  operation  and  sell  the 
company's  retail  perfume  business, 
which  includes  Giorgio  Beverly  Hills. 
That  won't  cover  the  tab:  Industry  con- 


sultants say  the  unit  wouldn't  fetch 
more  than  $350  million. 

Avon  is  resisting.  In  May,  it  spurned  a 
$2  billion  cash  offer  from  Amway  Corp. 
Amway  later  dropped  its  bid.  Jacobs  in- 
sists Amway  is  not  part  of  the  current 
offer,  and  Amway  representatives  re- 
fused to  comment.  Avon  has  also  reject- 
ed overtures  from  Mary  Kay  Cosmetics 
Inc.,  a  privately  held  direct-sales  cosmet- 
ics company. 

SITTING  PRETTY.  In  a  letter  to  Jacobs, 
Avon  Chief  Executive  James  E.  Preston 
said  that  the  board  would  consider  his 
proposal  during  a  meeting  scheduled  for 
Aug.  3.  But  Preston,  a  25-year  veteran 
of  Avon's  beauty  business,  has  repeated- 
ly declared  that  his  company  isn't  for 
sale.  He  contends  that  a  payoff  for 
Avon's  shareholders  is  close,  now  that 
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WE  HELPED  A  GR( 

AVODTH 


Diagrams.  Plans.  Drawings. 

As  a  leading  maker  of  forklifts, 
Yale  Materials  Handling  Corpora- 
tion used  to  spend  a  lot  of  time  on 
the  hard -copy  draft. 

They  also  faced  an  increasingly 
competitive  marketplace.  Whicn  is 
why,  not  long  ago,  they  decided  to 
automate. 

After  careful  screening,  Yale 


recruited  an  integrated  CAD/CAM 
(Computer- Aided  Design/Computer- 
Aidea  Manufacturing)  system  from  Prir.. 

We  started  by  giving  Yale  a  compre- 
hensive 3-D  software  package.  So  tney  di 
develop  new  designs  on  computers  witl'U: 
hassling  with  the  draft  boarcl. 

We  also  provided  a  dependable  interf  e 
between  CAD  and  CAM  capabilities.  Sc 
engineering  can  share  information  with 


IP0F1MENIEN 
IRAFL 


lufacturing  and  get  feedback  right  away. 
nd  we  made  iriformation  easier  to  manage  by 
'iding  combined  2-D  and  3-D  database 
ibilities. 

ow  Yale  gets  new  products  to  the  market 
x  And  they're  more  competitive  than  ever.  Of 
se  their  success  is  part  of  our  success.  Prime  is  a 
line  500  company  with  annual  revenues  of 
e  than  $1.5  billion. 

you'd  like  to  know  how  to  enlist  Prime's 


suDport,  just  call  us  at  1-617-275-1800  ext. 
5490  (In  Canada,  1-800-268-4700). 
Prime.  We're  making  the  draft  voluntary. 


Prima 


Prime  Computer,  Inc. 

Prime  and  the  Johnson  &  Johnson  Family  of  Compa. 
proud  co-sponsors  of  the  PBS  series  NOVA. 


nies  are 


the  company  has  dumped  a  disastrous 
diversification  into  health  care  and 
pumped  up  its  core  beauty  business. 
Since  Amway's  offer,  Preston  has 
stepped  up  efforts  to  trim  costs.  As 
a  result,  he  claims,  net  earnings 
could  hit  $175  million  this  year.  That 
compares  with  a  loss  of  $405  million  in 
1988. 

Analysts  think  Preston  is  a  tad  opti- 
mistic. But  most  concede  the  company  is 
sitting  prettier  than  it  has  for  years — 
despite  a  debt  load  topping  $1  billion.  If 
Preston  can  meet  his  own  goals,  Avon 
may  be  worth  more  than  the  $41  per 


common  share  that  Jacobs  is  offering.  "I 
think  the  company's  worth  a  hell  of  a  lot 
more  than  that,"  maintains  former 
Chairman  Hicks  B.  Waldron.  Counters 
Jacobs:  "I  think  shareholders  should  be 
given  the  right  to  make  the  decision." 

So  far.  Wall  Street  seems  to  doubt 
Jacob's  sincerity — or  his  financing.  After 
Jacob's  proposal  was  made  public, 
Avon's  stock  rose  a  mere  point,  to  36y2. 
Until  Jacobs  raises  the  cash,  Avon  prob- 
ably won't  be  under  much  pressure  to 
open  the  door. 

By  Kathleen  Deveny  in  New  York,  with 
Wendy  Zellner  in  Detroit 


INFRASTRUCTURE! 


FIFTEEN  MILES 
—THAT'LL  BE  $1.50 


Can  for-profit  roads  fill  the  gap  left  by  cash-strapped  state  governments? 


(.Toil  df 


AN  EARLY  AMERICAN  TOLL  ROAD:  STATES  MAY  RETURN  TO  THE  WAYS  OF  YORE 


In  Virginia's  burgeoning  Loudoun 
County,  Ralph  L.  Stanley  is  the  man 
of  the  hour — rush  hour,  that  is. 
Late  in  July,  the  state's  Transporta- 
tion Board  gave  Stanley's  firm.  Toll 
Road  Corp.  of  Virginia,  the  green  light 
to  build  a  15-mile,  for-profit  toll  road 
between  Washington's  Dulles  Interna- 
tional Airport  and  Leesburg. 

It's  the  first  time  in  more  than  30 
years  that  Virginia  has  relaxed  its  mo- 
nopoly on  highway  construction,  and 
Stanley  is  hoping  other  states  will  fol- 
low. According  to  Stanley  and  his  admir- 
ers, the  Leesburg  Toll  Road  will  not  just 
relieve  rush-hour  jams:  It  will  cast  in 


concrete  the  Reagan  doctrine  of  using 
private  initiative  to  meet  public  needs. 
"What  the  U.  S.  needs  is  a  prototype," 
says  Stanley,  who  for  3'/2  years  headed 
the  Urban  Mass  Transportation  Admin- 
istration under  President  Reagan. 
"We're  about  to  deliver  it." 
ROAD  TO  RICHES.  Privately  backed  public 
works  projects  are  hardly  new.  In  Eu- 
rope, a  company  called  Eurotunnel  is  fi- 
nancing the  construction  of  an  $11  bil- 
lion rail  tunnel  linking  Britain  and 
France.  And  in  the  early  days  of  the 
Republic,  privately  owned  toll  roads 
flourished.  To  encourage  an  alternative 
to  these  for-profit  highways,  a  clause  in 


the  Constitution  gave  the  U.  S.  gover 
ment  the  power  to  build  post  roads. 

Now,  with  many  states  strapped  f 
cash,  the  idea  that  entrepreneurs  mig 
pay  for  new  roads  and  bridges  seer 
tempting.  In  Virginia,  awarding  the  pn 
ect  to  Toll  Road  Corp.  has  circumventi 
some  nasty  wrangling  over  tax  i 
creases.  And  Stanley,  who  is  raising  .> 
million  in  equity  and  $110  million  in 
through  a  Goldman,  Sachs  &  Co.  pa 
nership,  plans  to  open  the  road  in  1 
cember,  1991,  about  15  months  earli 
than  a  rival  plan  put  forward  by  i 
state.  Once  open,  the  road's  keepers  \\ 
charge  commuters  a  stiff  $1.50 
way.  Projections  are  for  a  $900  milli. 
profit  over  the  next  40  years.  After  lli; 
the  state  takes  title  to  the  road. 

How  many  other  states  will  foll( 
Virginia's  lead  is  unclear.  In  Calif  on  i 
a  new  law  authorizes  companies  to  ,si 
mit  privately  financed  plans  for  up 
four  transportation  projects.  A  propos 
new  bridge  across  San  Francisco  Bay 
one  possible  candidate.  Illinois  and  .M 
souri  are  studying  the  idea  of  pri\  : 
financing  for  a  425-mile,  $2.5  billion  l( 
way   from   Chicago  to   Kansas  Ci 
though  most  experts  are  dubious  aln 
the  project's  prospects. 
EMINENT  DOMAIN.  Indeed,  it  will  be  sm 
time  before  Wall  Street  rules  the  m; 
For  one  thing,  private  companies  do 
have  the  power  of  eminent  domain 
take  land.  In  Colorado,  the  Front  Ran 
Toll  Road  Co.  has  proposed  a  200-nn 
high-speed  toll  road  from  Pueblo  nm 
to  Fort  Collins,  but  piecing  together  i 
needed  tracts  would  be  an  overwhelna 
task.  "They'd  have  to  talk  to  every  far 
er  between  Pueblo  and  Fort  Collin 
says  Democratic  State  Senator  Patrii 
H.  Pa.scoe.  In  Virginia,  Stanley  had  ■> 
realign  the  path  of  his  road  numeri 
times  to  accommodate  homeowners  r 
cerned  about  highway  noise.  What  sa\ 
him  were  the  owners  of  large  tracts 
undeveloped  land:  They  were  eager  r 
access  to  a  highway. 

Securing  rights  of  way  isn't  the  n 
headache  facing  roadbuilders.  Toll  Ri 
Corp.  had  some  tough  negotiations 
win  the  right  to  a  16%  rate  of  retn 
Transportation  departments  don't  en 
giving  up  power.  And  drivers  ace- 
tomed  to  the  luxury  of  free  interste 
highways  will  balk  at  the  idea  of  pay 
steep  fees  to  make  roads  profitable. 

Of  course,  local  and  state  gov( 
ments  can  always  decide  to  tax  tl 
citizens  more  for  badly  needed  i 
roads.  But  to  politicians,  raising  ta 
and  winning  elections  don't  mix.  As 
alternative  to  public  spending,  toll  ro 
might  point  the  way  back  to  the  futi 

By  Ron  Stodghill  II  in  Washington,  mi 
bureau  reports 
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Arkwright  has  one  purpose.  To  help  its  customers  throughout  the  world  minimize  their 
long-term  cost  of  risk.  To  do  this,  we  provide  a  wide  range  of  risk  management  services, 
which  we  apply  in  a  disciplined  and  straightforward  way.  First,  working  with  our  custom- 
ers to  identify,  evaluate  and  reduce  risk  through  engineering.  Then,  tailoring  a  program 
to  protect  exposures  that  cannot  be  eliminated.  The  key  is  constant  communication  and 
attention  to  detail.  We're  not  saying  we're  perfect.  Only  that  at  Arkwright,  we  try  to  be. 


ARIOnUGHT 

Arku right  Mutual  Insurance  Compan\ 
Hobbs  Group.  Inc. 
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HOME  SHOPPING'S 
DOUBLE  WHAMMY 


►  Home  Shopping  Network's 
crumbling  credibility  suffered 
another  blow  on  Aug.  2  when 
it  lost  its  fraud  case  against 
GTE.  A  six-member  jury  not 
only  ruled  against  HSN  but 
also  ordered  the  company  and 
its  two  top  officers  to  pay 
$100  million  in  a  libel  counter- 
claim brought  by  GTE.  Since 
filing  suit  in  1987,  HSN  has 
blamed  its  failure  to  meet 
sales  projections  on  its  -GTE- 
supplied  telephone  equipment. 

After  a  six-week  trial,  the 
jury  deliberated  less  than  five 
hours  before  siding  with  GTE. 
HSN,  which  says  it  plans  to 
appeal,  was  ordered  to  pay 
$20  million.  HSN  Chairman 
Roy  Speer  and  President  Low- 
ell Paxson  were  each  assessed 
$40  million.  They  couldn't  be 
reached  for  comment.  GTE  at- 
torney James  Carideo  called 
the  decision  "a  great  victory." 


WANG  LOOKS  FOR  A 
BREATH  OF  FRESH  CASH 


►  Wang  Laboratories,  sent 
reeling  by  a  $424  million  loss 
in  its  latest  fiscal  year,  has 
hired  investment  banks  Lode- 
star Group  and  Salomon 
Brothers  to  help  it  raise  capi- 
tal and  renegotiate  credit 
agreements.  The  minicomput- 
er maker  may  even  enter  into 
a  first-ever  marketing  alliance 
with  another  company  or  seek 
an  equity  infusion.  Wang, 
with  almost  $400  million  in 
short-term  debt,  says  it  wants 
to  cut  annual  costs  by  $200 
million,  which  suggests  that 
its  Intecom  telephone  switch 
unit  will  go  on  the  block.  An- 
other round  of  layoffs  is  also 
in  the  works. 


A  BID  FOR  PLESSEY 
GETS  THE  GO-AHEAD 


►  One  of  Europe's  biggest 
and  longest  takeover  dramas 
is  in  its  last  act.  On  Aug.  2, 
Britain's  General  Electric  and 
West  Germany's  Siemens  won 


British  government  approval 
to  resume  their  joint  bid  for 
Plessey,  the  British  defense 
and  telecommunications  giant. 

The  two  originally  bid  $2.8 
billion  for  Plessey  last  No- 
vember, but  they  had  to  cease 
hostilities  while  the  govern- 
ment studied  the  offer.  To 
win  the  go-ahead,  the  bidders 
agreed  to  strict  conditions,  in- 
cluding restrictions  on  West 
German  access  to  Plessey's 
military  secrets.  Even  so,  Sie- 
mens, if  its  new  joint  bid  suc- 
ceeds, would  control  Plessey's 
military  communications  and 
radar  divisions.  Plessey  is  ex- 
pected to  resist,  but  analysts 
think  a  higher  offer  from  Sie- 
mens and  General  Electric 
will  carry  the  day. 


APPLYING  TRIAGE 
TO  TEXAS  BANKING 


►  The  reign  of  error  in  Texas 
banking  continues,  even  after 
the  FDIC  on  June  24  seized  the 
last  two  major  bank  holding 
companies  in  the  state,  Texas 
American  Bancshares  and  Na- 
tional Bancshares.  BancTexas 
Group,  which  received  its  first 
slug  of  federal  assistance  in 
1987,  has  asked  the  FDic  for 
more  help.  The  bank,  which 
held  on  to  its  problem-loan 
portfolio,  is  still  bedeviled  by 
the  statewide  weakness  in  en- 
ergy and  real  estate. 

NCNB  has  better  news  for 
the  feds:  It's  buying  the  gov- 
ernment's 51%  share  of  NCNB 
Texas  National,  the  remnants 


'FRONT  DESK?  SOMEONE  IS  BANGING  A  GAVEL' 


When  a  judge  has  a  rendezvous 
with  defendants  in  a  hotel  room, 
there's  normally  cause  for  suspi- 
cion. But  since  January,  Los  An- 
geles County  has  been  booking 
some  of  its  judges  into  a  Santa 
Monica  Holiday  Inn  along  with 
lawyers,  litigants,  witnesses, 
and  jurors.  It's  all  part  of  an 
effort  to  relieve  Santa  Monica's 
crowded  court  system,  which 
has  only  four  courtrooms  for  the 
nearly  1,000  civil  cases  filed  there  every  month. 

It's  not  likely  hotel  guests  will  see  any  handcuffed  feloi 
hanging  out  by  the  pool  or  plotting  a  towel  heist.  So  far,  tl 
Holiday  Inn  cases  have  been  civil  matters,  heard  by  retirt 
judges  who  collect  $450  a  day  from  the  county.  The  hotel  sui 
itself  costs  up  to  $250  a  day — more  if  an  additional  room 
needed  for  jury  deliberations.  The  hotel  throws  in  complime 
tary  parking.  But  it  draws  the  line  at  free  continental  brea 
fasts.  Sorry,  your  honor. 


of  the  failed  First  Republic- 
Bank,  and  is  poised  to  make 
more  purchases  in  Texas. 


MANISCHEWITZ:  NO 
TOASTS  FOR  ITS  SUITOR 


►  Leveraged  buyouts  are  a  lot 
like  weddings,  the  president 
of  Levine,  Tessler,  Leichtman 
was  musing  just  a  few  weeks 
ago,  after  agreeing  to  buy  ko- 
sher foodmaker  B.  Man- 
ischewitz  for  $44.6  million  in 
cash.  "The  bride  kept  getting 
prettier,"  said  Lenard  Tessler 
of  the  10  months  of  match- 
making negotiations. 

Alas,  on  July  31,  the  nup- 
tials were  called  off.  Now 


5® 


Manischewitz  and  the  Bevcr 
Hills  buyout  firm  are  arguii 
about  who  jilted  whom,  ai 
the  whole  mess  could  end  i 
in  court.  Levine  Tessler,  blai 
ing  the  broken  deal  on  in 
disclosures  about  a  two-yc 
federal  grand  jury  investijj 
tion  into  possible  antitrust 
olations  in  the  kosher-food 
dustry,  is  demanding  a 
million  cancellation  fee.  V 
its  part,  Manischewitz  sa 
the  LEO  firm  backed  out  ;i 
isn't  entitled  to  the  paynn'i 


AMAX  IS  BACK 
BIDDING  AGAIN 


►  After  slashing  half  i  ■ 
Amax  work  force  and  selli: 
more  than  half  its  business^ 
CEO  Allen  Born  is  back  on  i 
buy  side.  On  Aug.  2,  he  I 
$2.4  billion  in  cash  and  pa| 
for  Canada's  Falconbrid^;. 
The  deal  would  land  Ami 
right  back  in  the  business ^ 
Born  had  ditched  earlier:  iii'- 
el,  copper,  and  zinc. 

Wall  Street,  though,  is  w 
ried  that  Amax'  long-l( 
debt,  already  equal  to  50'  i 
equity,  may  leave  it  unp  • 
pared  for  the  next  indusi 
downturn.  And  Born  m 
have  to  bump  his  bid.  Ca  - 
da's  Noranda  owns  217'  f 
Falconbridge     and  cm 
counter  Amax. 
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LEANED-UP  WEAPONS  PLANTS 
lAY  MEAN  FEWER  WEAPONS 


^t/hen  Energy  Secretary  James  D.  Watkins  unveiled 
his  long-awaited  plan  for  cleaning  up  the  mess  at 
'wM  the  nation's  nuclear  weapons  production  facilities  on 
r.  1,  he  got  credit  for  a  good  start  on  a  long-overdue  effort. 

as  in  the  case  of  this  year's  other  massive  cleanup,  the 
out  of  the  savings  and  loan  insurance  fund,  the  nastiest 
aments  will  be  less  over  what  needs  to  be  done  than  how  to 

for  it. 

Catkins  says  the  first  six  years  of  what's  expected  to  be  a 
ear  project  will  cost  $21  billion.  Congress'  General  Ac- 
titing  Office  says  that's  optimistic.  And  there's  no  cash 
and  to  pay  the  bills.  "Old  Read-My-Lips  down  Pennsylvania 
inue  has  to  figure  out  where  the  money  is  coming  from," 
3  Senator  Timothy  E.  Wirth  (D-Colo.). 
ince  building  weapons  caused  the  problem,  liberals  say  the 
tagon  should  pay  for  the  cleanup.  Hours  after  Watkins 
rented  his  plan,  the  Senate  defeated  an  attempt  by  Senator 
1  M.  Levin  (D-Mich.)  to  help  fund  the  cleanup  by  trimming 
tiding  for  the  MX  missile.  Noting  that  the  Energy  Dept.'s 
IS  are  all  defense-related.  Representative  John  M.  Spratt  Jr. 
3.  C),  a  moderate,  says  the  cost  "will  likely  come  out  of 
itary]  personnel  and  weapons  systems." 
BIG  QUESTION.  Defenders  of  the  Pentagon  budget  are  pur- 
ig  a  two-pronged  campaign.  First,  they  are  urging  a  go- 
V  approach  that  would  attack  only  the  worst  problems 
"lediately.  And  they  would  seek  to  hold  down  the  cost  by 
wing  government-owned  plants  to  meet  lower  environmen- 
standards  than  those  imposed  on  private  industry.  The 
ate  has  approved  a  proposal  by  Armed  Services  Committee 
lirman  Sam  Nunn  (D-Ga.)  that  could  effectively  delay  some 
.nup  efforts  until  Congress  receives  the  report  of  a  blue- 
ion  panel  in  1991. 

ome  creativity  will  be  needed  to  finesse  this  dispute.  Wat- 
>  himself  says:  "There  may  be  a  more  innovative  way  of 
ding  this"  than  straightforward  annual  appropriations, 
ator  Brock  Adams  (D-Wash.)  has  introduced  legislation 
t  would  pay  for  part  of  the  cleanup  by  assessing  a  new 
r  fee  on  the  commercial  nuclear  industry  and  other  facili- 


ties that  buy  radioactive  materials  from  the  Energy  Dept.  or 
that  use  government  waste  dumps. 

But  the  big  question  facing  the  Adams  plan  and  other 
financing  schemes  is  whether  the  Administration  will  say  they 
violate  the  President's  "no  new  taxes"  pledge.  Ultimately, 
however.  Bush  may  have  to  choose  between  new  revenues  or 
losing  some  cherished  military  spending. 

By  Vicky  Cahan,  vAth  Dave  Griffiths 


THE  DEMOCRATS  GIVE  LES  ASPIN 
A  BIOODY  NOSE 


I  epresentative  Les  Aspin  (D-Wis.)  has  spent  six  years 
trying  to  convince  the  world  that  House  Democrats,  too, 
favor  a  strong  military.  But  the  Armed  Services  Com- 
mittee chairman  will  find  it  tough  to  reestablish  his  leader- 
ship— and  his  party's  credibility — after  House  Democrats 
made  a  smoking  ruin  of  Aspin's  efforts  to  work  with  the  Bush 
Administration  on  bipartisan  defense  policy. 

Aspin  was  savaged  by  a  combination  of  home-state  interests 
and  ideological  politics  during  the  House  debate  on  the  fiscal 
1990  defense  bill.  First,  the  House  defied  Aspin  and  voted 
funding  for  two  aircraft  that  both  he  and  Defense  Secretary 
Richard  B.  Cheney  wanted  to  kill.  When  the  voting  came 
around  to  nuclear  weapons,  Democratic  moderates,  normally 
Aspin  backers,  led  a  successful  surprise  attack  on  the  MX 
missile,  cutting  the  funding  requested  by  the  Bush  Adminis- 
tration in  half.  Angry  Republicans  then  joined  liberals  to 
knock  out  funding  for  the  mobile  Midgetman  missile,  Aspin's 
pet  project. 

The  frazzled  chairman  added  insult  to  injury  when  he  brand- 
ed his  colleagues'  handiwork  "a  Michael  Dukakis  defense  bud- 
get." That  should  give  GOP  strategists  plenty  of  ammunition  in 
the  1990  elections — and  make  it  that  much  harder  for  Aspin  to 
win  back  the  respect  of  fellow  Democrats. 

By  Dave  Griffiths 


PITAL  WRAPUPI 


IE  PRESIDENCY 


tLBatch  for  much  more  concerted 
IW  efforts  to  mold  George  Bush's 
lage.  That's  the  main  message  in  the 
placement  of  White  House  special  ac- 
uities director  Stephen  M.  Studdert 
th  Las  Vegas  image-maker  Sig  Ro- 
ch.  Studdert,  who  may  run  for  office 
Utah,  was  primarily  a  campaign  ad- 
.nce  man  who  concentrated  on  the 
tails  of  Presidential  appearances.  Ro- 
ch,  a  veteran  of  selling  everything 
om  politicians  to  casinos,  plans  to 
ive  the  detail  work  to  his  staff.  He'll 
ncentrate  on  tailoring  the  public  im- 
ession  made  by  a  President  who 
isn't  wanted  to  be  seen  working  on 


his  image.  Fortunately  for  Rogich,  he 
has  plenty  of  time.  A  President  whose 
popularity  is  riding  at  nearly  70%  isn't 
in  need  of  immediate  image  makeover. 

MINIMUM  WAGES  

•  attered  Democrats  are  likely  to 
^make  one  more  run  at  passing  an 
increase  in  the  minimum  wage  this 
year.  Senator  Edward  M.  Kennedy  (D- 
Mass.)  has  been  working  quietly  with 
the  Democratic  leadership  to  find  a  for- 
mula that  President  Bush,  who  vetoed 
an  increase  earlier  in  the  year,  can  ac- 
cept. Any  compromise  is  likely  to  offer 
the  Administration  concessions  on  its 
demands  for  a  training  wage  for 
young  workers. 


AVIATION 


A major  fight  over  revenues  is  build- 
ing between  Congress  and  the 
airline  industry.  But  revenue-starved 
lawmakers  are  desperate,  and  the  in- 
dustry faces  an  uphill  struggle  to  stop 
plans  to  raise  $1.3  billion  in  fiscal  1990. 
The  biggest  sources:  diverting  to  the 
general  fund  half  of  the  8%-  ticket  tax 
now  earmarked  for  the  aviation  trust 
fund  and  doubling  the  $3-a-head  tax  on 
international  departures.  An  additional 
$239  million  would  be  raised  by  a  new 
charge  for  landing  rights  at  four  of  the 
nation's  busiest  airports:  Chicago's 
O'Hare,  Washington's  National,  and 
New  York's  LaGuardia  and  .JFK. 
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CHINA  I 


THE  SHANGHAI  CENTER: 
INVESTORS  ARE 
SEEKING  CONCESSIONS 


WHO'S  MINDING  THE  STORE 
IN  CHINA? 


The  economy  is  bleeding,  the  government  is  in  disarray — and  foreign  investors  are  in  the  dark 


0  less  a  figure  than  China's  new 
Communist  Party  chief,  Jiang 
Zemin,  gave  the  red-carpet  treat- 
ment to  Texas  real  estate  developer 
Trammel]  Crow  in  Beijing  on  July  29. 
Crow  was  there  to  discuss  a  possible 
deal  to  build  a  multimillion-dollar  trade 
center  in  Shanghai.  Jiang  made  much  of 
previous  meetings  with  Crow  in  Dallas 
and  Beijing.  "It's  a  fine  Chinese  tradi- 
tion not  to  forget  old  friends,"  he  said 
under  the  blaze  of  Chinese  TV  cameras. 

Crow's  arrival  might  suggest  business 
as  usual  in  the  Chinese  capital.  That's  an 
impression  China's  hardline  leaders  fer- 
vently wish  to  project.  But,  in  fact,  two 
months  after  the  massacre  of  pro-democ- 
racy   demonstrators    in  Tiananmen 


Square,  the  country's  economic  problems 
are  worsening  as  the  political  situation 
grows  more  confusing.  Says  one  West- 
ern oil  executive  in  Beijing:  "I  only  see 
more  uncertainty  ahead."  Crow,  who  has 
a  long  association  with  China,  wasn't 
available  to  comment  on  his  project. 
EMPTY  DESKS.  The  confusion  is  making 
foreign  investors  nervous.  Beijing-based 
diplomats  estimate  that  307f  of  the  rep- 
resenUitives  of  U.  S.  companies  have  left 
the  country  since  the  June  4  crackdown. 
Many  now  operate  with  skeleton  staffs. 
"It's  not  enough  to  say  the  open-door 
policy  remains,"  says  a  Shanghai-based 
Western  diplomat.  "Burma  and  Laos  say 
the  same  thing,  but  who  invests  there?" 
Companies  that  pioneered  successful 


Sino-foreign  joint  ventures,  or  those  w 
large  investments  in  factories  and  1 
tels,  are  trying  to  keep  their  operatic 
running  on  an  even  keel.  "It's  in 
interest  to  stay  at  full  capacity,"  sa 
Terry  Ginty,  general  manager  of  Shai 
hai  Yaohua  Pilkington  Glass  Co.,  a  f 
tory  in  which  Britain's  Pilkington  Gk 
Co.  holds  a  12.57'  interest.  And  with  a 
ation  ranking  as  a  high  priority  for  Q, 
na's  central  planners,  McDonnell  Doi 
las  Corp.  is  pushing  ahead  w 
negotiations  to  expand  its  role  at  1 
Shanghai  Aircraft  Manufacturing  F 
tory  from  an  assembler  of  planes  tx. 
full-fledged  manufacturer. 

Some  foreign  companies  are  attem 
ing  to  extract  concessions  from  the  C 
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i  for  staying.  The 
ip  building  the  $175 
on  Shanghai  Center, 
ommercial  and  resi- 
ial  project  of  Atlan- 

Portman  Hotels, 
jrican  International 
ap,  and  the  Japanese 
jtruction  company 
ma,  is  pressing  the 
lese  for  tax  breaks 
a  lease  extension, 
one  American  lawyer 
as  against  expecting 
much:  "The  Chinese 

promising  sweet 
,s,  but  they  often 
t  deliver." 

ideed,  as  Chinese 
ers  struggle  for  power  in  Bejing,  the 
lomy  is  increasingly  neglected.  Raw 
3rial  shortages  are  worsening,  prices 
rising,  and  important  decisions  are 
lold.  Politics  is  also  moving  into  the 
ts.  As  they  did  during  the  Cultural 
aiution,  China't  leaders  are  requir- 
workers  to  leave  their  jobs  to  attend 
ucation  classes.  Associating  with 
igners  is  discouraged,  and  access  to 
tern  periodicals  for  both  foreign  and 
lese  employees  is  being  cut  off. 
\w  CULT?  Bureaucrats  in  Shanghai, 
la's  main  commercial  center,  confess 
leing  just  as  puzzled  as  foreigners 
it  the  infighting  in  Beijing.  Current- 
)arty  head  Jiang  and  Prime  Minister 
eng  are  viewed  as  the  front  men  for 
inuous  alliance  of  elderly  bureau- 
3.  They  include  paramount  leader 
g  Xiaoping,  General  Yang  Shang- 
,  central  planner  Chen  Yun,  and  se- 
ty  overlord  Peng  Zhen.  While  the  of- 
1  media  portray  Deng  as  being  in 
rol,  it  has  been  unclear  since  June  4 
much  power  he  retains, 
learly  there  has  been  an  internal 
ggle.  Deng  and  Yang  have  been  al- 
since  the  Long  March,  but  both 
n  and  Peng  have  openly  challenged 
g's  authority  in  recent  years.  Cur- 
efforts  to  create  a  Deng  cult  by 
idcasting  his  tougher  statements  and 
asing  a  movie  about  his  wartime  he- 
5  raise  the  question  of  whether  Deng 
sally  in  charge  or  is  being  manipulat- 
)y  others.  Previously,  Deng  wanted 
)art  of  a  Mao-like  personality  cult. 
Ke  octogenarians  are  turning  back 
political  clock  while  keeping  econom- 
2cision-making  on  hold.  The  aim  now 
3  suppress  dissent,  tighten  the  par- 
ideological  control,  and  crack  down 
)rivate  Chinese  businesses  and  flour- 
ig  rural  industries,  which  were  reli- 
'  suppliers  for  foreign  joint  ventures. 
V  regulations  say  that  even  foreign 
Tibers  of  commerce  must  get  party 
roval  of  new  members, 
ittle  is  being  done  to  address  China's 
;inuing  economic  ills.  There  are  wide- 


HANGINC  IN:  SHANGHAI'S 
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spread  reports  that  farm- 
ers are  slaughtering  live- 
stock for  market  earlier 
than  usual  in  anticipation 
of  more  upheaval.  If  al- 
lowed to  drift  further, 
China  faces  deepening 
food  shortages,  strikes, 
and  even  a  crunch  on  for- 
eign debt  of  some  $42  bil- 
lion. Losses  by  state  en- 
terprises in  the  first  half 
of  this  year  totaled  $L86 
billion,  or  more  than  the 
whole  of  last  year. 
Peng's  tight-money  poli- 
cy— including  payments 
to  farmers  and  state 
workers  in  state  bonds  or 
official  inflation  a  bit. 
billion  must  be  issued  to 


lOUs — reduced 
But  up  to  $27 
cover  these  debts,  probably  boosting  in- 
flation above  1988's  unofficial  estimate 
of  35%.  This  month,  even  China's  State 
Statistical  Bureau  admitted  continuing 


difficulties.  "Demand  is  greater  than 
supply,  industrial  structure  is  out'of  bal- 
ance, efficiency  is  low,  and  agriculture  is 
weak,"  said  spokesman  Zhang  Zhongji. 

Meanwhile,  China  is  hemorrhaging 
foreign  exchange.  The  country's  trade 
deficit  reached  $5.7  billion  in  the  first 
half  of  this  year,  four  times  the  total 
during  the  same  period  in  1988.  With 
foreign  exchange  earnings  from  tourism 
expected  to  decline  by  $1  billion  or  more, 
that  figure  will  mushroom.  Economists 
say  China  should  devalue  its  currency  by 
around  30%  to  reverse  the  trade  deficit, 
but  hardliners  are  unlikely  to  heed  such 
advice  because  of  political  concerns. 

The  Chinese  leaders'  apparent  indif- 
ference to  the  deteriorating  economy 
frightens  foreign  investors.  The  govern- 
ment will  now  have  to  offer  more  than 
klieg  lights  and  cheery  propaganda  to 
convince  them  that  China  is  a  safe  place 
to  do  business. 

By  Dinah  Lee  in  Shanghai  and  Jasper 
Becker  in  Beijing 


FRANCE  I 


KICKING  SAND 

IN  CLUB  MED'S  FACE 


It's  threatened  by  low-cost  competitors  and  a  travel-industry  shakeout 


CLUB  MED  IN  OPIO,  FRANCE:  AN  ALLIANCE  WILL  HELP  THE  SWIM  TOWARD  1992 


t: 


|he  poolside  culture  is  as  alluring  as 
ever,  and  the  wine  flows  just  as 
freely.  But  as  vacationers  savor 
the  delights  of  Club  Mediterranee  vil- 
lages this  summer,  executives  at  compa- 
ny headquarters  in  Paris  are  edgy.  "Our 
industry  faces  big  disruptions,"  says  Gil- 
bert Trigano,  chairman  of  Club  Med. 

A  shakeout  is  looming  as  Europe  low- 
ers the  barriers  to  travel  competition  in 
the  early  1990s.  The  outcome  will  deter- 
mine who  supplies  a  product  that  has 


become  one  of  Europe's  inalienable  hu- 
man rights:  the  vacation  trip.  A  unified 
market  after  1992  will  encourage  tour 
operators  to  sell  across  borders.  More 
important,  their  charter  airlines  will  be 
allowed  to  pick  up  passengers  anywhere 
in  the  12-country  European  Community 
for  the  first  time. 

To  get  ready,  the  EC's  vacation  pack- 
agers are  rushing  to  cut  costs  and  build 
strategic  alliances.  In  June,  the  biggest 
West  German  package-tour  company, 
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Every  IBM  Proprinter  has  — i 
hundreds  of  ways  to  help  you  be  |_ 
more  productive  and  competitive. 

The  IBM  IVoprinter"  family  is  the  Idnd  of  family 
that  can't  do  enough  for  you. 

Every  IBM  Proprinter  can  handle  multipart 
forms,  correspondence,  envelopes, 


graphics,  spreadsheets,  mailing 
labels  and  just  about  any 
printing  job  you  can  imagine. 

And  because  every 
Proprinter  shares  important 

IBM  rs  a  registered  trademark  .ind  Proprinter  is  a  tradeniark  ol  International  Business  l^actiines  Corporation  (£)  1989  IBM  Corp 


Till'  IBM  I'ro/iruUcr  II 
(also  in  wide  carriage) 


IBM  engineering  design 
innovations,  like  streandine< 
mechanics  and  convenit-nt 
front  feed,  they  can  accom- 
modate this  wide  range  of 
appli(^ations  with  exceeding 
ease,  reliability  and  value. 

And  they  can  all  be  connected  to  any  IBM> 
compatible  PC. 

Yet  while  every  one  of  our  durable  Proprin  i 


The  IbM  Propritiu 
(also  in  wide  carrn 


■  printers 

^r  widths)  to  please  you. 


es  the  same  basic  engineering,  each  model  has  its 
individual  strengths. 

The  Proprinter  II,  for  example,  is  our  most 

economical  performer,  while  the 
Proprinter  III  gives  you  speed 
(up  to  320  cps)  and  plenty 
of  it. 

Our  Proprinter  X24E,  on 
the  other  hand,  is  not  just  a 
worldiorse  and  racehorse (288  cps), 


'BM  Proprmler  X24E 
o  in  wide  carriage) 


but  also  can  accommodate  you  with  very 
impressive  letter  quality. 

To  see  which  IBM  Proprinter  best  meets  your 
needs,  ask  your  IBM  Authorized  Dealer  or  IBM 
marketing  representative  to 
introduce  you  to  the 

whole  family.  Find  your      ZZZ  ZHZm  ZZl  aZZ 

nearest  dealer  by  calling  HT 
1  800  IBM-2468,  ^ 
ext.  165.  — 
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TUI,  bought  407c  of  Holland's  top  tour 
operator,  arke.  In  July,  TUI  also  ac- 
quired control  of  Robinson  Club,  a  Ger- 
man vacation  operator  of  which  it  previ- 
ously owned  505^.  Robinson  aims  to  sell 
its  Club  Med-style  vacations  to  the 
French  through  a  Paris  agency,  Tour- 
opa,  in  which  TUI  has  an  interest. 

In  France,  Club  Med  rival  Club  Aquar- 
ius teamed  up  with  French  tour  operator 
Go  Voyages  in  May.  Their  plan:  to  build 
vacation  villages  and  add  21  planes  to  a 
four-plane  charter  airline  now  run  by 
Aquarius.  And  earlier  this  year,  Havas 
and  Wagons  Lits  Tourisme  merged  their 
travel  agency  businesses. 

Such  alliances  are  particularly  unset- 
tling for  Club  Med.  It  pioneered  the  va- 
cation village  back  in  1960,  but  German 
and  French  rivals  now  offer  lower-cost 
imitations  with  fewer  frills.  Club  Med's 
business  also  has  been  hurt  by  the 
growth  of  packaged-tour  operators, 
which  sell  a  flight,  a  room,  and  some- 
times meals  and  sightseeing.  Club  Med's 
sales  and  earnings  have  been  flat  for 
two  years,  because  of  the  weak  dollar 
and  troubles  at  its  74%-owned  U.  S.  sub- 
sidiary. Club  Med  Inc.  A  hurricane  plus 
construction  delays  on  Mexican  villages 
chopped  the  American  unit's  profit  in 
half,  to  $8.77  million,  in  the  year  ended 
Oct.  31.  The  parent  company  earned  $48 
million  that  year,  up  1.2%  from  the  previ- 
ous year  on  a  3%  sales  gain,  to  $1  billion. 
AIR  LAUNCH?  So  Club  Med  is  trying  to 
build  a  firmer  beachhead  for  1992.  Re- 
cently, it  bought  a  34%  stake  in  Nou- 
velles  Frontieres  Touraventure,  a 
French  vacation-flight  marketer  that 
also  runs  no-frills  vacation  villages.  The 
two  will  build  new  villages  and  open  re- 
tail outlets  together.  Now,  they  are  try- 
ing to  squeeze  lower  rates  out  of  the 
airlines  that  haul  their  customers.  If 
that  fails,  Club  Med's  Trigano  vows  they 
will  start  their  own  airline  in  a  joint  ven- 
ture with  an  existing  carrier.  A  leading 
candidate:  Britain's  Air  Europe.  "With 
mergers  taking  place  all  around,  they 
had  to  do  something,"  says  Robert 
Azerad,  an  analyst  for  Prudential-Bache 
Securities  Inc.  in  London.  He  thinks 
sharing  costs  will  help  profits  grow — by 
13%'  this  year  and  21%-  next  year. 

Further  concentration  is  likely.  "I  ex- 
pect a  lot  of  mergers  between  now  and 
1992,"  says  Joachim  Hunold,  marketing 
director  of  LTU-group,  a  Dusseldorf  trav- 
el company.  The  good  news  for  consum- 
ers is  that  price  wars  may  break  out 
among  the  new  travel  giants.  Then,  Eu- 
rope's dedicated  vacationers  will  face  the 
problem  of  stretching  their  month-long 
holidays  to  take  in  all  the  action. 

By  Stewart  Toy  in  Paris,  with  Mark 
Maremont  iti  London  and  Heike  Schneider 
in  Bonn 


BRITAIN  I 


BRITISH  TELECOM  IS  GETTING 
LESS  BRITISH  ALL  THE  TIME 


Buying  MD's  data  operations  will  help  strengthen  its  global  push 


In  coping  with  the  tough  new  world 
of  British  deregulation,  many  of  the 
nation's  biggest  companies  have  had 
no  choice  but  to  expand  abroad — and 
few  have  been  as  aggressive  as  British 
Telecommunications  PLC.  BT's  latest 
move  came  on  July  31,  when  it  agreed  to 
pay  $355  million  for  McDonnell  Douglas 
Corp.'s  electronic  data  communications 
operations,  including  the  sweetest  part 
of  the  deal — Tymnet. 

As  the  world's  second-largest  provid- 
er, after  Telenet,  of  specialized  links  car- 
rying electronic  messages  between  com- 
puters. Tymnet  gives 
BT  entree  into  one  of 
the  fastest-growing 
areas  of  telecom- 
munications. It's  also 
BT's  second  big 
plunge  into  the  U.  S. 
this  year.  In  a  high- 
risk  bet  on  mobile 
phones,  BT  paid  a 
huge  $1.5  billion  for 
22%  of  McCaw  Cellu- 
lar Communications 
Inc.  in  January. 

The  two  invest- 
ments signal  a  shift 
in  thinking  at  BT. 
Five  years  ago,  the 
company  wanted  to 
be  a  top  player  in 
the  merging  worlds 
of  computers  and 
telecommunications. 
But  purchasing  Mitel 
Corp.,  a  Canadian 
supplier  of  phone- 
equipment,  almost  proved  disastrous. 
Now,  BT  is  aiming  at  what  it  knows  best: 
providing  communications  services.  And 
it  sees  data  communications  and  mobile 
phones  as  its  best  opportunities. 
WELL-PLACED.  Many  of  the  deregulated 
U.  S.  phone  companies  seek  the  same  ho- 
rizons. But  unlike  the  Baby  Bells,  BT  is 
betting  that  it  has  an  advantage  because 
it's  a  European  competitor  that  knows 
how  to  work  with  other  phone  compa- 
nies on  the  Continent.  BT  officials  figure 
other  countries  will  soon  start  to  license 
foreign  businesses  to  compete  against 
local  state-owned  monopolies.  The  goal: 
to  stir  up  some  competition.  As  the  only 
European  telecommunications  company 
that  has  experienced  serious  competi- 


BRITISH  TELECOM'S 
BUYING  BINGE 

JANUARY,  1986  51%  of  Mitel 
Corp.,  a  Canadian  maker  of  com- 
puterized phone  exchanges,  for 
$251  million  

MARCH,  1986  ITT  Dialcom  Inc., 
a  leading  U.S.  electronic  mail  ser- 
vice, for  about  $35  million 

JUIY,  1 988  80%  of  Metrocast,  a 
U.S.  national  paging  system,  for 
$28  million  

JANUARY,  1989  22%  of  McCaw 
Cellular  Communications,  a  leading 
U.S.  mobile  phone  operator,  for 
$1.5  billion  

AUGUST,  1989  Tymnet  and  other 
McDonnell  Douglas  data  communi- 
cations operations  for  $355  million 

DATA:  BRITISH  TELECOMMUNICATIONS  PLC,  BW 


tion,  BT  sees  itself  as  well-suited  to  enta 
these  markets.  It's  already  in  a  conso 
tium  that's  bidding  for  a  mobile  phoi 
license  in  West  Germany. 

In  Tymnet,  BT  is  getting  an  esta 
lished  worldwide  data  network.  One  i 
val  estimates  that  demand  for  Tymiit 
type  services  is  expanding  at  least  1') 
annually,  as  big  companies  increasiiiL; 
transmit  information  via  compute 
"This  is  a  business  that's  starting 
take  off  now,"  says  Anthony  J.  Boot 
managing  director  of  BT  Internatioii; 
He  will  marry  Tymnet  with  Dialci 
BT's  electronic  t 
business,  to  low- 
transmission  cost 
Another  plus:  T 
net  holds  25%  of 
of  Japan's  lead 
computer  networi 
In  data  comm 
cations,  BT  will 
going  head  to  h 
with    such    hea . 
weights  as  Genei 
Electric  Informal  i« 
Services  and  Genei 
Motors'  Electn- 
Data  Systems  i. 
Some  question  if 
company's  mana. 
ment,  which  retai 
a  civil-service  mt 
tality,  is  up  to  t: 
task.  Yet  BT  has 
tie  choice.  At  hon 
government  regu 
tors    seem  det<- 
mined  to  shackle  t 
company  in  the  interests  of  promotr 
competition.  Although  facing  wage 
creases  of  about  10%,  BT  can  raise 
prices  by  only  3.5%.  The  result:  Analv' 
forecast  BT's  earnings  will  rise  just  4. 
this  year,  compared  with  an  average 
14%  over  the  past  five  years. 

Unfortunately,  Tymnet's  estimatl 
pretax  profits  of  $20  million  to  $25  r- 
lion  will  add  less  than  1%  to  BT's  ea 
ings,  which  came  to  $4  billion  last  ye' 
The  McCaw  investment  could  bri 
greater  returns,  but  not  until  the  n 
1990s.  To  be  truly  international,  BT  \ 
need  to  spend  even  more  of  its  moi  > 
abroad — and  soon. 

By  Mark  Maremont  in  London,  with 
reau  reports 
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INTERNATIONAL  BUS! 


It  may  seem  like  a  busmess  paradox,  but  sometimes  less  is  more. 
At  least  when  it  comes  to  adding  paper  and  toner  to  the  new  Minolta  EP 
igh-volume  copier  Its  triple  barrel  toner  capacity  lets  you  produce  up  to  50,000 
Dpies  between  refills.  Or  almost  double  that  of  any  other  machine  in  its  class. 

Now  thats  productivity  But  it's  just 
the  beginning. 

With  Its  standard  paper  trays  and 
optional  large  capacity  tray,  you  can  load 
up  to  4000  sheets.  And  at  60  copies  a 
minute,  you'll  get  a  lot  more 
accomplished 

An  LED  help  screen  accesses  over  40  different  messages 
solving  virtually  any  copying  problem  at  the  touch  of  a  button. 

1989  Minolta  Corpordtion 


Minolta's  Intelligent  Commander  makes  time-consuming  jobs  easier  It's  a 
self-contained  editor  and  control  panel  that  lets  you  program  and  store  different 
operational  sequences  on  a  memory  card. 

Other  innovative  features  in  the  EP  8600  include  automatic  duplexing, 
reduction  (up  to  61%  of  original)  and  enlargement  (up  to  164%  of  original), 
automatic  paper  selection/automatic  magnification  selection,  and  dual  original 
copying  for  producing  your  own  booklets. 

If  you  want  to  get  more  out  of  work,  the  Minolta  EP  8600  could  be 
just  the  kind  of  input  you've  been  looking  for.  So  call 
1-800  -USA  -DIAL,  Ext.  777  for  the  Minolta  dealer  nearest  you.  ,^|||^ 


COPIERS 


ONLY  FROM  THE  MIND  OF  MINOLTA 


MINOLTA 


There  are  some  very  good  firms 
that  specialize  in  utilization  review. 
Firms  that  do  nothing  else.  So  it 
might  be  interesting  to  compare 
them  to  an  organization  you  may 
not  think  of  for  this  kind  of  help.  Ours. 

According  to  published  reports, 


It  sets  standards  as  high  as  ;t 


All  1,200  of  our  nurse  reviewers  have  relevant  clinic 
experience  and  receive  training  in  communicatic 
skills.  We  also  have  over  1, 000  physicians  in  a 
major  specialties.  So  complicated  cases  and 
appeals  can  he  resolved  doctor  to  doctor 


you're  likely  to  find  for  administ  a 
tion,  staff,  medical  criteria  and  qu, 


Experts  say  yo 
a  specialist  for  u 
Wt  concur  y 


the  largest  of  these  companies  serviced 
11.5  million  lives  last  year 

We  serviced  over  15  million. 
Of  the  ten  leaders,  the  biggest 
staff  of  nurse  reviewers  and  doctors 
was  600.  Ours  totaled  2,200. 

Numbers,  we  realize,  don't  say 
anything  about  the  actual  service  you 
get.  Or  the  kind  of  cost  containment 
you  can  expect.  That  depends  on  how 
weU  the  review  system  operates. 
_  On  its  standards. The 

^^^^^'^^A^^  system  in  our  case  is 

Custom  Care-USA. 
And  as  the  name 
implies,  it's 
national. 

when  someone  calls  for  a 
review,  (hey  don '( wait  long 
for  a  response.  We  answer 
the  phone  within  30  seconds 
90  percent  of  the  time  We  re- 
quire reviews  to  be  completed 
within  one  working  day. 


control.  A  case  in  point 
being  the  nurse  reviewer 

How  she 
does  her  job 
determines  in 
large  part  how  happy  your 
employees  are  with  the  progran. 
And  how  much  it  may  save  youn 
inappropriate  medical  care. 

But  nurses  are  used  to  coi 
municating  face  to  face.  Not  oni 
phone.  And  certainly  not  in  the  ' 
of  complex,  sensitive  situation 
nurse  reviewer  can  find  hersell^ 
That  takes  special  training.  Of  tii 
firms  that  offer  training,  none  fe; 
a  program  as  large  or  as  intensv 
as  Custom  Care-USA. 

We  have  enough  nurses  t) 
complete  100  percent  of  review's 
within  one  working  day.  Incon'n 


)ne  calls  are  answered  within  30  But  to  do  that  it's  much  better 

Dnds  90  percent  of  the  time  even  if  you  can  manage  things  locally, 

ing  peak  periods.  Written  notifi-  Where  you  can  monitor  the  patient, 

on  of  review  decisions  is  sent  negotiate  with  providers  and  make 

liin  two  working  days.  arrangements  first-hand.  Not  by  long 

If  a  second  opinion  is  required,  distance.  Custom  Care-USA  can  give 

re's  a  ready  solution:  A  national  you  and  your  employees  that  advan- 

;h3dd  only  use 
ization  review 


^0' 


When  Custom  Care-VSA 
reports  results,  they're  not 
}ust  estimates  or  projections. 
We  pay  the  claims  so  we 
can  teilyou  exactly  what 
happened  and  how  much 
you'resaving. 


panel  of 36,000 
board-certified 
physicians.  We 
can  quickly  help 
your  employees 
locate  the  doctor 
needed  anywhere  in  the 
country  by  specialty,  sub- 
cialty,  hospital  affiliation  and 
n  special  languages. 

What  your  program  consists 
>  up  to  you.  Custom  Care-USA 
exible.  You  can  unbundle  down 
)asic  components.  Or  add  more 
cialized  services  like  psychiatric 
I  substance  abuse  review. 

One  especially  effective  tool  is 
lething  we  call  Individual  Case 
Qagement.  Managing  the  care  of 
ii-cost  cases  can  provide  savings 
7  to  $10  for  every  doUar  spent. 


tage— using  qualified  case  managers 
in  local  Plans  around  the  country. 

We're  also  in  a  much  better 
position  to  evaluate  results.  Because 
we  pay  the  claims.  We  don't  report 
only  what  should  have  happened  but 
what  actually  did.  Which 
is  why  our  Management 
Reports  can  even  suggest 
where  and  how  you 
could  be  saving  more.  , 

So  if  your  com- 
pany has  a  thousand  / 

In  the  management  of  high-cost  cases,  ^ 
long  distance  isn't  as  good  as  being  there. 
Our  Individual  Case  Management  is  done 
on-site  hio  one  gives  you  better  access  to 
local  providers  or  more  leverage  in 
negotiatingfor  services. 

or  more  employees  in 
more  than  one  state,  and  you're 
looking  for  a  specialist  in  utilization 
review,  call  1-800-552-2583.  Utilization 
review  may  not  be  the  only  thing  we 
do.Butthenagain,  B^ueOoss. 

that's  why  we  Blue  Shield. 

can  do  it  so  well. 


iternational  Outloo 


EDITED  BY  JOHN  PEARSON 


/OULD  A  SOCIALIST  JAPAN 
E  THE  SAME  OLD  JAPAN? 


If  there's  ever  a  socialist  government  in  Japan,"  baseball 
legend  Shigeo  Nagashima  once  quipped,  "pro  baseball 
will  disappear."  As  pillars  of  the  established  order,  he 
med  to  imply,  the  national  sport  and  the  long-ruling  Liberal 
nocratic  Party  stand  or  fall  together, 
'hat  may  no  longer  be  true.  Baseball  is  doing  fine,  but  the 
'  is  in  trouble,  and  what  was  until  recently  unthinkable,  a 
ialist-led  Japan,  could  happen.  The  LDP  could  lose  the  com- 
election  for  the  Diet's  powerful  lower  house,  following  its 
eat  by  the  Japan  Socialist  Party  last  month  in 
upper  house.  That  might  set  the  stage  for 
an's  first  opposition  coalition  government,  led 
the  Socialists.  "Japan  is  now  in  uncharted 
«rs,"  remarks  Princeton  University  political 
intist  Kent  E.  Calder. 

ITH  MOVEMENT.  In  previous  years,  despite  los- 
its  lower-house  majority  three  times,  the  LDP 
t  control  by  absorbing  independent  Diet  mem- 
s.  The  LDP  also  expanded  welfare  policies  to 
efit  and  win  over  opposition  voters.  "In  the 
t,  the  LDP  has  made  up  for  its  losses  by  incor- 
ating  social  groups  that  have  been  hurt,"  says 
:yo  University's  Takashi  Inoguchi.  "But  this 
e,  I'm  not  quite  sure  they  can  do  that." 
'hat's  because  it  will  be  difficult  for  any  gov- 
ment  to  reverse  the  liberalization  of  agricultural  imports, 
;ch  has  alienated  a  key  bloc  of  LDP  supporters,  Japan's 
mers.  It  will  also  be  hard  to  drop  the  new,  widely  reviled 
sumption  tax  because  it  is  needed  to  help  pay  for  costly 
ial  welfare  programs  for  Japan's  rapidly  aging  society.  And 
von't  be  easy  to  reform  a  corrupt  political  system  that 
:ered  voters.  'The  LDP  politicians  whose  sexcapades  infuriate 
•easingly  assertive  women  voters  can't  be  made  into  saints 
might. 

'oters  appear  to  want  a  young,  fresh  Prime  Minister.  But 
ither  the  LDP  will  offer  such  a  candidate  is  highly  uncer- 
i.  Some  LDP  bosses  are  maneuvering  to  name  an  old-guard 
tician,  such  as  faction  chief  Toshio  Komoto,  78,  as  interim 


party  president  and  Prime  Minister  on  Aug.  8.  He  would  step 
down  after  the  ne.xt  lower-house  election,  expected  by  yearend, 
to  make  way  for  yet  another  LDP  veteran.  But  younger  LDP 
politicians,  who  will  vote  by  secret  ballot  for  the  first  time, 
may  throw  the  party  election  to  Toshiki  Kaifu,  58,  a  former 
Education  Minister  who  was  untainted  by  the  Recruit  Co. 
bribery  scandal.  Another  possible  contender  as  the  Aug.  5 
nomination  deadline  neared  was  Ryutaro  Hashimoto,  52,  the 
telegenic  LDP  general  secretary,  who  could  be  the  party's 
strongest  vote-getter. 

None  of  the  LDP  choices  for  its  leader  would 
mean  a  significant  change  in  domestic  policies. 
Voters  want  the  consumption  tax  killed  and  ac- 
tion to  narrow  the  growing  disparity  in  distribu- 
tion of  wealth,  but  last  month's  protest  votes  for 
Socialists  don't  mean  they  want  rapid  change. 

The  Socialist  leader,  Takako  Doi,  is  popular,  but 
many  of  her  party's  platform  planks  are  not.  Few 
Japanese  want  major  changes  in  the  U.  S.-Japan 
Mutual  Security  Treaty,  for  example,  or  policies 
that  favor  North  Korea  over  South  Korea.  On  the 
other  hand,  the  ldp's  blunders  lessen  many  vot- 
ers' worries  about  the  Socialists'  inexperience 
in  governing. 
A  Socialist-led  government  could  turn  Japan 
more  protectionist,  especially  in  agriculture.  Doi  says  Japan 
should  become  more  self-sufficient  in  food.  But  in  an  inter- 
view, she  emphasized  that  continuity  in  government  is  impor- 
tant. "Our  position  as  a  government  would  inevitably  be  dif- 
ferent than  as  an  opposition  party,"  she  says,  observing  that 
compromises  with  coalition  partners  would  also  slow  change. 

The  struggles  of  old-fashioned  politicians  to  adjust  to  a  more 
modern  Japanese  society  are  likely  to  keep  the  country  adrift 
for  some  time.  For  the  U.  S.,  which  needs  strong  political 
leadership  in  Tokyo  to  cope  with  trade  tensions  and  other 
issues,  that's  not  a  welcome  prospect.  Washington  would  like 
to  see  a  heavy  hitter  step  up  to  the  plate. 

By  Robert  Neff,  with  William  J.  Holstein,  in  Tokyo 
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HAND 


rhe  Communist  Party  is  reshaping 
itself  to  try  to  gain  new  credibility 
long  Poles  and  head  off  defections. 
)r  starters,  the  party  on  July  29  re- 
iced  five  of  nine  Central  Committee 
cretaries  with  young  reformers.  But 
faces  hard  lessons  in  democratic  poll- 
's. The  Peasant  Party,  formerly  a 
cile  ally,  balked  at  the  Communists' 
oposal  to  name  Interior  Minister 
;eslaw  Kiszczak  as  Prime  Minister, 
szczak  is  widely  resented  for  his  role 
the  imposition  of  martial  law  in  1981. 
The  party's  new  General  Secretary, 
tgoing  Prime  Minister  Mieczyslaw  F. 
ikowski,  bears  the  added  political 


onus  of  having  ended  food  price  con- 
trols on  Aug.  1.  The  unpopular  action 
boosted  prices  of  some  foods  by  400%. 

Such  price  hikes  are  needed,  howev- 
er, to  shift  Poland  toward  a  market 
economy.  Accordingly,  Western  aid  do- 
nors are  doing  little  to  dampen  the 
price  spiral.  The  first  food  shipments 
under  a  $120  million  European  Commu- 
nity relief  package  won't  reach  Polish 
store  shelves  until  late  September. 

To  ensure  that  Poland  carries  out  its 
reforms,  the  U.  S.  is  also  moving  delib- 
erately to  disburse  the  $100  million 
pledged  by  President  Bush  to  spur  pri- 
vate business.  A  U.  S.-Polish  board 
may  take  up  to  a  year  to  start  convert- 
ing the  money  into  tangible  ventures. 


CHILE 


The  parties  that  blocked  last  year's 
bid  by  President  Augusto  Pinochet 
to  prolong  his  rule  appear  headed  for 
another  victory  in  the  Dec.  14  presiden- 
tial election.  Patricio  Aylwin,  70,  the 
candidate  of  a  17-party  coalition,  has  a 
solid  lead  in  polls  over  former  Finance 
Minister  Hernan  Biichi,  40,  the  govern- 
ment's choice  and  the  man  widely  cred- 
ited with  Chile's  economic  success. 
Backers  privately  admit  that  Biichi  has 
little  chance  of  winning.  Constitutional 
changes  approved  in  a  July  30  referen- 
dum halve  the  next  President's  term  to 
four  years  and  curb  the  wide  executive 
powers  that  Pinochet  has  wielded. 
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Anyone  can  have  a  great  idea  Make  sure  everyone  else  thinks  ifs  a  great 
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ss  it  with  i^ple  Desktop  Media" 


ABOVE  THE  REST 


(1) 


(2) 


(D 


Product  demos  and  learning  tours  are  as  easy  as  clicking  the  mouse 
With  a  Macintosh  Ilex,  AppleCDSC Drive,  HyperCard  ' and  animation 
software  you  can  literally  make  a  great  idea  fly 

The  power  to  be  your  bestr*: 


Fur  the. ^ple  Desktop  Media  dealer  nearest  you.  call 800-538-%%.  ext.  200.  or  call ywr  Apple  represenlaltve 


CABLE  TV  I 


AMERICAN  CABLE  IS  LASSOING 
FOREIGN  MARKETS 


The  latest  coup:  U.S.  West's  huge  Hong  Kong  franchise 


Chief  Executive  Jack  A.  MacAllister 
of  U.  S.  West  was  getting  ready 
for  bed  on  July  31  when  he  re- 
ceived an  urgent  call  from  Hong  Kong. 
It  was  good  news:  A  consortium  that 
includes  the  Denver-based  Baby  Bell  had 
just  been  awarded  the  world's  largest 
cable  television  franchise,  covering  1.5 
million  homes  in  the  Chinese  territory. 
With  properties  in  Britain,  France,  and 
now  Hong  Kong,  U.  S.  West  will  become 
one  of  the  globe's  most  formidable  cable 
operators. 

For  the  U.  S.  cable  industry,  it  could 
be  bad  news.  Operators  here  are  sweat- 
ing over  the  possibility  that  the  Baby 
Bells  will  persuade  Congress  to  drop  the 
rules  that  prevent  them  from  combining 
telephone  and  cable  services.  The  region- 
al phone  companies  that  are  competing 
for  the  cable  business  overseas — includ- 
ing Pacific  Telesis  Group — would  be  in 
an  enviable  position  should  they  finally 
be  allowed  to  compete  in  the  U.  S.  In 
Hong  Kong,  U.  S.  West  and  its  partners 
plan  to  spend  $500  million  to  build  one  of 
the  world's  most  advanced  cable  sys- 


tems— one  that  will  handle  fax  and  vi- 
deotext  transmissions  as  well  as  TV. 

What's  more,  the  Hong  Kong  news 
should  confirm  the  growing  belief 
among  the  large  cable  franchise  owners 
that  it's  time  to  look  overseas  for  new 
business  opportunities.  As  the  U.  S.  ca- 
ble business  matures,  several  major  op- 
erators have  begun  to  take  enormous 
risks  to  establish  themselves  in  the  coun- 
tries in  Europe  and  Asia  where  cable  is 
still  in  its  infancy.  Companies  are  spend- 
ing billions  and  adding  to  their  already 
hefty  debts,  to  build  systems  and  wage 
marketing  campaigns. 
STARVING  FOR  TV.  Even  the  cheerleaders 
for  overseas  expansion  say  that  the  ca- 
ble operators  will  have  to  wait  at  least 
seven  years  before  they  start  making 
money.  But  that  projection  may  be  over- 
ly optimistic.  Several  rich  markets  are 
effectively  closed  to  U.  S.  companies,  in- 
cluding Japan  and  West  Germany.  Local 
utilities  control  the  business  in  several 
countries  including  Belgium  and  the 
Netherlands.  And  American  operators 
have  to  jump  several  hurdles  in  some  of 


the  countries  that  are  open  for  busines 
es:  Cable  providers  face  serious  compe 
tion  in  much  of  Europe  from  prograi 
mers  who  beam  TV  shows  via  satelli^ 
directly  to  viewers'  homes.  And  som 
governments  regulate  cable  rates,  ma 
ing  it  difficult  for  operators  to  recoi 
their  outlays. 

Still,  the  large  cable  companies  s; 
their  international  investments  cou 
eventually  pay  off  in  a  big  way.  T 
second-biggest  cable  company  in  t 
U.  S.,  Time  Warner  Inc.'s  American  Te 
vision  &  Communications  Corp.,  war 
to  build  cable  systems  in  Britain,  I) 
land,  and  France.  And  United  Artii 
Entertainment  Co.,  which  is  54%-own 
by  industry  leader  Tele-Communicatio 
Inc.,  is  spending  more  than  $1  billi 
with  its  partners  to  develop  franchises 
Israel,  Sweden,  Norway,  and  Britain.  ' 
help  finance  its  construction  costs 
Britain,  United  is  negotiating  a  possil 
sale  of  operations  in  Sweden,  Norw; 
and  Israel  to  United  International  Ho 
ings  Inc.,  a  new  company  formed  by  i 
Chairman  Gene  W.  Schneider. 

The  Baby  Bells  also  believe  that  tli- 
overseas  investments  make  sense  even 
Congress  keeps  the  existing  restrictio 
on  combining  cable  and  telephone  s;- 
tems.  U.  S.  West,  for  one,  is  hell-bent  i 
becoming  one  of  the  world's  largest 
ble-TV  players.  "The  business  potential- 
enormous,"  says  Reynie  Ortiz,  presidt 
of  U.  S.  West  International.  Indeed, 
predicts  that  in  a  few  years  his  overst 
operation  will  make  hundreds  of  millii : 
in  annual  revenues. 


FOR  U.S.  CABLE  OPERATORS: 
TOMORROW,  THE  WORLD 

AMERICAN  TEIEVISION  &  COMMUNICATIONS 

Time  Warner's  cable  subsidiary  is  con- 
centrating its  efforts  in  Britain,  Ireland, 
and  France 


COX  CABLE  COMMUNICATIONS 

The  Atlanta-based  cable  operator  owns 
half  of  Denmark's  largest  cable  company 


PACIFIC  TELESIS 

The  Baby  Bell  has  franchises  in  Britain 
and  seeks  to  expand  in  Ireland 


UNITED  ARTISTS  ENTERTAINMENT 

A  subsidiary  of  U.S.  cable  leader  Tele- 
Communications,  UA  is  spending  heavi- 
ly to  build  its  franchises  in  Israel,  Nor- 
way, Sweden,  and  Britain 


U.  S.  WEST 

The  telephone  company  belongs  to  a 
consortium  that  just  won  the  world's 
largest  cable  franchise — Hong  Kong. 
Separately,  the  company  has  interests  ir 
Britain  and  France 
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Lfter  years  of  resistance,  some  coun- 
s  are  beginning  to  welcome  Ameri- 
cable  providers.  Nowhere  is  the  shift 
attitude  more  dramatic  than  in  Brit- 
,  By  1991,  the  government  is  likely  to 
p  the  rules  that  prevent  foreigners 
m  owning  a  majority  stake  in  the  na- 
I's  cable  companies.  The  U.  S.-based 
ipanies  get  around  current  restric- 
is  by  doing  business  through  British- 
trusts  in  the  Channel  Islands.  The 
^ressive  efforts  that  American  compa- 
5  are  making  to  build  in  Britain  could 
h  cable  penetration  from  1.3%  of  all 
(les  to  the  low-30%  range  in  five 
rs,  some  industry  executives  hope. 
)perators  are  moving  fast  in  Britain 
;eep  their  lead  in  the  competition  with 
sllite  TV.  Thus  far  viewers  haven't 
hed  out  to  pay  $425  for  a  dish,  and 
^0  cable.  One  of  the  more  savvy  pro- 
bers of  satellite  TV,  Rupert  Murdoch, 
ledging  his  bets.  Murdoch,  who  plans 
spend  $825  million  in  the  next  several 
rs  to  build  and  market  his  Sky  Televi- 
1  operation,  is  also  beaming  his  pro- 
ms to  cable  systems.  Another  satel- 
company,  British  Satellite 
ladcasting,  has  its  own  problems:  BSB 
raised  $685  milllion  so  far  but  must 
;e  $648  million  more  to  launch  its 
r-channel  service  by  next  spring. 
TLE  FOR  BRITAIN.  Cable  Companies 
throwing  a  lot  of  cash  into  their 
tie  for  the  hearts,  minds,  and  TV 
3ens  of  British  viewers.  Operators 
unusually  high  construction  bills  be- 
se  Britain  requires  all  cable  to  be  laid 
lerground.  This  makes  it  at  least  50% 
re  expensive  than  in  some  areas  of 
U.  S.,  where  cable  operators  can 
ng  the  wire  on  telephone  poles.  And 
le  franchise  owners  are  starting  to 
je  elaborate  sales  campaigns  to  coax 
scribers.  Fewer  than  20%  of  the  po- 
tial  customers  in  Britain  actually  sub- 
be  to  cable  services  when  they  are 
ilable,  and  analysts  say  companies 
ally  need  a  penetration  rate  of  more 
n  40%'  to  make  money, 
ome  skeptics  say  U.  S.  operators  will 
ret  their  decision  to  invest  so  much 
rseas.  They  point  to  Cox  Communica- 
is  Inc.'s  13  disappointing  years  in 
mark,  where  the  company  owns  50% 
5tofa,  the  country's  largest  cable  sys- 
i.  Although  Stofa  signed  up  nearly 
'  of  the  homes  in  the  areas  it  serves, 
'ernment-imposed  rate  restrictions 
e  prevented  it  from  being  a  success, 
is  not  very  profitable,"  acknowledges 
us  Kroeger,  director  of  international 
rations  for  Cox. 

everal  executives  say  Cox's  experi- 
e  was  unusual.  Denmark  has  very 
gh  restrictions.  Cox,  for  its  part,  re- 
ins gun-shy  about  making  other  in- 
tments  abroad.  "We're  always  on  the 
(Out,"  says  Kroeger,  "but  so  far 
hing  has  swept  us  away." 


Still,  some  cable  companies  are  al- 
ready beginning  to  look  at  new  foreign 
markets,  including  Australia,  South  Ko- 
rea, and  Spain,  ua's  Kovacs — who  es- 
caped from  communist  Hungary  in  1972 
by  fleeing  to  Yugoslavia  and  then  swim- 
ming to  Italy — is  even  dreaming  of  the 
day  when  Eastern  Europe  might  open 
itself  up  to  cable.  "We'll  have  to  expand 


at  a  manageable  pace,"  he  says.  But  like 
many  of  his  colleagues  in  the  industry, 
Kovacs  is  convinced  that  the  TV  technol- 
ogy that  has  already  conquered  the  U.  S. 
will  take  over  most  of  the  rest  of  the 
world  as  well. 

By  William  C.  Symonds  in  Denver,  unth 
Richard  A.  Melcher  in  London  and  bureau 
reports 


ESPN  IS  PLAYING  IN 
AN  INTERNATIONAL  ARENA  NOW 


Ei 


larly  next  year,  Japanese  sports 
fans  will  be  able  to  experience 
I  the  thrill  of  victory  or  the  agony 
of  defeat  on  television  24  hours  a  day. 
In  a  deal  about  to  be  signed,  the  coun- 
try will  get  its  first  all-sports  cable 
service,  Japan  Sports  Channel  Plan- 
ning Inc.  And  much  of  its  program- 
ming will  come  from  ESPN  Inc. — the 
U.  S.  sports  channel  that  has  helped  to 
turn  billiards  and  Australian  football 
into  nationally  watched  events.  The 
Bristol  (Conn.)  cable  channel  will  own 
40%)  of  Japan  Sports  Channel  in  a  joint 
venture  with  C.  Itoh  &  Co.  and  other 
investors. 

The  move  into  Japan  is  a  part  of 
President  and  Chief  Executive  Roger 
L.  Werner's  strategy  to 
make  ESPN  as  important 
a  presence  in  sports  pro- 
gramming overseas  as  it 
is  in  the  U.  S.  ESPN, 
which  is  80%-owned  by 
Capital  Cities/ABC  Inc., 
wants  to  wm  the  broad- 
cast rights  for  sports 
events  in  different  countries  and  then 
sell  these  programs  around  the  globe. 
Werner  has  his  work  cut  out  for  him: 
There's  a  lot  of  competition  for  the  TV 
rights  to  major  sports  events  overseas, 
and  many  international  services  are 
still  struggling  to  make  a  profit. 
DIFFERENT  STROKES.  ESPN  needs  to  ex- 
pand its  vistas,  however.  Several  cable 
programmers  are  moving  in  on  its  turf 
in  the  U.  S. — including  regional  ser- 
vices linked  to  NBC  Inc.  and  Turner 
Broadcasting  System  Inc.  ESPN  has  re- 
sponded by  paying  top  dollar  for  the 
broadcast  rights  to  major  sports  events 
such  as  National  Football  League  con- 
tests. In  January,  ESPN  shelled  out 
$400  million  for  a  four-year  package  of 
major  league  baseball  games.  These 
new  expenses  may  end  the  years  of 
phenomenal  growth  at  ESPN,  which 
should  make  $115  million  in  operating 
cash  flow  on  $307  million  in  sales  this 
year,  according  to  industry  analyst 
Paul  Kagan  Associates.  With  cable 
grovrth  slowing  in  the  U.  S.,  the  net- 


It' S  winning  sports 

fans  in  Mexico, 
Europe,  and  Japan 


work  believes  it  has  to  look  overseas. 
Werner  says  ESPN  could  make  as  much 
as  15%'  of  its  revenues  from  abroad  in 
a  few  years,  up  from  3%  today. 

ESPN  is  moving  quickly  to  build  its 
international  business.  Late  last  year, 
it  paid  $8.25  million  to  increase  its 
stake  in  a  British-based  pan-European 
cable  network,  Screensport,  to  25% 
from  5%.  Screensport  is  in  the  red  but 
growing  fast:  It  now  reaches  3  million 
homes  and  expects  to  be  in  5  million  by 
yearend,  thanks  to  its  heady  growth  in 
Germany,  Spain,  and  Switzerland.  ESPN 
is  also  finding  new  viewers  in  Latin 
America.  In  March,  it  began  beaming 
sports  programs  via  satellite  to  broad- 
cast services  south  of  the  border.  The 
company  offers  foreign 
viewers  a  variety  of 
events  that  are  already 
familiar  to  U.  S.  sporte 
fans:  It  beams  National 
Hockey  League  games, 
seniors  golf,  major  ten- 
nis matches,  and  NCAA 
basketball. 
ESPN  knows  it  can't  simply  add  multi- 
lingual announcers  to  its  U.  S.  pro- 
gramming. Some  events  just  don't  click 
with  overseas  audiences.  American 
football,  for  example,  bombed  in  Japan. 
Werner  thinks  ESPN  can  succeed  by 
mixing  and  matching  its  sports  pro- 
grams to  accommodate  the  tastes  in 
different  countries.  ESPN  is  also  trying 
to  balance  its  sales  among  foreign  ca- 
ble programmers,  over-the-air  televi- 
sion networks,  and  satellite  services. 
The  company  considers  it  too  risky  to 
sell  all  of  its  programs  through  any 
one  technology. 

Werner  is  hoping  that  his  explora- 
tions abroad  will  turn  up  an  unusual 
event  that  costs  little  to  buy  and  that 
could  grab  the  world's  imagination.  He 
says:  "We  are  looking  for  the  next 
America's  Cup,  the  next  all-female  as- 
sault on  Mount  Everest,  the  first  guy 
to  run  the  Yangtze  River."  In  the 
meantime,  anyone  for  tennis? 

By  Resa  W.  King  in  Bristol,  Conn., 
with  Richard  A.  Melcher  in  London 
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This  year,  Boeing  jetliners 
wiU  carry  more  people  than  live 
inthe  world's  100  laigestcities. 


Boeing  jetliners  will  carry  the 
equivalent  of  12%  of  the  world's 
population  this  year 

That's  more  people  than  live  in 
Tokyo.  New  York.  London,  Beijing. 


Mexico  Citv.  Paris.  Bangkok.  Rio. 
Sydney  Cairo.  And  nearly  a  hun- 
dred other  major  cities. 

The  actual  number  of  passen- 
gers will  be  about  675  million. 


That  sounds,  of  course,  like 
unbelievably  large  number 

But  when  vou  consider  that 
Boeing  airplanes  take  off  or  Ian 
about  a  million  times  a  month, 


SHAKING  UP 
DETROIT 

HOW  JAPANESE  CARMAKERS  ARE  BEATING  THE  BIG  THREE  ON  THEIR  OWN  TURI 


American  firms  learn  fastest  iiot 
through  readiyig  books  or  gathering  in- 
telligence overseas  but  by  being  direct- 
ly confronted  with  a  competitor  per- 
forming at  a  much  higher  level  using 
American  employees  in  America. 

— Made  in  America:  Regaining  the 
Productive  Edge,  MIT  Commission  on 
Industrial  Productivity 

Amid  cornfields  southeast  of  La- 
fayette, Ind.,  young  Hoosiers  are 
building  the  Subaru  Legacy  in  a 
brand-new  factory.  Workers  fresh  off 
the  farms  are  assembling  Toyota 
Camrys  in  Georgetown,  Ky.,  where 
men  in  bib  overalls  chat  on  the 


courthouse  steps.  In  the  tiny  village  of 
East  Liberty,  Ohio,  newly  hired  trainees 
are  learning  to  build  Honda  Civics  at  the 
most  recent  addition  to  Honda's  manu- 
facturing complex  in  nearby  Marysville. 

Here  lies  America's  industrial  battle- 
ground of  the  1990s.  In  these  and  other 
semirural  towns  of  the  Midwest  and 
Canada,  Japanese  carmakers  have  set 
up  10  plants,  including  some  of  the  most 
efficient,  most  automated,  and  least 
unionized  auto  plants  in  North  America 
(map).  With  superb  planning  and  a  syn- 
ergistic mixture  of  technology  and  pro- 


ductive labor,  the  Japanese  intend 
slice  a  giant  chunk  out  of  the  ! 
Three's  U  S.  and  Canadian  markets 
far,  they're  beating  the  Americans 
their  own  turf.  The  Big  Three  will  suf 
most  from  transplant  production,  li 
McGraw-Hill  predicts  that  every  th 
autos  made  by  the  transplants  ^ 
displace  one  import — and  two  Deti 
entrants. 

The  Japanese  invasion  representsia 
great  deal  more  than  a  marketing  pr '• 
lem  for  General  Motors,   Ford,  ; 
Chrysler.  It's  penetrating  the  very  he 


JAPANESE  AUTO  PLANTS  IN  THE  U.S.  AND  GINADA 


Parent 


Production, 
started 


Planned 
yearly  capacity 


Plord 
employnil 


NEW  UNITED 
MOTOR  MFG. 

FREMONT,  aUf. 


1.  TOYOTA  MOTOR  (50%)  &  GENERAL  MOTORS  (50%)  12/84  300,000  Z,it 

Taught  GM  that  management,  not  high  tech,  is  key  to  efficient  production.  Toyota  learned  it  coti 
live  with  U.  S.  unions  and  suppliers.  But  Nova  and  Prizm  sales  hurt  by  GM's  marketing  blunde 

2.  SUZUKI  MOTOR  (50%)  &  GM  OF  UNADA  (50%)  4/89  200,000  2,CI 

Produces  small  cars  and  olT-road  vehicles  for  GM.  The  militant  Canadian  Auto  Workers  grante 
flexible  work  rules  so  that  Suzuki  could  use  its  management  system 

3.  TOYOTA  MOTOR  11/88  50,000  1,(0 

Low-volume  production  of  Corolla  means  lots  of  handwork,  few  robots.  Toyota  plans  to  expor 
30,000  sedans  a  year  to  U.S. 

4.  HONDA  MOTOR  11/86  80,000  H 

Builds  Accords  and  Civics.  Honda  wants  productivity  to  match  Marysville's,  at  one-fourth  the  \  - 
Lime.  If  it  can  reach  that  goal,  the  plant  would  rewrite  the  book  on  assembly  plant  size  ^ 

5.  MAZDA  MOTOR  9/87  240,000  3,'9 

Lured  to  Detroit's  front  yard  by  UAW's  promises  of  cooperation.  Ford  owns  25%  of  Mazda  bi 
keeps  hands  off,  and  80%  of  cars  produced  are  Ford  Probes,  20%  Mazdas 

6.  MITSUBISHI  MOTOR  (50%)  &  CHRYSLER  MOTORS  (50%)       9/88  240,000  2,^^ 

A  robot  wonderland,  it's  the  world's  most  advanced  assembly  plant,  say  experts.  Produces  PK 


outh  Lasers  and  Mitsubishi  Eclipses 


7.  FUJI  HEAVY  INDUSTRIES  (51%)  &ISUZU  MOTORS  (49%)       9/89  120,000  1,]B 

Initial  plan  was  to  build  Isuzu  trucks  and  Subaru  cars  on  same  assembly  line.  But  the  strategy- 
hasn't  jelled.  Plant  now  has  two  purchasing  departments  and  separate  final  assembly  lines 

8.  HONDA  MOTOR  11/82  510,000  8,(|> 

Highly  reliant  on  American  market,  Honda  built  this  complex  to  fit  global  strategy.  In  1991,  27" 
of  the  company's  worldwide  capacity  will  be  here.  Plant  now  exports  to  Japan 

9.  NISSAN  MOTOR  6/83  440,000  5,1B 

Run  by  anti-union  American  managers,  with  fewer  thaji  10  Japanese  nationals  on-site.  Began 
building  pickups,  now  also  makes  Sentras  on  same  line.  Will  double  capacity  by  1992  } 

10.  TOYOTA  MOTOR  7/88  200,000  3,!0 

No  fan  of  leading-edge  technology,  Toyota  minimised  risks  by  cloning  its  plant  in  Japan.  It  has  > 
untested  technology,  relatively  few  robots,  and  builds  a  proven  Camry 
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the  domestic  industry,  challenging 
nagerial  mindsets  and  traditional,  of- 

obsolete,  relations  between  produc- 

and  suppliers,  management  and  la- 
'.  Since  the  turn  of  the  century, 
troit  auto  makers  have  run  the  entire 
duction  show.  Detroit  dictated  the  in- 
;try's  auto-making  technology,  devel- 
;d  a  labor-relations  strategy,  and 
w  into  its  orbit  thousands  of  suppli- 

dedicated  to  stamping,  welding,  and 
ging  metal.  If  you  thought  cars,  you 
ught  Detroit. 

^YSLER  CUTS.  No  longer.  The  signs 
t  Detroit  must  embrace  radical  re- 
ms  are  compelling.  Since  the  1940s, 

Big  Three  and  the  United  Auto 
rkers  have  lived  together  fairly  com- 
tably  in  an  industrywide  culture  of 
ersary  bargaining.  But  on  July  26, 
rkers  at  Nissan  Motor  Manufacturing 
•p.'s  plant  in  Smyrna,  Tenn.,  rejected 

union  by  more  than  a  2-to-l  vote, 
i  overwhelming  margin  of  victory 

Nissan's  antiunion  management  sig- 
sd  the  arrival  of  a  competitive,  non- 
on  culture  that 
)ngly  threatens 

UAW's  grip  on  fj 
0  production  in  / 

U.  S.  (page  77).  i-.. 
)n    July  27, 


CAMI 
AUTOMOTIVE 

INGERSOLl,  OMI. 


Chrysler  Chairman  Lee  A.  lacocca  an- 
nounced plans  to  cut  2,300  white-collar 
workers  as  part  of  a  $1  billion  belt-tight- 
ening package.  This  is  only  a  forerunner 
of  what's  to  come.  The  Japanese  trans- 
plants' compacts,  sporty  cars,  and  trucks 
are  targeted  at  segments  where  Chrys- 
ler is  most  dependent  for  sales.  lacocca 
also  doubled  Chrysler's  rebates  on  cars, 
and  Ford  Motor  Co.  responded  on  Aug.  1 
with  rebates  of  at  least  $1,000  on  every 
Lincoln  and  Mercury  car  it  sells. 

General  Motors  Corp.,  which  is  operat- 
ing only  at  75%  to  80%  of  capacity,  is 
even  more  vulnerable  than  Chrysler  and 
Ford.  Auto  analysts  say  it  must  phase 
out  the  equivalent  of  four  assembly 
plants.  "The  competition  is  going  to  be 
fierce,"  warns  GM  President  Robert  C. 
Stempel.  "If  you  thought  it  was  tough 
this  year,  you  ain't  seen  nothing  yet." 

Stempel  was  referring  to  a  long-gath- 
ering overcapacity  problem  that  now 
looms  directly  over  Detroit.  With  six 
new  plants  opening  in  the  past  year 
alone,  the  transplants  have  significantly 
increased  the  supply  of  cars  and  trucks 
in    the  North 
American  mar- 
ket. U.  S.  capaci-  Q 
ty  next  year  will  w 
exceed   demand  ^fe- 

 TOYOTA  MOTOR   

MFG.  CANADA 

CAMBRIDGE,  ONI 


by  2.7  million  vehicles — and  the  surplus 
could  rise  above  3  million  by  1994  (chart, 
page  76).  Ignoring  the  current  sales 
slump,  the  Japanese  plan  to  boost  U.  S. 
production  41%  in  the  fourth  quarter, 
even  as  General  Motors,  Ford,  and 
Chrysler  cut  their  output  by  18%.  In- 
deed, in  the  first  half  of  1989,  Japanese 
transplants  built  14.7%  of  the  passenger 
cars  produced  in  the  U.  S.,  up  from  8.9%> 
only  two  years  ago  (chart,  page  78).  In 
addition,  Korea's  Hyundai  Motor  Co. 
soon  will  be  producing  100,000  cars  a 
year  in  Quebec. 

MIDWEST  GAINS.  The  new  factories  will 
enable  the  Asian  auto  companies  to 
boost  sales  regardless  of  quotas,  tariffs, 
or  currency  swings.  Take  this  year:  Jap- 
anese car  imports  were  off  3.6%'  in  the 
first  six  months.  But  surging  transplant 
production  has  pushed  sales  of  popular 
Japanese  nameplates  up  5.5%  in  a  weak 
market.  Much  of  the  gain  is  in  the  Mid- 
western states,  traditionally  Detroit 
strongholds,  but  now  home  of  the  trans- 
plants. 

It  wasn't  supposed  to  work  this  way. 
When  the  Big  Three  and  the  UAW  pres- 
sured the  Japanese  early  in  the  1980s  to 
r-^,^  build     cars  in 

America  with 
union  labor,  man- 
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agement  and  labor  assumed  they  would 
quickly  create  a  level  playing  field. 
Forced  to  pay  UAW  wages  and  accept 
Big  Three  work  practices,  the  trans- 
plants would  lose  the  cost  advantage  of 
producing  in  Japan.  The  Big  Three 
"thought  poor  quality  and  high  absen- 
teeism were  part  and  parcel  of  doing 
business  here,"  says  Maryann  Keller,  an 
auto  analyst  at  Furman  Selz  Mager 
Dietz  &  Birney  Inc.  But  the  Japanese 
weren't  about  to  play  by  American  rules. 
GERRYMANDERING.  With  only  a  few  ex- 
ceptions, Japanese  auto  makers,  aided 
by  fat  state  subsidies,  built  their  plants 
in  semirural  areas  of  the  Midwest.  They 
hired  mostly  young  workers  with  little 
industrial  experience — and  no  love  of 
unionism.  As  a  result,  the  transplants 
enjoy  lower  health  care  costs  and  less 
costly  [iension  liabilities.  But  some  Japa- 
nese companies  have  come  under  attack 
for  hiring  relatively  few  blacks.  In  1988, 
Honda  Motor  Co.  paid  $6  million  to 
about  370  blacks  and  women  as  a  result 
of  job  discrimination  charges  brought  by 
the  Equal  Employment  Opi>ortunity 
Commission.  While  giving  hirinti  prefer- 
ence to  residents  in  the  Marysville  area, 
the  EEOC  said,  Honda  gerrymandered 
the  map  to  exclude  nearby  Culumbus 
and  its  large  black  population. 

Other  transplants  may  have  used  simi- 
lar practices.  Two  University  of  Michi- 


gan professors  studied  hiring  at  plants 
built  in  the  same  period  by  Japanese  and 
Big  Three  companies.  Compared  with 
the  Big  Three,  the  Japanese  tended  not 
only  to  choose  areas  with  low  percent- 
ages of  racial  minorities  but  also  to  hire 
fewer  blacks  from  the  regional  labor 
pool. 

Only  three  of  seven  transplants  in  the 
U.  S.  are  unionized — and  those  only  be- 
cause they're  linked  with  the  Big  Three 
companies.  They  are  New  United  Motor 
Manufacturing  (nummi),  in  Fremont, 
Calif.;  Diamond-Star  Motors  in  Normal, 


CAPACITY  WILL 
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111.;  and  Mazda  Motor  Manufactu 
(USA)  in  Flat  Rock,  Mich.  Even  at  t' 
plants,  UAW  pacts  allow  managers  to 
ploy  workers  in  a  much  more  flexil 
less  costly  way  than  they  do  at  ni; 
Big  Three  plants. 

QUALITY  CONTROL.  The  transplants  a 
import  a  large  part  of  their  auto  coni 
nents  from  Japan  or  buy  from  nonuna 
Japanese  suppliers  who  have  relocad 
in  the  U.  S.  They  are  thus  able  to  cont!)! 
prices  and  quality.  As  a  result  of  thi? 
and  other  practices,  the  transplants 
joy  a  $700-per-vehicle  cost  advant, 
over  Big  Three  plants,  or  about  ' 
tenth  the  retail  cost  of  a  small  car,  s: 
Candice  Howes,  a  UAW  economist. 

Hoping  to  reduce  this  gap,  Detroits 
being  forced  to  learn  from  the  tra^- 
plants  how  to  improve  efficiency  fjd 
quality.  Although  powerful  forces  witp 
the  industry  are  resisting  change,  |e 
Big  Three  are  slowly  disassemblr? 
management  and  production  metl 
and  are  remaking  them  along  Japan 
lines.  Companies  that  had  nearly  gi\Ji 
up  on  American  workers  are  find? 
that  giving  them  decision-making  po\ 
can  be  a  powerful  motivator.  U.  S.  pa^ 
makers  are  learning  humbling  lessonsh 
quality  and  cost-cutting  as  the  Japan' 
plants  reject  parts  that  had  been  gd 
enough  for  Detroit. 

Indeed,  the  entire  producer-sup] 
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itionship  at  the  Big  Three  was  ripe 
drastic  change.  Traditionally,  the 
erican  auto  makers  have  dealt  with 
pliers  at  arm's  length,  selecting  ven- 
s  mainly  on  the  basis  of  price 
ipetition.  The  Japanese,  however, 
m  long-term,  close  relationships  with 
pliers. 

larmakers  share  information  and 
itegic  goals  with  the  vendors,  help 
n  to  improve  quality,  and  jointly  de- 
)p  new  technology  and  training  pro- 


grams for  workers.  In  the  U.  S.,  says 
Fujio  Cho,  executive  vice-president  and 
chief  operating  officer  at  Toyota  Motor 
Manufacturing  USA  Inc.  in  Kentucky, 
"we've  been  trying  to  establish  good 
long-term  relations  and  avoid  relations 
where  you  buy  when  it's  cheap  and  say 
goodbye  when  it's  expensive." 

Such  a  different  philosophy  produced 
traumas  when  U.  S.  suppliers  first  tried 
to  sell  to  the  transplants.  For  example, 
the  Japanese  emphasize  cost-cutting.  In 


the  U.  S.,  notes  David  M.  Merchant,  a 
former  manager  at  Mazda's  Michigan 
plant,  if  a  part  cost  $1  the  first  year, 
both  supplier  and  buyer  assumed  it 
would  cost  $1.10  the  next  year  because 
of  inflation.  But  the  Japanese  expect  the 
cost  to  drop  to  90(t  because  of  improve- 
ments in  costs  and  quality.  When  Maz- 
da's suppliers  ran  into  this  attitude.  Mer- 
chant says,  "it  was  kind  of  a  shock." 
Under  conventional  U.  S.  practices,  he 
adds,  "the  supplier  community  has 


SO  WHERE  DOES  THE  UAW  GO  FROM  HERE? 


Jnited  Auto  Workers  organizer 
James  R.  Weaver  is  defeated 
but  undaunted.  Despite  the 
lion's  stinging  loss  on  July  26  at  the 
;al  Nissan  assembly  plant,  the  UAW 
11  in  Smyrna  (Tenn.)  is  bustling  with 
)rkers  ready  to  challenge  the  car- 
iker  again,  he  says.  "We're  not  go- 
j  away.  Our  flag  will  be  flying 
;h,"  Weaver  vows.  But  the  flag  is 
;arly  tattered.  The  UAW's  defeat  at 
ssan — with  70%  opposed  to  union 
presentation — is  a  stark  reminder  of 
cades  of  union-organizing  woes, 
ith  first  Honda  Motor  Co.  and  now 
ssan  thwarting  the  UAW  on  its  home 
rf,  there's  a  crack  in  the  union's  hold 
the  nation's  assembly  plants. 
Until  now,  the  UAW's  auto-indus- 
('  membership  has  suffered  the 
stest  rate  of  decline  in  the  parts 
ctor.  The  union  represents  only 
%  of  workers  at  independent 
rts  supphers,  down  from  more 
an  507o  a  decade  ago.  Indeed,  the 
lW's  failure  to  win  a  critical  mass 
Southern  parts  makers  helped  set 
e  stage  for  the  Nissan  defeat.  "It 
ould  be  read  as  a  warning  sign 
at  when  you  let  whole  regions  get 
ilt  up  with  industry  and  you  don't 
ganize  them,  you  can  get  to  the 
int  where  even  the  large  plants 
t  tough  to  win,"  says  Daniel  D. 
iria,  an  auto  analyst  at  the  Industrial 
!chnology  Institute  in  Ann  Arbor, 
ich. 

ISTOPPABLE?  The  region's  strong 
ti-union  bias  and  low  rate  of  union- 
ition  weren't  the  only  hurdles  facing 
e  UAW  at  Nissan.  The  company  paid 
?her  wages  than  most  had  ever 
agined.  Sophisticated,  and  some  say 
"imidating,  company  communications 
roughout  the  organizing  drive  cou- 
3d  with  the  promise  of  plant  expan- 
m  proved  to  be  more  than  the  UAW 
uld  overcome. 

While  the  Nissan  plant  alone  isn't 
itical  for  the  UAW,  it  could  signal  the 
irt  of  a  devastating  trend.  "This  is 
2  beginning  of  a  nonunion  sector  in 


assembly,  which  is  the  core  strength  of 
the  union,"  says  Harry  C.  Katz,  a  labor 
economist  at  Cornell  University.  For 
the  UAW,  which  has  seen  its  member- 
ship drop  nearly  30%  in  10  years,  more 
is  at  stake  than  prestige.  When  a  union 
loses  its  grip  on  an  industry,  it  can  no 
longer  enforce  equal  pay  for  equal 
work — a  basic  principle  of  unionism. 

The  parts  business  provides  stark  ev- 
idence. In  the  last  round  of  contract 
talks.  General  Motors  Corp.  threatened 
to  establish  a  separate  wage  scale  for 
its  in-house  parts  suppliers  or  even  lop 
some  off  because  of  the  cost  advan- 
tages enjoyed  by  outside,  nonunion 
companies.  The  threat  didn't  stick,  but 


GM  did  win  greater  flexibility  in  work 
practices.  And  some  unionized  compo- 
nent plants  have  broken  the  UAW's 
wage  pattern  to  keep  their  operations 
in  business. 

The  UAW  has  a  better  chance  of 
stemming  the  tide  at  the  transplants 
than  it  had  with  hundreds  of  smaller 
parts  makers.  Workers  at  three  of  the 
seven  transplants  are  already  repre- 
sented by  the  UAW.  And  two  of  the 
remaining  producers  have  strong  ties 
to  GM.  One  is  Toyota,  which  has  a  new 
nonunion  plant  in  Georgetown  (Ky.) 
and  also  gets  along  well  with  the  UAW 
in  its  joint  venture  with  GM  in  Califor- 
nia (page  79).  The  second  is  a  Subaru- 
Isuzu  joint  venture  in  Indiana.  GM 


owns  40%  of  Isuzu  and  might  support 
unionism  to  avoid  trouble  with  the 
UAW.  Insiders  say  UAW  President  Owen 
F.  Bieber  has  urged  Toyota  officials  to 
stay  neutral  in  a  current  organizing 
campaign  at  Georgetown.  "I  don't 
think  you're  going  to  find  in  all  the 
transplants  the  anti-union  sentiment 
you  have  at  Nissan,"  says  Bieber. 

'HARDBALL  COOPERATION.'  Despite  itS 

defeats  at  Nissan  and  Honda,  the  UAW 
is  still  setting  wages  and  benefits  for 
all  assembly  plants.  The  nonunion 
transplants  pay  virtually  the  same  as 
the  Big  Three,  some  to  keep  the  UAW 
out.  But  in  one  area  the  transplants 
are  already  establishing  the  standard. 
The  Big  Three  are  following  the 
lead  of  their  Japanese  counterparts 
by  demanding  relaxed  work  rules 
and  greater  employee  involvement 
to  boost  quality  and  efficiency.  If 
the  transplants  keep  the  union  out, 
Detroit  will  pressure  UAW  locals. 
"We  may  see  more  hardball  cooper- 
ation— cooperate  or  else,"  says  Har- 
ley  Shaiken,  a  labor  expert  at  the 
University  of  California  at  San  Die- 
go. 

But  for  now,  the  Big  Three  are 
treading  lightly.  The  UAW  has  al- 
ready shown  its  willingness  to  loos- 
en restrictive  work  rules  and  to 
back  joint  quality  efforts.  Indeed, 
some  Big  Three  plants  are  now  as  pro- 
ductive as  the  best  of  the  transplants. 
No  auto  maker  is  eager  to  tamper  with 
that  relationship.  "We  made  a  lot  of 
pledges  that  we're  not  anti-union," 
says  a  Big  Three  executive.  "It's  going 
to  be  time  for  a  period  of  gracious 
behavior  between  the  parties." 

Meanwhile,  the  UAW  will  be  trying  to 
convince  the  Japanese  that  it  pays  to 
work  with  the  union  instead  of  against 
it.  At  the  same  time,  it  will  be  trying  to 
convince  workers  that  they  need  the 
union  to  protect  them  from  manage- 
ment abuses.  That's  a  tough  balancing 
act  that  the  UAW  has  yet  to  master. 

By  Wendy  Zellner  in  Detroit,  with 
Dean  Foust  in  Atlanta 
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produced  a  lot  of  multimillionaires." 

Quality  was  the  big  stumbling  block 
for  American  suppliers  in  the  early 
transplant  years.  Parts  makers  soon  dis- 
covered that  the  transplant  producers 
expected  them  to  adjust  to  Japanese 
standards.  In  quality  tests,  not  only  the 
part  but  the  process  by  which  it's  made 
is  inspected — along  with  the  company's 
books.  That  method  used  to  annoy  sup- 
pliers, but  they've  mellowed  as  the  Big 
Three — copying  the  Japanese — also  be- 
gan to  send  scouting 
parties  to  suppliers' 
plants.  Toshikata  Ami- 
no, executive  vice-presi- 
dent of  Honda  of  Amer- 
ica Mfg.  Inc., 
remembers  how  puz- 
zled U.  S.  component 
manufacturers  were 
when  Honda  opened  a 
motorcyle  plant  in  Mar- 
ysville,  Ohio,  in  1976. 
"The  industry's  under- 
standing of  the  Japa- 
nese ways  of  doing 
business  was  superfi- 
cial," he  says.  Since 
then,  he  adds,  suppliers 
have  deepened  their 
knowledge.  "I  see  some 
domino  effect,"  he 
says. 

LOYALTY  LESSONS.  Despite  this  improve- 
ment, the  Japanese  still  don't  buy  much 
from  American  suppliers,  a  fact  that  an- 
noys U.  S.  companies.  The  Japanese  usu- 
ally claim  that  their  cars  have  local  con- 
tent of  60%  to  75%'.  But  that's  based  on  a 
formula  that  includes  advertising  and  all 
other  overhead.  Indeed,  a  study  by  the 
General  Accounting  Office  put  the  trans- 
plants' 1988  average  domestic  content  at 
38%,  against  88%  for  the  Big  Three.  That 
difference  cost  Americans  25,000  jobs 
last  year,  the  GAO  estimates. 

The  transplants'  loyalty  to  their  long- 
term  Japanese  suppliers  hasn't  gone  un- 
noticed in  Detroit.  All  of  the  Big  Three, 
but  Ford  in  particular,  have  learned  that 
such  loyalty  encourages  suppliers  to 
spend  more  on  research  and  develop- 
ment. The  U.  S.  companies  are  absorbing 
lessons  like  this  mainly  by  sending  their 
own  people  to  work  in  a  transplant  that 
they  jointly  own.  The  mandate:  Return 
and  promote  change.  "If  we  can  open  up 
minds  and  break  down  these  not-invent- 
ed-here  attitudes,  that's  the  greatest 
thing  we  can  get  from  this  kind  of  a 
venture,"  says  Chrysler's  lacocca. 

To  speed  up  the  transfer  of  ideas  from 
its  joint  venture  with  Mitsubishi  Motor 
Corp.  at  Diamond-Star,  Chrysler  as- 
signed a  company  plane  to  make  a  week- 
ly Tuesday  shuttle  from  Detroit  to  Nor- 
mal, 111.  At  General  Motors,  though, 


absorbing  the  lessons  of  NUMMI  was 
more  difficult.  GM  wasn't  looking  for 
what  it  found.  The  company  wanted  to 
learn  Toyota's  management  methods  but 
assumed  those  would  focus  on  manag- 
ing technology.  The  central  lessons,' 
however,  went  much  deeper,  involving 
gm's  bureaucratic  management  style. 
For  GM  to  adopt  NUMMl-like  ways  will 
require  a  major  overhaul  of  the  compa- 
ny's values. 
In  gm's  culture,  it  was  unacceptable  to 


HONDA'S  AMINO  AND  TOYOTA'S  CHO: 
lOCAL  CONTENT  AT  JAPANESE  PLANTS  IS 
ESTIMATED  AT  38%,  VS.  88%  FOR  DETROIT 


publicly  admit  having  a  problem.  The 
first  GM  executives  assigned  to  NUMMI 
under  Toyota  managers  took  nearly  six 
months  to  realize  that  the  Japanese 
wanted  problems  exposed  and  fixed,  not 
hidden.  This  gave  them  something  to 
work  on  jointly  with  the  Americans. 
Gary  D.  Kowalski,  now  director  of  logis- 
tics and  administration  at  GM's  Truck  & 
Bus  Group,  can  still  recall  the  day  his 
Japanese  boss  looked  him  in  the  eye  and 
said:  "No  problem  is  a  problem." 

Stephen  L.  Bera  loved  his  work  as  a 
raw-materials  manager  at  NUMMI.  After 
being  chided  for  raising  his  voice  to  sub- 


16-, 


JAPANESE  PLANTS 
TAKE  A  BIGGER  SLICE 


CARS  MADE  IN  AMERICA 


'85       '86       '87  '88 
A  PERCENT  Oi  OOMESTiaUY  PRODUCED  CARS    'THROUGH  JUNE  30 

DATA  WARD  S  AUTOMOTIVE  REPORTS 


ordinates,  "I  mellowed  out,"  he  says,  te 
absorbed  the  Toyota  philosophy,  wl ' 
bans  time  clocks,  for  instance,  on 
grounds  that  trust  is  not  gained  but  Ui. 
Then,  two  years  into  his  three-ytr 
NUMMI  stint,  he  asked  where  GM  planild 
to  place  him  upon  return  to  the  corpci- 
tion.  There  was  no  plan.  He  quit,  bel 
ing  that  General  Motors  wasn't  read\ 
absorb  NUMMl's  lessons. 

The  company  took  more  care  in  p 
ing  the  second  crew  of  returnees  fr 
NUMMI.  "We've  all  1" 
assigned  positi' 
where  we  can  ha\  i 

A fairly  significant  imp 
^ !  on  the  operations  of 
business,"  says  Marf 
Hogan,  now  grou}i 
rector  of  business  ]>! 
ning  at  GM's  True! 
Bus  Group.  "You 
look  at  us  as  kind 
like  missionaries 
apostles,"  he  says, 
gospel:   "The  imp 
tance  of  job  securit\ 
getting  and  keeping 
dedication  of  the  v 
force." 

American  unii 
have  been  saying  i 
for  years,  but  the 
ample  of  the  tra 
plants  is  bolstering  their  argumem 
no-layoff  policy  covering  hourly  wor! 
is  one  of  the  key  elements  of  Japa' 
labor  and  production  systems.  Other 
elude  continual  training,  participation), 
shop-floor  decision-making,  team-basd 
production,  and  group  bonus  or  pm 
sharing  plans.  All  of  these  have  In 
used  sparingly  by  U.  S.  companies,  1 
the  Japanese  make  it  a  point  to  comb 
them  in  a  comprehensive  system  t 
aims  at  gaining  the  loyalty  of  employ^ 
and  binding  them  to  the  company. 

The  transplants'  no-layoff  polii' 
have  certainly  done  that.  After  Nissa: 
Sentra  hit  a  sales  slump  in  1988, 
Smyrna  plant  kept  producing  cars,  pa 
ing  them  in  a  nearby  cow  pasture. 
san  was  not  bound  by  union  contract 
avoid  layoffs,  but  the  policy  undoubtc 
aided  the  company  in  defeating  the  I  ' 
Meanwhile,  UAW  contracts  at  NUMMI  ; 
Mazda  in  Flat  Rock  allow  layoffs  onl} 
economic  conditions  are  so  severe  "tift 
the  company's  long-term  financial  viati- 
ty  is  threatened."  When  sales  of  k 
Chevrolet  Nova,  produced  by 
dropped  last  year,  the  company  assigiji 
surplus  workers  to  training  progra's 
and  prepared  for  the  launch  of  the  I>- 
va's  replacement.  Chevy's  Geo  Pri^t. 
Not  only  did  they  keep  their  jobs,  lit 
they  welcomed  the  chance  to  get  ex 
training. 
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jMMl's  willingness  to  sign  a  no-layoff 
iTision  and  give  the  union  a  role  in 
ision-making  impressed  George 
10,  the  UAW's  bargaining  committee 
irman  at  the  plant.  "People  make 
i,"  he  says.  "Technology  doesn't 
[6  cars.  I  doubt  everyone  at  GM 
368  with  that." 

ino  J.  Piedra,  chairman  of  Diamond- 
-,  makes  a  similar  point.  His  plant, 
nmed  with  robots,  is  the  world's 
,t  technologically  advanced  assembly 
it,  says  the  National  Society  of  Pro- 
;ional  Engineers.  But  Piedra  doesn't 
technology  alone  as  the  competitive 
e.  "The  people  working  here  have  a 
;itivity  to  working  together.  That's 


the  important  thing  to  me,"  he  says. 
"Anybody  can  buy  a  robot." 

Respect  for  employees  is  a  consistent 
theme  at  the  transplants.  Management 
carefully  selects  job  applicants,  trains 
them  thoroughly  and  often,  and  treats 
them  with  dignity  and  trust.  The  ap- 
proach has  yielded  highly  motivated,  in- 
volved workers. 

A  willingness  to  work  in  a  team  envi- 
ronment is  far  more  important  than  ex- 
perience in  the  selection  process.  At  Flat 
Rock,  just  south  of  Detroit,  80%  of  Maz- 
da's employees  have  no  automotive  ex- 
perience at  all — by  management  choice. 
"They  haven't  been  exposed  to  the  tradi- 
tional ills  of  the  auto  world,"  says  James 


F.  Korowin,  vice-president  of  operations. 
"They're  open  to  learning."  Adds  Sam 
D.  Heltman,  general  manager  of  human 
resources  at  Toyota's  Georgetown  plant: 
"I'm  already  seeing  other  companies 
looking  at  more  thorough  selection  sys- 
tems and  taking  the  time  to  decide  what 
kind  of  people  you  want  in  the  work 
force." 

'LIFE-LONG  LEARNING.'  At  Subaru-Isuzu 

Automotive  Inc.,  job  applicants  must 
have  a  high  school  diploma  or  equiva- 
lent. Grades  don't  matter,  only  finishing 
the  course  work  does,  because  it  shows 
a  commitment  to  education.  "From  Day 
One  here,  the  emphasis  is  on  life-long 
learning,"  says  Tim  Miller,  who  trains 


THIS  TEAM-UP  HAS  IT  ALL— EXCEPT  SALES 


Six  years  after  its  historic  found- 
ing, the  auto  industry's  first 
U.S.-Japanes9  joint  venture  has 
ae  everything  its  creators  hoped, 
iw  United  Motor  Manufacturing  Inc. 
ve  Toyota  Motor  Co.  a  taste  of 
nerican  workers  and  suppliers.  More 
portant,  NUMMI  built  for  General  Mo- 
•s  Corp.  a  restyled  clone  of  the  popu- 
•  Toyota  Corolla — the  kind  of  quality 
lall  car  it  couldn't  design  itself. 
)reover,  it  gave  GM  a  crash  course  in 
w  to  make  high-quality  cars  more 
'iciently  than  almost  anyone.  Says 
irley  Shaiken,  a  labor  ex- 
rt  at  the  University  of  Cali- 
•nia  at  San  Diego:  "NUMMI 
s  become  the  prototype  of 
lat  GM  would  like  to  be." 
Unfortunately,  GM  has 
(ne  other  problems.  Last 
ar,  it  failed  to  persuade 
yers  that  nummi's  version 
the  Corolla,  the  Chevrolet 
)va,  differed  from  its  many 
als.  Sales  dropped  28%,  to 
000,  before  production  halt- 
last  September.  As  a  re- 
It,  NUMMI  lost  $80  million 
d  will  lose  money  this  year, 
).  This  points  up  a  funda- 
!ntal  law:  All  the  good  man- 
icturing  practices  in  the  world  can't 
ike  people  buy  a  car  they  don't  want. 
LL  CAPACITY.  To  add  insult  to  injury, 
yota  is  picking  up  the  slack  left  by 
NUMMI  production  of  Corollas  that 
i  sold  by  Toyota  will  jump  43%,  to 
out  80,000  this  year.  And  last  April, 
i  Japanese  auto  maker  announced  it 
il  fill  plant  capacity  by  building 
),000  Toyota  pickup  trucks  starting 
August,  1991. 

Even  so,  U.  S.  auto  makers  have 
.rned  plenty  from  nummi.  Before  GM 
sed  its  Fremont  (Calif.)  plant  in 
^2,  it  was  a  battleground  between 


inflexible  managers  and  United  Auto 
Workers  members  notorious  for  sick- 
outs,  strikes,  and  20%>  absenteeism. 
But  Toyota,  NUMMl's  manager,  quickly 
turned  it  around.  It  hired  the  cream  of 
the  former  work  force  and  junked  GM's 
100  job  classifications  in  favor  of  teams 
with  multiskilled  members. 

That  makes  for  greater  flexibility 
and  more  committed  workers.  Absen- 
teeism, for  instance,  is  less  than  2% 
now.  Harmony  isn't  universal;  some 
workers  formed  a  caucus  within  UAW 
Local  2244  in  1986  because  they  felt 


A  GEO  ON  THE  LINE:  GM'S  RENAMED  NOVA  IS  STILL  GOING  NOWHERE 


union  leaders  weren't  backing  them  up 
on  concerns  about  promotions  and  job 
placements  after  injuries.  Moreover, 
the  assembly  line  is  faster  than  it  used 
to  be.  There's  little  conversation,  or 
time  to  pick  up  a  dropped  bolt.  But 
George  Nano,  chairman  of  the  UAW's 
bargaining  committee,  says  the  vast 
majority  of  workers  back  the  NUMMI 
methods,  believing  that  a  more  effi- 
cient plant  makes  jobs  more  secure 
over  the  long  run. 

Even  without  much  automation,  each 
worker  produces  63  cars  per  year, 
more  than  any  U.  S.  plant  and  40%- 


above  average.  What's  more,  consum- 
ers in  a  survey  by  market  researcher 
J.  D.  Power  &  Associates  in  Agoura 
Hills,  Calif.,  gave  the  Nova  the  highest 
quality  rating  among  GM  cars. 

NUMMl's  success  makes  GM's  market- 
ing blunders  all  the  more  glaring. 
NUMMI  President  Kan  Higashi  says  No- 
va's styling  was  unappealing  compared 
with  the  Corolla  and  other  competitors. 
Concedes  GM  President  Robert  C. 
Stempel:  "There's  no  lack  of  high-quali- 
ty, fuel-efficient,  safe,  small  cars." 
GEO  POLITICS.  The  Nova  has  been  re- 
named the  Geo  Prizm  and  re- 
styled  to  be  sportier.  But  it 
now  looks  more  like  the  Co- 
rolla, with  which  it  competes. 
Moreover,  most  people 
haven't  yet  heard  of  Geo, 
Chevrolet's  new  import-ori- 
ented nameplate.  "Why  would 
anyone  buy  a  Geo  Prizm  in- 
stead of  a  Toyota  Corolla?" 
asks  former  NUMMI  engineer 
John  F.  Krafcik,  an  auto  con- 
sultant to  the  Massachusetts 
Institute  of  Technology. 

Increased  production  of  Co- 
rollas has  heightened  specula- 
tion that  Toyota  will  buy  the 
plant  when  the  joint  venture 
ends  in  1996.  By  then,  GM  hopes  to 
have  absorbed  NUMMl's  chief  benefit: 
the  notion  that  better  management,  not 
massive  automation,  is  the  key  to  effi- 
cient manufacturing.  Already,  it  has 
applied  the  philosophy  to  several 
plants,  including  the  Saturn  facility  in 
Spring  Hill,  Tenn.,  where  expensive 
automation  was  scaled  back  in  favor  of 
NUMMI-style  methods.  But  now  that  it 
has  learned  how  to  build  better  cars, 
GM  will  have  to  finish  the  job  and  learn 
how  to  sell  them. 

By  Robert  D.  Hof  in  San  Francisco, 
with  James  B.  Treece  in  Detroit 
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FILLING  BRISTOL-MYERS' 
PRESCRIPTION 


Its  Squibb  merger  is  a  standout,  pooling  both  houses'  strengths 


FURLAUD  (LEFT)  WITH  FRIEND  GELB:  AN  "OLD-FASHIONED  AMERICAN  PLAIN-VANILLA  MERGE! 


newly  hired  workers.  "A  person  is  not 
going  to  learn  a  job  and  then  do  it  the 
rest  of  their  life."  Typically,  a  job  candi- 
date at  a  transplant  goes  through  a  se- 
ries of  tests  and  interviews  before  being 
hired. 

The  transplants  are  by  no  means  with- 
out blemishes.  Despite  all  the  effort  to 
build  goodwill,  part  of  the  transplants' 
work  force  is  dissatisfied.  Last  June, 
NUMMi  workers  elected  slightly  more 
hard-line  candidates  to  four  of  eight 
slots  on  the  UAW's  shop  committee,  and 
Mazda's  local  voted  out  officers  who 
were  seen  as  too  cozy  with  management. 
Nearly  one-third  of  Nissan's  Smyrna 
workers  voted  for  representation  by  the 
UAW,  partly  because  of  health  problems 
stemming  from  what  the  critics  call 
"speedup." 

FAST  PACE.  It's  not  so  much  that  the 
transplants'  assembly  lines  run  faster 
than  the  Big  Three's.  Rather,  the  Japa- 
nese insist  on  a  higher  work  intensity. 
They  use  the  kaizen  concept  that  calls 
for  assemblers  to  make  continuous  im- 
provements in  performing  their  tasks, 
both  to  improve  quality  and  to  eliminate 
unneeded  motion.  There  is  continuing 
pressure  to  produce  cars  at  the  same 
line  speed  with  fewer  people.  Harley 
Shaiken,  a  professor  at  the  University  of 
California  at  San  Diego,  says  that  at 
GM's  modern  Linden  (N.  J.)  plant,  work- 
ers work  48  seconds  out  of  every  min- 
ute. At  NUMMI,  they  work  55  seconds  a 
minute. 

Isamu  Nobuto,  president  of  Mazda's 
Flat  Rock  plant,  doesn't  deny  that  work- 
ers have  little  free  time.  "People  should 
be  employed  doing  work  that  has  value. 
It  is  not  respecting  the  employee  if  we 
have  them  doing  work  that  is  wasteful." 
But  it's  hard  to  transfer  this  concept  to 
Big  Three  plants,  where  labor  and  man- 
agement have  long  considered  them- 
selves on  opposite  sides  of  a  chasm.  In 
this  climate,  veteran  assembly  line  work- 
ers question  whether  working  harder 
serves  their  interests  as  well  as  manage- 
ment's. Staunch  unionists  also  worry 
about  other  Japanese  practices,  such  as 
discouraging  workers  from  filing  griev- 
ances. This  weakens  the  union's  basic 
role  as  a  grievance  processor.  And  lump- 
ing all  production  workers  into  one  job 
classification  and  basing  promotions  on 
merit  undermine  the  bedrock  principle  of 
seniority. 

But  change  seems  unavoidable,  for 
both  labor  and  management.  There's  no 
shortage  of  Americans  wanting  to  buy 
Japanese  cars  or  willing  to  work  for  Jap- 
anese employers.  U.  S.  auto  makers 
must  apply  the  lessons  they  learn  from 
the  transplants.  If  they  don't,  their  place 
will  be  taken  by  another  U.  S.  carmak- 
er— with  a  Japanese  name. 

By  James  B.  Treece  in  Detroit,  with  John 
Hoerr  in  New  York  and  bureau  7-eports 


For  years,  potential  suitors  got  the 
cold  shoulder  from  Richard  M.  Fur- 
laud,  chief  executive  of  Squibb 
Corp.  Cherishing  his  company's  indepen- 
dence, he  turned  them  away  as  he  built 
Squibb  into  a  top-flight  drug  house.  "Ev- 
erybody wanted  Squibb,"  he  says. 

But  now,  in  an  $1L5  billion  deal  that 
will  spur  on  an  industry  already  stricken 
with  mergermania,  Furlaud  is  handing 
over  control  to  Richard  L.  Gelb,  his 
counterpart  at  Bristol-Myers  Co.  and 


AN  URGE  TO  MERGE 


 1988  

Wliite  knight  Eastman  Kodak  gets  Sterling 
Drug  for  $5.1  billion  

 1989  

SmithKline  Beckman's  dwindling  pipeline 
of  new  drugs  pushes  it  into  Beecham's 
arms  for  $7.7  billion 

Dow  Chemical  agrees  to  buy  67%  of  Mar- 
ion Laboratories  for  as  much  as  $5.5  billion 

Bristol-Myers  and  Squibb  agree  to  an 
$1 1.5  biUion  merger 

American  Home  Products  awaits  court  ap- 
proval to  buy  A.H.  Robins  for  .$3  billion 

DATA:  BW 


longtime  friend.  Furlaud  will  stay  ui: 
president  and  head  of  pharmaceut 
operations  for  Bristol-Myers  Squibb, 
it's  Gelb  who  will  call  the  shots  at  \s . 
will  be  the  world's  second-largest  il 
company.  "Why  did  I  take  a  s  , 
down?"  asks  Furlaud.  The  short  ansv 
clout.  Sure,  Squibb's  drug  pipelin< 
highly  productive,  but  to  keep  churn 
out  winners  costs  big  bucks.  By  con 
ing  their  drug  research  budgets- 
marketing  power — "two  plus  two 
equal  five,"  Furlaud  asserts. 

That  kind  of  math  is  proving  mcn^ 
ingly  seductive.  The  latest  drug  mer^r 
came  on  the  heels  of  some  other 
deals  (table).  And  only  minutes  afte 
was  announced  on  July  27,  invest)? 
started  bidding  up  shares  of  such  outfs 
as  Schering-Plough,  Upjohn,  Roir 
Group,  Warner-Lambert,  and  SynlK. 
"The  pressure  is  on  these  second- jr 
companies"  to  find  a  merger  partir, 
says  Norman  C.  Selby,  a  health  c^e 
consultant  and  principal  at  McKinse3|6 
Co.  "They  have  to  do  something."  M 
fast.  Foreign  competitors  such  as  Gl:lo 
Holdings,  Rhone  Poulenc,  and  F.  Hijf- 
mann-La  Roche  would  love  to  get  tlir 
mitts  on  a  U.  S.  drug  house,  says  SeV- 

Gelb  has  long  coveted  Squibb,  is 
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■f  targeted  the  smaller  company  as 
back  as  1983.  Gelb  invited  discus- 
is  in  1986  through  mutual  friend  and 
erican  Express  Co.  chief  James  D. 
)inson  III,  who  sits  on  Bristol's 
rd.  But  Furlaud  wasn't  interested.  So 
I  now?  "I'm  66.  He's  65.  And  if  we're 
na  do  it,  it'll  take  several  years." 
is  Gelb:  "It  was  the  relationship  that 
k  and  I  had  that  made  this  possible." 
/hat  Gelb  and  Furlaud  fashioned  is  a 
•ger  that  stands  out  for  the  strengths 
combines.  SmithKline  Beckman 
p.'s  inability  to  come  up  with  impor- 
r,  new  drugs,  for  instance,  pushed  it 
I  the  arms  of  the  Beecham  Group 
.  And  the  deals  by  Eastman  Kodak 
and  Dow  Chemical  Co.  to  acquire 
g  houses  were  mainly  efforts  to  di- 
sify.  But  both  Squibb  and  Bristol- 
jrs  are  well-positioned  and  fast-grow- 
Squibb's  strength  is  its  ethical-drug 
elopment,  and  Bristol's  is  a  knack  for 
italizing  on  over-the-counter  drugs, 
h  as  Excedrin,  and  consumer  brands, 
h  as  Clairol.  Together,  Bristol-Myers 
Squibb  will  have  drug  sales  of  $4.5 
on  and  will  be  able  to  plow  $600  mil- 
a  year  into  research,  second  only  to 
•ck  &  Co.  on  both  counts. 
RINKY-DINK.'  The  deal  turns  up  the 
t  even  on  mighty  Merck.  Squibb  will 
more  firepower  for  marketing  Capo- 
its  billion-dollar  treatment  for  hy- 
tension  and  congestive  heart  failure 
t  goes  head-to-head  with  Merck's  big- 
ing  Vasotec.  And  soon,  Squibb  ex- 
ts  to  roll  out  its  cholesterol-lowering 
vachol  to  challenge  Merck's  hit  Me- 
or.  Bristol  will  help  formulate  and 
rket  over-the-counter  versions  of 
libb  drugs,  matching  Merck's  recent 
up  with  Johnson  &  Johnson, 
/hile  Bristol's  success  at  pharmaceu- 
Is  is  modest,  it  is  a  major  producer  of 
icancer  drugs  and  has  done  important 
•k  in  fields  where  Squibb's  efforts 
limited.  "If  one  were  going  to  devise 
ideal  sort  of  mix,  I  don't  think  you 
Id  do  any  better,"  says  Dr.  Charles 
Sanders,  who  oversaw  Squibb's  re- 
rch  effort  until  recently  becoming 
if  executive  of  the  U.  S.  arm  of  rival 
ash  giant  Glaxo. 

Iven  the  structure  of  the  deal  is  dis- 
tive  in  an  era  of  big-debt  takeovers, 
lere  is  no  cash,  there  are  no  mort- 
;es,  no  rinky-dink,  no  junk  bonds,  no 
cial  deals,"  says  Furlaud,  pounding  a 
le.  "This  is  a  good  old-fashioned 
erican  plain-vanilla  merger."  By  do- 
a  stock  swap,  the  combo  won't  have 
ake  on  extra  debt.  And  since  it  will 
accounted  for  as  a  pooling  of  inter- 
i,  there  won't  be  any  enormous  good- 
amortization  to  drag  down  earnings 
uture  years.  But  because  Bristol  has 
ssue  new  shares,  earnings  per  share 
be  diluted  the  first  year  by  at  least 
say  analysts,  and  it  may  take  two 


to  three  years  before  earnings  start 
growing.  Indeed,  Bristol's  stock,  at  48  or 
so,  was  off  more  than  3  points  in  the 
first  days  after  the  news  hit,  while 
Squibb's  was  up  24,  to  about  112. 

Gelb  says  he's  not  yet  prepared  to  talk 
about  possible  cost  savings.  But  one 
thing's  for  sure:  Both  he  and  Furlaud, 
who  have  been  friends  for  25  years, 
have  the  same  values.  They  want  to 
build,  not  cut  back.  And  they  expect  to 
be  around  for  the  next  few  years  to  see 
to  it.  Although  they've  reached  the  age 
when  many  people  retire,  both  are 
healthy  and  energetic.  Gelb,  who  was 
treated  for  stomach  cancer  in  1986,  is  in 
remission.  And  he  says  he'll  stay  at  the 
job  at  least  until  his  contract  runs  out  on 
June  1,  1993.  For  his  part,  Furlaud  says 
he'll  stay  until  the  pharmaceutical  side  is 
in  shape — which  no  doubt  will  be  a  few 
years.  That's  not  to  say  there  are  no 
successors  in  the  wings.  The  strongest 


Every  now  and  then  an  airline  merg- 
er will  turn  into  a  bad  trip.  At  Con- 
tinental Airlines  Inc.,  for  example, 
service  and  profits  have  only  recently 
started  to  recover  from  the  effects  of  a 
too-hasty  merger  with  a  failing  People 
Express  Airlines  Inc.  in  early  1987.  And 
almost  three  years  after  their  carriers 
combined,  pilots  from  Republic  Airlines 
Inc.  and  Northwest  Airlines  Inc.  are  still 
arguing  over  seniority. 

Edwin  I.  Colodny,  chairman  of  USAir 
Group  Inc.,  has  no  intention  of  botching 
his  merger — and  he  wants  no  raider  to 
benefit  from  his  handiwork.  On  Aug.  5, 
when  USAir  joins  operations  with  Pied- 
mont Aviation,  Piedmont's  identity  as  a 
separate  carrier  will  disappear,  and  a  $6 


prospects:  Wayne  A.  Davidson,  who 
heads  Bristol's  pharmaceutical  opera- 
tions, and  Jan  Leschly,  Squibb  president 
and  chief  operating  officer. 

For  now,  though,  Gelb  and  Furlaud 
must  see  how  friendship  carries  over 
into  business.  Furlaud  is  readily  defer- 
ring to  his  new  boss  in  public.  And  Gelb 
seems  likely  to  give  Furlaud  a  lot  of 
slack  in  running  pharmaceutical  opera- 
tions, which  will  account  for  about  half 
of  the  combo's  sales  and  75%  of  its  earn- 
ings. Furlaud  will  seek  synergies  but  ini- 
tially promises  a  light  touch,  tolerating 
separate  research  operations  in  Walling- 
ford.  Conn.,  and  Princeton,  N.  J.,  for  in- 
stance. He  knows  better  than  anyone 
else  that  keeping  researchers  happy  is 
vital.  After  all,  it's  the  people  in  the 
white  lab  coats  who  can  make  the  deal 
worth  every  penny  of  $11.5  billion. 

By  Joseph  Weber  and  Susan  Benway  in 
Princeton,  N.  J. 


HOSTILE  BID?  iinx  even  L;oioany,  re- 
nowned in  the  industry  for  his  mastery 
of  detail,  has  not  been  able  to  control 
every  aspect  of  this  merger.  He  must 
still  improve  Piedmont's  on-time  record, 
which  has  deteriorated  badly.  The  pilots 
of  the  two  airlines,  where  pay  structures 
vary,  have  still  not  accepted  a  transition 
agreement:  A  federal  mediator  is  now 
overseeing  the  talks.  Most  troublesome 
of  all  is  a  mid-July  filing  with  the  Securi- 
ties &  Exchange  Commission  by  a  group 
of  investors,  including  New  York's 
Steinhardt  Partners,  which  stated  that  it 
held  5.9%  of  USAir  and  that  it  might 
consider  a  bid  for  the  company. 

Since  Steinhardt's  filing,  and  since  the 
reported  rumor  that  billionaire  Marvin 
Davis  was  also  interested,  USAir's  stock 


AIRLINES 


A  PROMISING  FLIGHT  PLAN 
—IF  NO  RAIDERS  SHOW 


Will  a  takeover  threat  foil  the  USAir-Piedmont  deal? 


READY  FOR  TAKEOFF 


USAir 

Piedmont 

HUBS 

Pittsburgh 
Philadelphia 

Charlotte 
Baltimore 
Dayton 
Syracuse 

FLEET 

223  aircraft 
in  service 
105  on  order 

203  aircraft 
in  service 
3  on  order 

REVENUES' 

$2.8  billion 

$2.4  billion 

DAUY  FLIGHTS 

1,527 

1,470 

*For  1988 

DATA 

COMPANY  REPORTS 

billion  airline,  the  sixth-largest  in  the 
country,  will  start  flying. 

In  the  21  months  since  the  Transporta- 
tion Dept.  cleared  the  $1.6  billion  Pied- 
mont buyout,  Colodny  and  his  managers 
have  methodically  prepared  for  this  day. 
Piedmont  has  already  adopted  USAir's 
flight  and  maintenance  procedures.  Ne- 
gotiators have  successfully  drawn  up  se- 
niority lists  for  pilots  and  flight  atten- 
dants at  both  carriers.  Heavy 
advertising  has  informed  travelers  of 
Piedmont's  name  change.  And  workers 
have  installed  first-class  seats  in  USAir's 
planes,  in  imitation  of  Piedmont. 
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has  climbed  almost  five  points,  to  a  re- 
cent 52'/2.  Asked  about  his  firm's  plans, 
Gary  Fragin,  a  Steinhardt  general  part- 
ner, will  only  say:  "We  think  uSAir  is 
significantly  undervalued."  Many  ana- 
lysts note  that  Steinhardt's  track  record 
in  takeover  attempts  has  not  been  stel- 
lar, but  they  don't  dismiss  the  idea  that 
a  true  raider  might  emerge  to  pursue 
USAir.  Even  after  buying  Piedmont  and 
Pacific  Southwest  Airlines,  a  West  Coast 
carrier,  USAir  has  managed  to  hold  its 
long-term  debt  down  to  about  40%  of 
capital,  and  its  balance  sheet  could  sup- 
port the  debt  of  a  takeover.  The  estimat- 
ed buyout  price  for  USAir:  $85  a  share. 

A  hostile  takeover  could  mean  a  bitter 
end  to  Colodny's  disciplined  rule  as 
chairman.  For  a  decade,  the  Harvard 


fied  with  developing  USAir  from  within. 
But  with  the  takeover  wars  heating  up 
and  the  survivors  of  deregulation  dwin- 
dling, he  took  to  the  field  and  bought 
PSA  and  Piedmont.  "We  backed  into  it," 
Colodny  acknowledges.  "We  had  tO' 
merge  or  be  acquired." 

PSA  gave  Colodny  routes  on  the  West 
Coast  where  airlines  such  as  American 
Airlines  Inc.  were  expanding.  Piedmont 
resembled  USAir:  Powerful  in  the  South- 
east, it  offered  frequent  hops  in  narrow- 
body  planes  to  growing  cities  such  as 
Charlotte  and  Winston-Salem,  N.  C.  To 
manage  this  newly  acquired  empire,  Co- 
lodny moved  USAir's  headquarters  this 
year  from  a  cramped  and  leaky  hangar 
at  Washington's  National  Airport  to  a 
complex  in  nearby  Arlington,  Va. 


record  for  the  carrier.  The  questioiis 
whether  Colodny's  strategy  will  sufce 
for  the  long  term.  For  one  thing,  USir, 
which  already  has  high  labor  costs,  rrsx 
absorb  the  expense  of  adjusting  Pd- 
mont's  pay  scales  to  match  USAir's. 
GOING  GLOBAL.  At  the  same  time,  U; . 
has  to  contend  with  rivals  that  ei 
lower  labor  costs,  such  as  Continei 
which  has  no  pilots'  or  mechanics'  un 
Timothy  Pettee,  an  analyst  with  Me 
Lynch  &  Co.,  notes  that  Continenta 
competing  with  USAir  in  such  marketha 
Cleveland  and  Newark,  N.  J.:  "Contit 
tal  has  USAir  in  their  sights,"  he  s 
Others  in  USAir's  territory  include  A 
ican  in  Raleigh,  N.  C,  and  United 
lines  Inc.  at  Dulles  International  Airp 
And  while  Colodny's  focus  is  on 


THE  COMBINED  $6  BILLION  AIRLINE  WOULD  BE  SECOND  IN  SIZE  TO  AMERICAN'S  FLEET  AND  SIXTH-LARGEST  IN  THE  NATION 


University-trained  lawyer  has  followed  a 
simple  strategy  for  usAir.  The  carrier,  a 
direct  descendant  of  Pittsburgh's  Alle- 
gheny Airlines,  provided  frequent  ser- 
vice to  high-paying  executives  traveling 
to  small  and  midsize  cities  in  the  North- 
east with  little  competition  from  other 
carriers.  Colodny  also  neatly  sidestepped 
the  problem  of  profitably  filling  wide- 
body  jets  by  sticking  to  smaller  planes 
such  as  the  110-  to  150-seat  Boeing  737. 
STAINED  CARPET.  As  USAir  grew,  Co- 
lodny continued  his  hands-on  style. 
"When  Ed  goes  on  a  trip  through  a 
USAir  terminal,  he  constantly  makes 
notes,"  says  P.  Jackson  Bell,  who  was 
USAir's  chief  financial  officer  until  last 
year.  "He  sees  a  stain  on  a  carpet,  and 
he'll  call  the  manager." 

Colodny  concedes  that  were  it  not  for 
deregulation,  he  would  have  been  satis- 


Many  observers  think  that  Colodny 
has  accumulated  the  critical  mass  he 
needs  to  remain  a  force  in  the  industry. 
"Together,  Piedmont  and  USAir  repre- 
sent a  lot  of  volume  for  the  travel  agen- 
cies," says  David  Treitel,  senior  vice- 
president  of  Simat,  Helliesen  &  Eichner, 
a  New  York-based  airline  consulting 
firm.  With  a  combined  fleet  that's  sec- 
ond in  size  only  to  American's,  Colodny 
plans  to  use  his  hubs  as  jumping-off 
points  for  more  flights  to  the  West 
Coast,  Florida,  and  the  Caribbean.  And 
he  intends  to  add  modestly  to  his  small 
European  presence  with  a  flight  to 
Frankfurt,  West  Germany. 

Colodny  is  counting  on  8%-10%  annual 
growth  to  keep  USAir  a  national  competi- 
tor enjoying  some  of  the  best  margins  in 
the  industry.  Estimated  profits  of  more 
than  $200  million  for  1989  should  set  a 


U.S.,  American  and  United  are  comii 
ted  to  rapid  growth  worldwide,  a  tnid 
that  some  argue  works  against  US.r. 
"Airlines  must  look  globally,  or  the  c(l^ 
petition  will  get  your  customer,"  ex- 
tends Lee  R.  Howard,  vice-presidenttf 
Airline  Economics  Inc.,  a  Washingti. 
D.  C,  consulting  firm. 

In  the  face  of  such  criticism,  Colociy 
is  philosophical:  "You  can  only  do  |0 
much.  And  we  have  to  get  synergies  {t 
of  this  merger."  So  far,  he  has  flem- 
ished despite  the  forays  of  swashbu|:- 
lers  such  as  People  Express'  Donald' 
Burr  and  a  takeover  attempt  in  1987 
Carl  C.  Icahn.  In  the  next  decade, 
airline  will  find  out  if  his  prudent 
proach  can  hold  its  own  against  the 
test  survivors  of  deregulation. 

By  Seth  Payne,  with  Christopher  PoK, 
in  Arlington,  Va.  I 
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SOME  NAMES 
JUST  COMMUNICATE 
BETTERTHAN  OTHERS. 


Boris  Karlojf  was  Judy  Garland  nm  W.C.  Fields  was  Chubby  Checker  was 

William  Henry  Pratt  Frances  Gumm  William  Claude  Dukmfield  Ernest  Evans 


Hanis/SMisnow 


The  right  name  is  more  than  just  | 
letters  placed  end  to  end.  It's  a  badge  of 
individuality.  Keeping  that  in  mind,  we 
at  Harris/3M  have  chosen  a  new  name. 
One  that  better  represents  our  world- 
wide line  of  copiers,  facsimile  and  voice 
products.  And  one  that  communicates 
our  commitment  to  quality  and  excel-  ^ 
lent  customer  support .  Namely,  Lanier.  I  


Please  send  me  free  information  about  Lanier: 
□  Copiers  □  Fax  □  Dictation/Business  Phones 

What's  your  real  name?:  

Company  Phone  

Address  

Cit>'  State  Zip  


LANiER 

BUSINESS  SYSTEMS  WORLCWIDE 
Send  to:  Lanier  Informatton  Center/P  O,  Box  785/Davton,  OH  45401 
OrCall:  1-800-543-9598 


©1989  Lanier  Worldwide,  li 


^  HARRIS 

©Evelyn  Karlotl  represenied  by  Ihe  Roger  Richman  Agency,  Beverly  Hills  ©W  C  Fields  P'oducltons,  Inc  ©  1989  Judy  Garland  Eslale  under  license  authorized  by  Curtis  Management  Group,  Indianapolis  Indiana,  USA 
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TELECOMMUNICATIONS 


STEk.i  4>A  t  ^       Mi  FIVE  MONTHS  OF  COST-CUTTING:  "IT'S  NOT  BEEN  WITHOUT  PAIN,  BUT  PEOPLE  ARE  COOPERATING" 


IS  PAUL  STERN  TOUGH  ENOUGH 

TO  TOUGHEN  UP  NORTHERN  TELECOM? 

He  has  to  wring  more  profits  from  the  company  to  fund  an  ambitious  global  expansion 


Paul  G.  Stern  calls  it  the  War 
Room.  Located  deep  inside  the 
suburban  Toronto  headquarters 
of  Northern  Telecom  Ltd.,  it's  where  the 
new  chief  executive  monitors  his  cost- 
cutting  assault  on  the  telephone  equip- 
ment maker.  The  symbolism  isn't  lost  on 
subordinates.  Stern,  who  was  dubbed 
"The  Buzz  Saw"  by  executives  he  fired 
when  he  was  president  of  Unisys  Corp., 
uses  his  personal  computer  to  search  for 
budget  details  in  each  of  Northern's  op- 
erating units.  Five  months  after  taking 
the  job.  Stern  says  his  message  has  sunk 
in.  "It's  not  been  without  pain,"  he  says, 
"but  people  are  cooperating." 

It's  a  good  thing  they  are.  The  50- 
year-old  Stern  has  taken  control  of 
Northern  at  a  critical  time.  A  highflier 
until  last  year,  the  company  posted  a 
50%  decline  in  1988  profits,  to  $165.6  mil- 
lion, on  a  107'  gain  in  sales,  to  $5.4  bil- 
lion. Stern  must  wring  substantially 
higher  income  from  the  company's  al- 
ready lean  operations  in  the  U.  S.  and 
Canada  to  fund  an  ambitious  global  ex- 
pansion in  the  1990s.  He'll  also  have  to 
boost  Northern's  share  of  the  torrid 
transmission-equipment  market.  Other- 
wise, Northern  could  be  swallowed  by  a 
larger  rival  in  the  rapidly  consolidating 


worldwide  phone  equipment  business. 

A  crucial  first  step  will  be  to  reverse 
Northern's  earnings  slide.  Margin-sap- 
ping price  wars  in  its  best-selling  prod- 
ucts— central  office  switches  used  by 
phone  companies  and  private  branch  ex- 
changes (PBXs)  sold  to  businesses — final- 
ly caught  up  last  year  with  an  expense 
structure  that  had  been  growing  at  a 
phenomenal  20%  annual  clip.  And  rivals 
such  as  AT&T,  West  Germany's  Siemens, 
and  Japan's  NEC  and  Fujitsu  were  gain- 
ing ground. 

Something  had  to  give.  With  Chair- 
man Edmund  B.  Fitzgerald,  64,  due  to 
retire  next  spring.  Northern's  board 
wanted  a  disciplinarian.  Having  deter- 
mined that  none  of  his  top  executives  fit 
the  mold,  Fitzgerald  went  outside  for 
Stern.  A  tough  operations  manager. 
Stern  had  quit  Unisys  the  year  before, 
taking  $6.7  million  in  severance  pay  rath- 
er than  share  the  president's  office. 
THE  RIGHT  STUFF.  A  native  of  Czechoslo- 
vakia who  emigrated  to  Mexico  before 
World  War  II  with  his  parents,  Stern 
had  both  the  right  image  and  back- 
ground for  Northern.  His  family  was  in 
the  electronics  business,  and  Stern  be- 
came an  electrical  engineer  before  earn- 
ing graduate  degrees  in  physics  from 


the  Stevens  Institute  of  TechnoloL 
Hoboken,  N.  J.,  and  the  Universiiv 
Manchester  in  England.  After  school 
spent  seven  years  as  a  manager  on 
technical  side  at  IBM,  then  landed  at  I 
roughs  Corp.  before  it  became  Urn 
There  the  intense  Stern,  who  will  lift 
veil  on  his  private  life  only  to  boa.si 
his  Ferrari,  dealt  closely  with  Wash 
ton's  defense  establishment.  That 
another  draw  for  Northern,  given  it.- 
sire  to  boost  its  government  orders 

Stern  arrived  at  Northern  just  a 
posted  one  of  its  worst  years  ev( 
thanks  in  part  to  a  $200  million  charu 
the  fourth  quarter  for  plant  closn 
That  was  just  the  opening  act.  For 
next  few  years.  Stern  plans  to  hold 
search-and-development  spending  fla 
about  $700  million  a  year,  vs.  a  21' 
crease  in   1988.   And  he's  restrir' 
growth  in  capital  spending,  travel, 
administrative  expenses  to  half 
Northern's  sales  growth.  Austerity  i^u 
ready  paying  off:  First-half  earningft)f 
$117  million  were  down  just  12%  froia 
year  earlier — far  better  than  Stern  \i 
Fitzgerald  had  expected  a  few  moris 
ago.  New  orders  surged  20%  in  the  ft5t 
quarter  and  16%  in  the  second. 

With  a  weak  spot  for  pleasant  -r- 
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!S,  Wall  Street  has  bid  Northern's 
{  up  more  than  40%  since  Stern's 
'al,  to  more  than  $20  a  share.  Ana- 
J.  Michel  Guite  of  Salomon  Brothers 
cs  it  will  go  even  higher.  He  expects 
n's  cost  savings  alone  to  push  the 
c's  price  above  its  1987  precrash 
of  241/4. 

;fore  the  stock  can  really  take  off, 
gh,  Stern  must  find  new  products 

the  home-run  power  of  Northern's 
al  switches  and  PBXs.  One  may  be 
ihone  transmission  equipment.  AT&T, 
ice's  Alcatel,  Rockwell,  and  several 
nese  suppliers  dominate  the  U.  S. 
cet,  while  Northern  lags  with  only 
vs.  .a.t&T's  46%.  Currently, 
)uters  digitize  voice  calls 
data  traffic  into  computer 
uage.  Multiplexers  then 
)ress  it  to  speed  transmis- 

But  it's  an  inefficient  sys- 

hampered  by  incompatible 
pment  that  must  repeatedly 

these  digital  screams  and 
lify  them  to  j-each  their 
nations. 

D  OF  THE  PACK.'  Scientists 
ell-Northern  Research  Ltd., 
hern's  lab,  think  they've 
i  up  with  products  to  solve 
i  problems  and  leapfrog  ri- 
Their  guide  was  a  new  set 
international  standards 
m  as  synchronous  optical 
orking  (SONET),  which  will 
flit  a  single  fiber-optic 
id  to  carry  32,000  channels 
oice  and  data  messages  si- 
aneously,  quadrupling  ex- 
g  capacity.  By  fall,  North- 
will  unveil  SONET-based 
jms  that  Stern  says  will 

into  Northern's  installed 
of  switches  and  save  phone 
)anies  30%  in  future  capital 
>.  Better  yet,  the  systems' 
icial  intelligence  software 

instantaneously  reroute 
'ic  if  a  fiber  line  is  broken  or 
iged.  Roy  Merrills,  presi- 

of  Northern's  U.  S.  unit, 
lets  that  he'll  grab  nearly  half  of 
t  will  be  a  $5  billion-per-year  market 
SONET-based  equipment  by  1994— 
much  more  if  phone  companies  are 
permitted  to  carry  traffic  such  as 
-definition  cable  TV  signals.  "We're 
le  head  of  the  pack,"  he  says, 
•r  now,  anyway.  Rivals,  including 
'  and  Alcatel,  are  developing  their 
lines  of  SONET-based  systems.  Still, 
;hern  seems  to  be  following  nearly 
same  path  it  took  in  the  early  1980s, 
1  it  came  from  nowhere  to  grab  the 
5  share  of  Bell  orders  for  digital 
;hes.  Northern  jumped  out  front  af- 
LT&T  failed  to  replace  its  older  ana- 
central  office  switches  with  digital 
.  AT&T  even  let  Northern,  a  captive 


supplier  to  parent  Bell  Canada,  sell  to 
AT&T's  local  phone  companies. 

This  blunder  paved  the  way  for  orders 
that  helped  the  Canadian  upstart  double 
in  size  in  the  past  five  years.  Long-dis- 
tance carriers  MCl  Communications  Corp. 
and  U.  S.  Sprint  Communications  Co. 
also  bought  Northern  equipment  to 
route  their  calls.  Displaying  the  same 
nimbleness  in  the  corporate  market, 
Northern  floored  its  competitors  early 
on  with  a  digital  PBX  full  of  features 
such  as  one-button  call  conferencing 
that  quickly  took  hold  in  the  U.  S. 

But  Northern  had  a  hard  time  coping 
with  success.  AT&T  came  roaring  back  in 
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THE  COMPETITION  IN  PBXs 

Shore  of  U.S.  market  (percent) 


1988 

1989* 

1990* 

1991* 

AT&T 

22.0% 

25.4% 

26.9% 

27.2% 

NORTHERN 

19.1 

22.7 

23.9 

24.2 

SIEMENS/ROIM" 

23.2 

18.5 

16.0 

15.6 

MITEL 

8.3 

8.6 

9.3 

9.7 

NEC 

7.3 

6.3 

5.8 

5.5 

FUJITSU 

3.6 

3.1 

3.7 

4.2 

INTECOM 

2.1 

1.7 

1.2 

1.0 

OTHERS 

14.4 

13.7 

13.2 

12.6 

Estimates 


**lncludes  Rolm  sales  under  IBM  ownership 
DATA:  THE  EASTERN  MANAGEMENT  GROUP 


1984  with  a  faster  digital  switch  that 
vaporized  Northern's  No.  1  position. 
Worse,  when  Northern  tried  to  add  new 
features  such  as  call  waiting,  software 
bugs  and  capacity  problems  showed  up 
in  its  DMS  central  office  switches.  And 
except  for  big  contracts  in  Turkey  and 
Japan,  attempts  to  sell  the  DMS  overseas 
faltered  in  the  face  of  competition  from 
rivals  such  as  Alcatel,  which  outgunned 
Northern  to  buy  ITT  Corp.'s  extensive 
worldwide  telecommunications  opera- 
tions in  1986. 

Today,  Northern's  DMS  line  is  back  on 
track — thanks  to  what  its  R&D  chief.  Ex- 
ecutive Vice-President  John  A.  Roth, 
calls  a  "lobotomy  and  brain  transplant." 
A  $250  million  development  effort  yield- 


ed a  new  central  processor,  called  Super- 
node,  that  doubled  the  call  processing 
capacity  of  its  predecessor.  Customers 
have  been  promised  another  fivefold  in- 
crease by  the  end  of  1990,  and  Roth  says 
his  staff  will  have  no  problems  boosting 
performance  by  a  factor  of  at  least  10. 
That  should  give  phone  companies  the 
firepower  they  are  demanding.  And  it 
may  mean  that  Northern  and  AT&T  will 
share  equal  helpings  of  U.  S.  shipments, 
while  outsiders  such  as  Siemens,  L.  M. 
Ericsson,  and  NEC  are  left  with  table 
crumbs. 

GETTING  A  BOOST.  Northern  also  is  pac- 
ing the  field  in  the  cutthroat  PBX  race 
(table).  Fitzgerald's  1984  deci- 
sion to  leave  most  of  Northern's 
PBX  marketing  to  the  Baby  Bells 
and  independent  phone  compa- 
nies helped  it  avoid  the  bulk  of 
PBX  marketing  costs  and  to  cut 
annual  sales  staff  turnover  that 
had  exceeded  the  industry  aver- 
age of  20%'.  That's  crucial  in  a 
market  in  which  prices  have 
dropped  25%'  a  year  and  losses 
are  common.  Eastern  Manage- 
ment Group,  a  researcher  in 
Parsippany,  N.J.,  says  North- 
ern is  also  getting  a  boost  from 
customer  defections  after  IBM's 
decision  to  shed  its  troubled 
Rolm  Corp.  unit  to  Siemens. 
Overseas,  Northern  has  built 
PBX  assembly  plants  in  China, 
France,  and  Ireland  as  part  of  a 
strategy  to  build  an  infrastruc- 
ture for  the  eventual  sale  of 
higher-margin  central  office 
switches. 

The  idea  is  to  boost  interna- 
tional revenues  to  nearly  $6  bil- 
lion, or  roughly  as  much  as  cur- 
rent overall  sales,  by  the  year 
2000,  according  to  Northern  Te- 
lecom World  Trade  President 
Desmond  F.  Hudson.  Consider- 
ing that  overseas  sales  in  1988 
were  only  $252  million,  Hudson 
has  a  long  way  to  go. 
Northern  has  beachheads  in 
Japan,  where  it  is  the  only  outside  sup- 
plier of  switches  to  Nippon  Telegraph  & 
Telephone  Corp.,  and  in  Britain,  where  it 
has  a  $1  billion,  28%  stake  in  STC  PLC. 
Still,  telecommunications  equipment  is 
an  increasingly  treacherous  business, 
and  Stern  may  have  to  buy  a  rival  to 
boost  overseas  business — or  be  bought. 
With  competitors  joining  forces,  he  and 
Fitzgerald  acknowledge  that  to  stay  in 
the  global  equipment  game  may  mean 
recommending  that  majority  owner  BCE 
Inc.  sell  Northern  if  the  price  is  right. 
It's  a  good  bet,  though,  that  Stern  will 
make  a  lot  more  visits  to  the  War  Room 
before  that  happens. 

By  Chuck  Hawkins  in  Toronto,  with  bu- 
reau reports 
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DEC  HAS  ONE  LITTLE  WORD 
FOR  30,000  EMPLOYEES:  SELL 


Its  slump  prompts  new  products  and  an  army  to  field  them 


In  1986,  when  Kenneth  H.  Olsen,  the 
chief  executive  of  Digital  Equipment 
Corp.,  wanted  to  remind  his  vice- 
presidents  what  the  company  was  all 
about,  he  summoned  them  to  a  suburban 
warehouse  and  set  them  off  on  a  race  to 
see  who  could  unpack  and  assemble  a 
DEC  computer  system  the  fastest.  The 
uncontested  winner  was  David  W. 
Grainger,  a  6-foot,  4-inch  Canadian  who 
was  vice-president  of  field  service. 

Earlier  this  year,  when  dec's  U.  S. 
sales  faltered,  Olsen  skipped  the 
games  and  went  straight  to 
Grainger.  He  created  an  organiza- 
tion that  combines  dec's  marketing, 
sales,  and  service  units  into  one 
30,000-employee  army.  And  he  made 
the  46-year-old  Grainger,  who  is  now 
vice-president  of  U.  S.  sales  and  mar- 
keting, the  general.  Grainger's  job 
has  quickly  become  the  most  critical 
one  at  DEC.  On  July  27,  the  company 
announced  that  U.  S.  revenues  were 
flat  at  $5.7  billion  for  the  year  ended 
June  30  and  blamed  that  for  an  IS7' 
plunge  in  net  income,  to  $1.07  bil- 
lion— the  first  yearly  earnings  drop 
for  the  the  $12.7  billion  company 
since  1983. 

dec's  comeback  strategy  is  simple: 
supply  Grainger's  troops  with  a  bar- 
rage of  new  computers  and  software 
to  sell.  Starting  in  January,  DEC  be- 
gan a  series  of  product  announce- 
ments that  will  continue  through  the 
end  of  the  year.  By  then,  the  compa- 
ny will  have  new  models  in  every 
major  product  line.  "They  are  build- 
ing the  platform  for  substantial  rev- 
enue growth,"  says  analyst  Barry 
Willman  of  Sanford  C.  Bernstein  & 
Co.  "They  will  be  in  their  best  prod- 
uct position  since  1985  and  1986," 
when  new  products  fueled  dec's  me- 
teoric growth. 
BIG  BOY.  For  now,  the  heart  of  DEC's  line 
remains  its  minicomputers.  And  al- 
though rivals  such  as  Data  General 
Corp.  and  Wang  Laboratories  Inc.  are 
suffering  serious  sales  and  profit 
slumps,  dec's  huge  installed  base  almost 
guarantees  it  healthy  minicomputer 
sales  for  some  time  to  come.  For  exam- 
ple, the  V.\X/6000  series,  which  was 
beefed  up  with  the  new  VAX/6400  mod- 
el in  July,  is  expected  to  generate  reve- 
nues of  more  than  $2  billion  in  fiscal 


1990.  Meanwhile,  dec  is  trying  to  grab 
more  of  the  fast-growing  workstation 
market.  In  January,  it  launched  worksta- 
tions using  an  industry-standard  Unix 
operating  system,  or  basic  software,  in- 
stead of  dec's  proprietary  VMS  software. 
In  July,  it  added  another  aggressively 
priced  DECstation  that  is  aimed  at  under- 
cutting Sun  Microsystems  Inc.'s  new 
SparcStation. 


DEC'S  PROMISING  NEW  PRODUCTS 


Product 

Competes  with 

Est.  1992  soles* 

Billions  of  dollars 

DECSTATION 

Sun,  Hewlett-Packard 

$2.20 

3100 

workstations 

VAX  6000 

IBM  AS/400  minicomputers 

$3.40 

VAX  9000/ 

IBM  mainframes 

$2.95 

"ARIDUS" 

*Fiscal  year  ending  6/30 

DATA  SANFORD  C,  BERNSTEIN  &  CO..  INTERNATIONAL  DATA  CORP.  ESTIMATES 


The  most  important  new  product — the 
biggest  VAX  ever — is  due  out  this  fall. 
Code-named  Aridus,  it  is  expected  to  put 
dec  in  direct  competition  with  IBM  main- 
frames for  the  first  time.  And  it  is  par- 
ticularly important  for  reviving  sales  in 
the  U.  S.,  where  DEC's  largest  customers 
have  been  clamoring  for  more  powerful 
machines.  "While  the  classic  mainframe 
market  is  flat,  it  is  still  a  huge  market," 
says  Grainger.  "And  there  is  a  clear  de- 
mand for  VAXs  of  that  magnitude." 


Despite  all  the  new  iron,  anaht 
don't  expect  a  sudden  turnaround,  or 
one  thing,  Aridus  is  not  expected  t(be 
shipped  in  volume  until  January.  Inht 
meantime,  DEC  officials  have  warne^o" 
continuing  softness  in  its  U.  S.  s: 
"DEC  is  in  for  a  couple  of  tough  (| 
ters,"  says  Shao  Wang,  an  analys 
Smith  Barney,  Harris  Upham  & 
dec's  recent  earnings  announcen 
and  fear  of  a  general  slowdown  in 
U.  S.  economy  have  prompted  anal 
to  cut  estimates  of  the  company's  ii 
1990  earnings  to  $9.50  per  share 
less — well  below  the  $11  some  anal 
were  predicting  last  winter.  The  st(K 
stuck  in  the  mid-90s — not  far  fron- 
postcrash  low  of  86. 
SHIPPING  OUT.  Meanwhile,  Olsen  is 
ing  to  get  DEC  in  fighting  trim.  Hv 
imposed  a  wage  freeze  to  cut  n 
head  and  ordered  the  reorganiza 
that  created  Grainger's  new 
When   Grainger   was  promn 
Charles  E.  Shue  was  removed 
vice-president  of  U.S.  sales  and 
signed  to  special  projects.  Sev 
DEC  marketing  managers  who 
reported  to  Senior  Vice-Presu 
John  J.  Shields,  once  considers  1 
sen's  heir  apparent,  now  repor 
Grainger.    Since    taking  ^ 
Grainger  has  decentralized  the  ! 
organization,  putting  control  of 
service,  sales,  and  marketing  bn 
offices  under  a  manager  in  eac! 
gion  instead  of  a  headquarters  f 
utive.  DEC  should  now  respond  fa 
to  customers. 

Grainger's  most  promising  mo\ 
an  effort  to  target  specific  iip 
tries.  He  has  put  regional  mana. 
in  charge  of  all  employees- 
grammers,  systems  engineers, 
salespeople — who  serve  a  givt . 
dustry.  The  New  York  managei 
example,  will  supervise  all  mar 
ing  aimed  at  the  financial-ser\ 
business.  DEC  also  is  setting  up 
called  competency  centers  for 
customer  groups,  an  extension  of 
demonstration  centers  where 
tomers  watch  DEC  computers 
ning  software  for  specific  indusli : 
At  the  new  centers,  product  f 
neers  and  support  people  will 
tailor  a  system  to  a  customer's  busin 
Many  of  these  moves  echo  the  i 
sive  "back-to-the-field"  movement 
IBM  initiated  in  1986.  Like  Big  Blue 
is  trying  to  slim  down  its  oversta 
headquarters  by  moving  workers  t( 
cal  sales  offices,  where  they  can  proi 
revenue.  "We  want  more  sales})e 
with  less  overhead,"  says  Olsen.  In 
some  3,000  to  4,000  employees,  nin 
technicians  and  engineers,  will  bv 
trained  and  shifted  to  the  sales  orgai 
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In  German)^  you  can  talk  to 
an  operator  by  using  one  of  these. 


genYian  \ 

englisch 
detitscn 


DlCnONARV 


Or  talk  to  an  AT&T  Operator  by 
using  one  of  these.  ^-^-^ 


AT&T's  USADIRECT®  information  card  makes  it 
easy  to  call  home  when  you're  overseas.  Just  dial  the 
USADIRECT  access  number  for  the  country  you're 
calling  from  and  you'll  be  connected  to  an  AT&T 
Operator  in  the  US.  within  seconds.  Use  your  AT&T 
Card  or  call  collect.  It's  fast.  It's  economical.  And  it's 
available  in  over  50  countries.  For  your  information 
card,  just  call  1  800  874-4000,  Ext.  301. 


IDIRECT 


'OUR  EXPRESS  CALL  TOTHE 

BHGIUM 
OfNM/lflK 


J' 0010  HONGKONG 

_  ^  0430  on: 0  JAPAN 


STATES 

.  0)30  0010 
008  il 11 


^AT&T 


AT&T 

The  right  choice. 


©  1989  AT&T 


A  tiny  refuge  from  the  world. 
For  the  very  worldly. 

On  a  little  Caribbean  island  gem  with  the  flavor  of  France,  32  cottages 
dot  the  hillside  on  our  private  cove. 
Gourmet  cuisine.  Dedicated  personal  service.  Inviting  beach. 
Pool.  Jacuzzi.  Water  sports.  Tennis.  Piano-Bar. 
The  Manapany.  Where  sophisticated  people  can  vacation  simply. 
Simply  beauoAilly. 

HOTEl 

COTTAqES 

SAINT  EARTHS,  FRENCH  WEST  INDIES 

l  <ii  information  or  reservations,  it's  vour  travel  agent  or  Mondotels,  Inc.,  200  West  57th  St.,  New  York  1001*^, 
toll-free:  800-847-4249  (in  New  York  State,  212-757-0225;  in  Canada,  800-255-3393 
or  The  Manapanv,  St.  Earths,  590-276655, 


Reading  worth 

writing  for. 

If  you're  looking  lor  some  good  reading, 
you've  just  found  it.  The  tree  Consumer 
Information  Catalog. 

The  Catalog  lists  about  200  federal 
publications,  many  of  them  free.  They  can 
help  you  eat  right,  manage  your  money, 
stay  healthy,  plan  your  child's  education, 
learn  about  federal  benefits  and  more. 

So  sharpen  your  pencil.  Write  for  the  free 
Consumer  Information  Catalog.  And  get 
reading  worth  writing  for. 

^^^^^  Consumer  Information  Center 
'^il^  ^  Department  RW 
1^         Pueblo,  Colorado  81009 

A  public  service  of  this  publication  and 

the  Consumer  Information  Center  of  the  U  S  General  Services  Administration 
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)velopments  to  Watc 


3  BY  WILLIAM  D.  MARBACH 

K  TRACY 

ETS  THE  BEEPER 


beep;  J^;j^mr3. 


It's  not  quite  Dick 
Tracy's  wrist- 
watcJi  phone,  but 
it's  close.  Motorola 
Inc.  and  Timex 
Corp.  have  devel- 
oped a  wristwatch 
pager.  It  weighs 
less  than  2  ounces 
and  looks  and 
keeps  time  like  any 
digital  watch,  but  it 
also  is  a  fully  func- 
g  pager.  It  displays  a  caller's  phone  number,  stores 
iges  even  when  it's  turned  off,  and  records  the  time  a 
.ge  is  received.  Compatible  with  all  paging  systems,  the 
watch  operates  for  40  days  on  one  tiny  battery. 
;orola,  the  world's  largest  maker  of  pagers,  anticipates 
t  demand  from  doctors,  social  workers,  and  other  profes- 
s  who  are  tired  of  lugging  around  bulky  pagers.  The 
of  mobile  workers  who  would  find  the  device  handy  is 
ng  faster  than  the  number  of  deskbound  workers,  Mo- 
notes.  The  wristwatch  pager,  priced  at  less  than  $300, 
s  available  in  the  fall. 


OT  BREAKTHROUGH 

iJ  MAY  ADD  MUSCLE  TO  METAL 


iting  conventional  wisdom,  a  materials  scientist  at  North 
rolina  State  University  has  made  an  intriguing  discovery 
romises  much  stronger  metals.  Engineers  had  believed  it 
npossible  to  generate  an  electric  field  across  a  piece  of 
because  the  field  would  be  instantly  converted  into  a 
it.  But  when  N.  C.  State's  Hans  Conrad  applied  up  to 

volts  across  an  apparatus  containing  metals,  to  his 
se,  the  electric  field  spanned  the  material — and  signifi- 

changed  the  metal's  microstructure  and  properties. 
'1  that  is  heat-treated  in  the  presence  of  Conrad's  electric 
for  example,  doubles  in  strength,  and  copper  becomes 
as  heat-resistant.  Similar  benefits  were  produced  by 
ng  the  electric  field  while  shaping  "superplastic  al- 
-the  materials  used  in  high-tech  planes  and  other  aero- 
applications. 

sicists  who  have  studied  the  unexpected  results  still 
't  figured  out  what  the  electric  field  does  to  produce  the 
es.  But  Conrad  has  already  started  to  work  with  a  large 
1  producer.  "So  far,"  he  says,  "we  have  just  looked  at 
)  of  the  iceberg  of  possible  applications." 


STROKE  SUFFERERS,  A  CHAHCE 
:UT  THE  LOSSES 


t  you  may  feel  a  strange  tingling.  Then,  perhaps,  your 
t  arm  feels  as  if  it  fell  asleep.  When  you  finally  go  to  the 
ency  room,  the  doctors  say  you  have  had  a  stroke.  And 
if  the  time,  they  can  only  stand  by  and  watch  as  you 
suffer  permanent  brain  damage.  That's  because  there's 
itly  no  way  to  dissolve  blood  clots  in  the  brain,  which 
85%  of  strokes.  Such  clots  cut  off  the  oxygen  supply, 
g  brain  cells  to  die. 


A  new  drug  derived  from  snake  venom  may  soon  remedy 
that.  Ankrod,  made  with  Malaysian  pit  viper  venom,  appears 
to  dissolve  blood  clots  in  the  brain,  thus  reducing  the  damage. 
Researchers  think  the  substance  interferes  with  the  action  of 
fibrinogen,  which  triggers  blood  clotting. 

To  save  oxygen-starved  brain  tissue,  doctors  must  adminis- 
ter the  drug  no  more  than  six  hours  after  a  stroke  strikes. 
"We  really  don't  have  any  other  form  of  therapy,"  says  Dr. 
David  G.  Sherman,  chief  of  neurology  at  the  University  of 
Texas  Health  Sciences  Center  in  San  Antonio,  where  clinical 
trials  are  under  way.  The  experimental  drug  is  produced  by 
Knoll  Pharmaceuticals  of  West  Germany. 


A  REPORT  FROM  THE  HILL 
GIVES  HDTV  A  WEAK  RECEPTION 


ligh-definition  television  (HDTV)  has  become  the  centerpiece 
I  in  Washington's  struggle  to  boost  U.S.  competitiveness. 
Proponents  argue  that  moving  ahead  in  this  technology  is 
essential — not  only  to  help  revive  the  moribund  U.  S.  consumer 
electronics  industry  but  also  to  ensure  a  leadership  role  in 
everything  from  semiconductors  to  supercomputers. 

But  on  Aug.  1,  the  Congressional  Budget  Office  released  a 
report  dashing  those  claims.  Even  under  the  most  optimistic 
sales  forecasts,  HDTV  would  barely  affect  the  semiconductor 
industry,  the  report  concludes.  And  HDTV  would  account  for 
only  a  small  share  of  the  total  market  for  electronics  equip- 
ment. The  CBO  also  doubts  that  consumers  will  rush  to  buy  the 
pricey  sets. 

Supporters  struck  back  swiftly.  At  a  press  conference  the 
same  day.  Representatives  Don  Ritter  (R-Pa.)  and  Mel  Levine 
(D-Calif.),  who  co-chair  the  Congressional  HDTV  Caucus, 
charged  that  the  CBO  ignored  spinoff  benefits:  HDTV  will  force 
the  development  of  a  host  of  new  cutting-edge  technologies. 
"This  report  is  a  dangerous  form  of  nonsense,"  says  Levine. 


THIS  CAMERA  GETS  THE  RED  OUT 
OF  YOUR  EYES 


It  happens  all  the  time:  Af- 
ter the  party,  the  pictures 
come  back  from  the  developer 
and,  sure  enough,  someone 
has  bright  red  eyes.  The  rea- 
son is  that  people's  eyes  di- 
late when  light  levels  are 
low — which,  of  course,  is  pre- 
cisely when  you  need  a  flash. 
If  anyone  looks  directly  at  a 
camera  with  a  built-in  flash, 
the  light  will  reflect  off  the 
retina  at  the  back  of  his  or 
her  eyes.  Since  the  retina  is  red,  the  result  is  red-eye  glare. 

To  solve  this  problem,  Olympus  Corp.  has  developed  a  new 
flash  system  that  emits  several  short  "preflash"  bursts  of 
light  before  the  camera's  lens  opens.  The  eyes  of  anyone 
looking  at  the  camera  react  to  these  bursts  by  contracting. 
After  the  pupils  in  their  eyes  begin  to  shrink,  reducing  the 
amount  of  light  that  can  be  reflected  off  the  retina,  the  cam- 
era flashes  a  final  time  and  takes  the  picture.  All  this  happens 
in  a  mere  twinkling  of  an  eye. 

The  new  multiflash  will  be  introduced  in  September  on  the 
Olympus  Infinity  Zoom  200.  This  35mm  "point-and-shoot"  cam- 
era, which  will  list  at  $440  and  probably  be  discounted  to  a 
little  less  than  $300,  also  has  automatic  focusing  and  exposure, 
a  zoom  lens,  and  other  convenience  features. 


i TECHNOLOGY 


BUSINESS  WEEK/AUGUST  14.  1989  89 


SEMICONDUaORSI 


TAIWAN  GOES  FOR  BROKE 
ON  SEMICONDUCTORS 


Silicon  Island?  Well,  first  it  must  weather  a  shakeout  or  two 


Silicon  Valley  was  the  prototype. 
Then  came  Scotland's  Silicon  Glen 
and  the  Silicon  Forest  in  the  Pacif- 
ic Northwest,  among  others.  Now,  an- 
other clone  of  California's  high-tech  en- 
clave is  in  the  offing:  Silicon  Island, 
better  known  as  Taiwan. 

For  years,  the  government  of  Taiwan, 
worried  about  falling  behind  in  technol- 
ogy, has  been  trying  to  goad  prosperous 
low-tech  companies  into  taking  the 
plunge  into  chips.  Taiwanese  capitalists 
hesitated,  aware  of  their  own  ignorance 
as  well  as  the  highly  volatile  nature  of 
the  semiconductor  business.  But  with 
South  Korea  forging  ahead,  lavishing 
billions  on  chipmaking  plants,  the  prod- 
ding has  intensified. 

Resistance  is  finally  crumbling.  Tai- 
wan companies  are  shelling  out  more 
than  $1.2  billion  to  build  six  chipmaking 
plants.  The  first  began  churning  out 
small  volumes  of  chips  in  June,  and  an- 
other will  start  up  before  yearend.  When 
all  six  are  up  and  running  in 
1992,  Taiwan  aims  to  supply 
some  i'"'  of  the  world's  de- 
mand for  chips — leapfrogging 
every  European  country  to 
become  the  No.  4  supplier, 
trailing  only  Japan,  the  U.  S.. 
and  Korea. 

FIELD  OF  DREAMS.  The  hub  of 

activity  is  the  Hsinchu  Sci- 
ence-based Industrial  Park, 
about  50  miles  south  of  Tai- 
pei. There  the  atmosphere 
crackles  with  the  same  kind 
of  electricity  that  charges 
Silicon   Valley.  "Put 
three   guys   and  an 
idea  together,  and 
they'll  go  out  and 
start  some- 
thing," declares 
James  Dykes, 
who  spent  18 
months  in  Tai- 
wan before  be- 
coming president 
early  this  year  of 
Signetics   Co.,  the 
California  chipmaking 
subsidiary  of  Philips  of  the 
Netliorlands. 


Until  mid-1988,  Taiwan  had  only  two 
wafer  fabrication  facilities,  or  "fabs," 
where  hundreds  of  chips  are  etched  on 
silicon  disks.  Two  others  came  on  stream 
in  the  second  half  of  last  year,  and  this 
year's  two  additions  will  bring  the  total 
to  six.  Over  the  next  couple  of  years, 
four  more  wafer  fabs  are  slated  to 
sprout  up  at  the  corners  of  a  huge  emp- 
ty field  in  Hsinchu.  If  all  of  this  planned 
capacity  becomes  reality,  Taiwan's  chip 
revenues  could  climb  to  $3.1  billion  in 
1992,  Dataquest  Inc.  calculates.  "They're 
going  to  be  a  major  force,"  predicts  Da- 
vid L.  Angel,  director  of  semiconductor 
services  at  the  San  Jose  (Calif.)  market 
research  company. 

But  the  big  push  in  chips  entails 
equally  big  risks.  Taiwan's  startup  chip- 
makers  tend  to  be  rather  cocky — they 
haven't  yet  lived  through  the  pain  of  the 
industry's  periodic  and  seemingly  un- 
avoidable downturns.  Moreover,  nurtur- 
ing a  thriving  chip  industry 
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mean  abandoning  the  relative  safet; 
custom  circuits,  which  are  producec 
order  for  manufacturers  of  prod 
ranging  from  telephones  to  toys.  In  a 
tion  to  making  these  semiconductors 
chip  companies  will  be  branching 
into  the  mass  market  for  comp 
memory  chips,  and  dynamic  randon 
cess  memory  (DRAM)  prices  fall  the  J 
est  and  hardest  during  slumps.  "If  s 
kind  of  minor  recession  occurs,  the 
vival  of  one  of  these  plants  is  in 
ger,"  warns  Ronald  Chwang,  senior 
president  of  Acer  Inc.,  Taiwan's  lar 
computer  maker. 

TOUGH  CROWD.  Getting  into  DRA.MS 
pit  Taiwan  against  hardball  Japa, 
and  Korean  rivals,  both  of  whom  1 
shown  they  are  willing  to  absorb  lo 
to  "buy"  market  share.  The  Kor 
had  to  learn  to  play  rough  quicklj 
cause,  unlike  Taiwan,  they  jumpec 
rectly  into  the  hotly  contested 
business.  If  either  Japan  or  Korea 
alone  both — decides  to  head  Taiwar 
at  the  pass,  "some  of  these  comp; 
are  not  going  to  make  it,"  says  Ak 
der  Au,  president  of  Vitelic  Corp. 
Jose  chipinaker  that  plans  a  $100  m 
plant  in  Hsinchu.  "People  underesti 
how  much  financial  and  technica 
sources  are  needed  to  be  successfu 
Today,  though,  such  worries  sec 
distant  threat.  United  Microelectn 
Corp.  (UMC)  is  raking  in  so  many  oi 
that  its  old  plant,  designed  to  pn 
20,000  wafers  a  month, 
groaning  to  handle  as 
as  60.000  before  its  se| 
fab  opened  in  June.  No 
away,  Hualon  Microelec 
ics  Corp.  is  also  burstin 
seams.  Lacking  enougl 
fices  for  its  new  hires,  i 
tral   courtyard   is  t 
roofed  over. 
The  boom  amazes  C.  IV 
Chang,  a  U.  S.  chipm 
veteran  who  came  to  T; 
in  1985  to  help  launc 
semiconductor  industr 
is  chairman  of  UM' 
Taiwan  Semico 
tor  Manufact 

Corp.  (TSMC), 

started  at 
ernment 
pense  bee 
sufficient 
vate  bai 
could  not  1 
tained.  C'l 
worries  that  t 
dustry   could  a 
trouble  getting  eiui 
business  to  keep  it: 
tories  busy.  "It's  goi; 
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merica  is  hooked  on  foreign 
i.  Today^  we  import  almost  40 
;rcent  of  the  oil  we  use— even 
ore  than  in  1973^  when  the 
rab  embargo  plunged  us  into 
is  lines^  rationings  and 
cession. 

The  more  we  can  use  nuclear 
lergy  instead  of  imported 
1;  to  generate  electricity  the 
ss  we  have  to  depend  on 
reign  nations. 


The  110  nuclear  plants  in  the 
U.S.  have  cut  our  foreign  oil 
dependence  by  over  three  billion 
barrels  since  1973.  And  they 
have  cut  foreign  oil  payments  by 
over  one  hundred  billion  dollars. 

But  110  nuclear  plants  will  not 
be  enough  to  meet  our  growing 
electricity  demand.  More  plants 
are  needed. 

To  help  kick  the  foreign  oil 
habit^  we  need  to  rely  more  on 


our  own  energy  sources^ 


like 


nuclear  energy. 

For  a  free  booklet  on  nuclear 
energy  write  to  the  U.S.  Council 
for  Energy 

Awareness^  j 
P.O.  Box  66103,  I 
Dept.  SN26, 

Washington,  ^^^"^ 
D.C.  20035.  ""^^'^^ 

U.S.  COUNCIL  FOR  ENERGY  AWARENESS 


?89  USCEA 


Nuclear  energy  means  more  energy  independence. 


e 


take  a  lot  of  design  ingenuity  and  mar- 
keting savvy,"  he  says. 

Two  of  Taiwan's  bigger  gamblers  may 
find  that  a  tough  challenge,  since  they 
are  chipmaking  neophytes.  Hualon  Mi- 
croelectronics and  Winbond  Electronics 
Corp.  were  both  founded  in  1987  by  tra- 
ditional low-tech  companies.  Hualon  is 
owned  by  a  big  textile,  insurance,  and 
trading  conglomerate,  while  Winbond's 
main  shareholder  is  Walsin  Lihwa  Elec- 
tric Wire  &  Cable  Ltd.  Formosa  Plastics 
Group  has  plans  to  join  the  rush,  too. 

For  all  three,  initial  doubts  were  ban- 
ished by  the  success  of  UMC  and  TSMC. 
Launched  in  1980,  UMC  has  been  profit- 
able every  year  since  1982,  and  after  its 
initial  public  offering  in  1985,  it  became 
a  stock  market  darling.  Last  year,  UMC 
netted  $26.4  million  on  sales  of  $120  mil- 
lion, and  it  expects  revenues  to  rocket  to 
$400  million  next  year.  Similarly,  T.SMC, 
which  is  27'/'<:-owned  by  Philips,  turned 
profitable  just  15  months  after  starting 
up  in  1987.  It  expects  1989  sales  to  jump 
to  $85  million,  up  2507^  from  last  year. 
PAPER  BAIT.  Money  is  the  honey  for  for- 
eign newcomers  such  as  Texas  Instru- 
ments Inc.,  which  in  May  formed  a  joint 
venture  with  Acer  to  build  a  $250  million 
DR.\M  fab.  Buoyed  by  healthy  export 
earnings,  the  island's  stock  market  has 
been  soaring.  Local  companies  find  it 
easy  to  raise  the  cash  for  megabucks 
investments.  Acer  will  tickle  the  market 
for  $140  million,  mainly  for  the  new  fab. 
And  UMC  plans  a  $100  million  issue  to 
finance  its  next  expansion  phase. 

But  the  stock  market  craze  also 
makes  it  harder  to  keep  talented  people. 
Taiwan  companies  routinely  offer  low- 
priced  stock  to  all  employees  whenever  a 
new  issue  is  floated.  With  share  prices 
rising  so  rapidly,  workers  can  earn  two 
to  four  years'  salary  by  selling  their 
shares  in  one  company  and  jumping  to 
another.  "Now  engineers  are  more  inter- 
ested in  stock  than  in  salary,"  gripes  Liu 
Ing-dar,  executive  vice-president  of  UMC. 
The  competition  for  engineers  and  man- 
agers is  stiff  because  the  island  has  only 
a  tiny  core  of  people  experienced  in  chip- 
making.  While  a  few  Chinese-Americans 
have  been  enticed  to  Taiwan,  the  start- 
ups will  have  to  poach  people  from  near- 
by producers. 

Taiwan  and  Korea  launched  their  chip 
industries  with  different  objectives,  but 
their  strategies  are  now  converging — 
with  both  aiming  to  be  major  factors  in 
volume  markets.  Today,  most  market 
studies  lump  the  two  under  a  catch-all, 
"rest  of  world"  category.  That  aspersion 
will  no  doubt  vanish  when  they  outstrip 
every  European  country.  "By  1991,  Eu- 
rope will  be  the  rest  of  the  world,"  says 
Klaus  C.  Weimer,  the  German-born  U.  S. 
citizen  who  heads  TSMC. 

By  Dori  Jones  Yang  in  Hsinchu,  Taiwan, 
with  Robert  Hof  in  San  Francisco 


DEFENDANTS  I 


ERNEST  SAUNDERS  MARKETS 
HIS  INNOCENCE 


The  former  Guinness  chairman  bids  for  public  sympathy 


The  tall,  white-haired  man  waiting 
by  the  bar  in  a  London  restaurant 
used  to  be  a  fastidious  dresser. 
But  tonight  he  looks  distinctly  down  at 
the  heels.  The  top  button  on  his  blue 
shirt  is  undone,  and  his  slightly  crum- 
pled maroon  tie  rests  at  three-quarters 
mast.  The  first  thing  out  of  his  mouth  is 
a  complaint  about  his  long,  hot  trip  on 
the  London  Underground.  "A  bit  of  a 
change  for  somebody  who  used  to  travel 
everywhere  in  the  back  of  a  chauffeur- 
driven  car,"  he  says,  driving  home  the 
point  none  too  subtly. 

Reacquaint  yourself  with  Ernest  W. 
Saunders.  Once  acclaimed  for  turning 
sleepy  brewer  Guinness  Pl.C  into  the 
world's  most  profitable  liquor  combine, 
his  comfortable  world  ended  with  a  bang 
three  years  ago.  Fired  from  his  chair- 
man's post,  Saunders  was  widely  pillo- 
ried as  the  architect  of  a  scheme  to  ma- 
nipulate Guinness'  stock  during  its  1986 
takeover  of  Distillers  Co.  He  was  soon 
arrested  and  charged  with  49  criminal 
offenses,  including  various  violations  of 


securities  laws,  theft,  and  falsifying 
destroying  documents.  But  the  whee 
British  justice  grind  slowly.  Saun 
53,  is  still  awaiting  trial. 

Now  this  marketing  whiz  is  vigon 
promoting  a  new  product:  Er 
Saunders,  Innocent  Victim.  With  his 
finally  set  for  January,  Saunders  fig 
it's  a  good  time  to  present  his  versi( 
events,  and  perhaps  to  gain  public 
pathy  for  his  long,  agonizing  wai1 
justice.  The  centerpiece  of  his  pitch 
new  biography  of  Saunders  by  hii 
year-old  son,  James.  Titled  Nightn 
The  Ernest  Sautiders  Story,  the 
presents  its  hero  as  an  unwitting 
of  superslick  financial  advisers.  "It 
only  thing  he  knows — how  to  adv< 
things,  package  them,"  says  Noi 
Turner,  Saunders'  former  lawyer, 
you  blame  him  for  trying  to  put  thr 
to  the  public  that  he's  not  the  evil  g( 
he  was  painted  at  the  time?" 

But  will  jurors  swallow  a  defeni 
blissful  ignorance?  Former  Guinnes; 
leagues  and  advisers  recall  him 


I) 
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s-on  boss  who  worked  18  hours  a 
and  drove  his  troops  hard.  He  re- 
'd  managers  at  dozens  of  divisions 
ind  in  every  week's  results,  a  big 
ge  for  Guinness  and  an  unusual 
ice  for  a  British  conglomerate.  "He 
in  charge  of  every  matter,"  says 
former  Guinness  executive  who  is 
m  of  Saunders.  "He  was  the  undis- 
1  leader." 

ice  his  downfall,  Saunders'  life  has 
well,  a  nightmare.  A  man  whom 

er  colleagues  describe  as  craving 

ant  approval  suddenly  found  him- 

a  publicly  excoriated  villain.  One 

■  that  really  brought  home  his  fall: 

mantelpiece,  piled  six  deep  with 

;ings  and  party  invitations  at  Christ- 
1985,  was  almost  barren  the  next 
In  Nightmare,  his  son  writes  that 

ders  went  into  an  emotional  tailspin 

resulted  in  hospitalization 

stress.  The  book  says 

ders'  wife,  Carole,  suf- 
two  breakdowns  and  lives 

le  family's  Swiss  apart- 

.  Saunders  now  has  lots  of 
time  on  his  hands.  He 

3  with  his  lawyers,  putters 

id  the  house,  and  some- 
visits  bookshops  for  im- 

ptu  book-signings. 

employable,  Saunders  has 

I  his  financial  woes  mount- 

3  the  case  drags  on.  Legal 
quickly  used  up  about 

)00  in  savings,  and  he  sold 

amily's  $1.3  million  coun- 
ome  to  pay  his  bills.  In 
on  to  the  criminal  case, 

also  defending  a  lawsuit 

;ht  by  the  new  Guinness 
gement.  It  seeks  return  of 
ret  $8.5  million  payment 
in  connection  with  the  Distillers 
n  a  deposition,  Saunders  said  the 
y  was  paid  to  former  Guinness  di- 
•  Thomas  J.  Ward  for  services  dur- 
le  bid.  But  the  board  never  autho- 
the  payment.  Also,  $4.9  million  of 
ish  resided  in  Saunders'  Swiss  bank 
nt  before  being  transferred  to 
,  who  had  the  rest  of  the  cash. 
:N  ASSETS.  Saunders  claims  he  kept 
of  the  money  himself.  Yet  the  new 
less  management  got  his  family's 
h  assets  frozen  in  a  so-far  vain  at- 
to  retrieve  some  of  the  cash.  In 
1988,  he  finally  won  permission  to 
oney  from  his  children's  trust  fund 
y  a  small,  $300,000  house  in  Lon- 
3ut  for  several  months,  Saunders 
his  family  had  to  live  "like  gypsies, 
g  from  house  to  house  and  de- 
;ig  on  the  charity  of  friends."  Guin- 
iiays  it's  merely  acting  in  the  inter- 
f  shareholders,  but  Saunders  sees 
detta:  "Guinness  didn't  just  want 
!  me,  they  wanted  to  trample  me." 
fall  from  grace  was  a  stunning 


reversal  for  a  man  who  had  overcome 
much  adversity  on  his  way  up.  Born 
Ernst  Schleyer  in  Vienna,  he  arrived  in 
Britain  at  age  2  with  his  Jewish  family, 
which  was  fleeing  the  Nazis.  Although 
the  family  changed  its  name  and  con- 
verted to  the  Anglican  Church,  Saunders 
remembers  being  taunted  as  a  foreigner. 
Determined  to  fit  in,  he  eventually  made 
his  way  to  Cambridge  University.  He 
then  served  stints  in  marketing  at  sever- 
al companies,  including  J.  Walter 
Thompson,  Beeeham,  and  Nestle. 

Recruited  to  head  a  hapless  Guinness 
in  1981,  he  quickly  revived  sagging  sales 
of  the  company's  flagship  stout  beer 
with  heavy  spending  on  clever  ads.  He 
also  disposed  of  more  than  140  peripher- 
al businesses.  By  mid-1985,  pretax  prof- 
its had  more  than  doubled,  to  $140.1  mil- 
lion. Anxious  to  vault  Guinness  into  the 


THE  CHAIRMAN'S 
LENGTHY  'NIGHTMARE' 


APRIL,  1986  Guinness  beats  rival  bidder  Argyll  Group  in 
contest  for  Distillers  Co.,  paying  $4.1  billion  in  Guinness 
stock  and  cash 

DECEMBER,  1986  Suspecting  Guinness  executives  and  advis- 
ers of  manipulating  the  company's  stock  price  to  make  its  bid 
more  valuable,  British  government  inspectors  launch  sur- 
prise raid  on  Guinness  headquarters 

JANUARY,  1987  As  scandal  unfolds.  Guinness  directors  fire 
Ernest  Saunders  as  chairman  and  chief  executive 

MAY,  1987  Saunders  arrested,  spends  night  in  jail 

DECEMBER,  1 988  Saunders  receives  legal  aid  after  protracted 
battle  to  prove  he  cannot  afford  counsel 

JANUARY,  1990  Trial  of  Saunders  and  sbc  co-defendants 
scheduled  to  begin 


big  leagues  in  a  hurry,  Saunders  that 
year  paid  $605  million  for  Arthur  Bell  & 
Sons  PLC,  a  midsize  Scotch  producer. 
Saunders,  some  say,  proved  he  could 
play  rough.  To  get  information  about 
Bell,  according  to  people  who  worked  on 
the  deal,  a  Guinness  employee  even 
posed  as  a  Scottish  newspaper  reporter 
to  quiz  Bell's  chairman.  Saunders  denies 
any  knowledge  of  the  plan,  but  the  em- 
ployee says  the  boss  was  aware. 

Five  months  later  came  the  $4.1  billion 
megabid  for  Distillers,  at  the  time  Brit- 
ain's largest  takeover.  Then  came  trou- 
ble. The  government  charges  Saunders 
and  six  co-defendants  with  lining  up  se- 
cret investors  to  buy  huge  numbers  of 
Guinness  shares,  in  violation  of  securi- 
ties laws,  during  the  takeover.  Why 
would  they  bother?  Because  Guinness' 
offer  was  largely  a  swap  of  its  shares 
for  Distillers',  and  a  counterbid  from  ri- 
val Argyll  Group  PLC  threatened  to  scut- 
tle the  deal.  When  the  value  of  Guinness 
shares  rose,  so  did  the  value  of  its  offer. 

Saunders  doesn't  deny  that  there  was 


a  scheme  to  inflate  the  stock  but  insists 
he  knew  nothing  about  it.  He  claims  to 
have  understood  little  about  finance  or 
takeovers  and  insists  he  was  scapegoat 
for  a  government  that  was  anxious  to 
prove  it  could  control  London's  free- 
wheeling markets.  "I  was  always  funda- 
mentally a  marketing  guy,"  he  says.  "I 
delegated  the  bid  tactics  to  people  I 
trusted."  The  man  "in  charge"  of  the 
bid,  he  says,  was  Olivier  Roux,  the  for- 
mer Guinness  finance  director  who  will 
be  a  star  prosecution  witness  at  the  tri- 
al. Roux,  who  was  not  charged  in  the 
case,  declined  to  comment. 

Saunders  wasn't  the  only  prominent 
loser.  The  scandal  forced  the  resigna- 
tions of  the  CEO  and  two  other  execu- 
tives at  Morgan  Grenfell  Group  PLC, 
Guinness'  investment  bank.  One  of 
them,  Roger  Seelig,  will  be  a  Saunders 
co-defendant.  Among  the  oth- 
ers who  will  join  him  in  the 
dock:  Gerald  M.  Ronson,  owner 
of  the  $1.2  billion-a-year  Heron 
International  PLC;  Lord  Spens, 
a  former  managing  director  at 
merchant  bank  Henry  Ans- 
bacher  &  Co.;  and  David  May- 
hew,  a  top  executive  at  stock- 
broker Cazenove  &  Co.  All 
have  pleaded  not  guilty. 
BOMBSHELL.  In  part,  Saunders 
has  had  to  wait  so  long  for  a 
trial  because  the  case  is  com- 
plex. He  has  also  been  em- 
broiled in  a  battle  to  win  gov- 
ernment legal  aid.  Although  he 
claims  to  be  nearly  destitute, 
the  courts  denied  his  applica- 
tion four  times.  Two  sets  of 
lawyers  quit,  fearing  they 
wouldn't  get  paid.  He  finally 
won  legal  aid  last  December, 
and  now  has  a  third  set  of  lawyers. 

In  April,  the  government  dropped  an- 
other bombshell.  To  simplify  the  com- 
plex case  for  the  jury,  it  proposed  to 
split  the  trial  into  two,  probably  arrang- 
ing them  by  transaction.  Only  Saunders, 
who  intends  to  fight  the  two-trial  plan  at 
hearings  in  September,  would  be  in  the 
dock  for  both.  He  wonders  how  the  jury 
in  the  second  trial  could  possibly  be  pro- 
tected from  hearing  about  the  results  in 
the  first.  He  likens  his  situation  to  the 
surreal  fiction  of  Franz  Kafka. 

Saunders'  predicament  is  all  too  real, 
though.  And  soon  he  will  face  what 
could  be  his  toughest  marketing  assign- 
ment yet:  convincing  12  jurors  that  he 
shouldn't  go  to  jail.  Says  Brian  Basham, 
a  consultant  who  worked  closely  with 
Saunders  but  later  fell  out  with  the 
Guinness  chief:  "I  don't  see  how  he  can 
say,  'I  revived  this  company  single-han- 
dedly, but  I  didn't  know  anything  about 
the  biggest  bid  in  U.  K.  history.'  He's 
just  too  good  to  get  away  with  that." 

By  Mark  Maremont  in  London 
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POLITICS  ■ 


LOOK  WHO'S  SETTING 
THE  HOUSE  ON  FIRE 


Newt  Gingrich  and  his  conservative  cohorts  are  gaining  ground  with  new  social  programs 


Three  years  ago,  when  the  Demo- 
cratic majority  in  the  House  pro- 
posed raising  the  minimum  wage 
by  more  than  a  dollar  an  hour,  Repre- 
sentative Thomas  E.  Petri  (R-Wis.)  head- 
ed for  the  library.  "I  looked  at  50  years 
of  the  history  of  minimum-wage  fights," 
recalls  the  top  Republican  on  the  House 
labor  subcommittee,  "and  it  reads  like  a 
political  set  piece.  Republicans  say  no. 
Then  they  lose.  It  was  clear  we  couldn't 
fight  without  an  alternative." 

So,  rather  than  stage  the  standard  Re- 
publican nay-saying  defense,  Petri  pro- 
posed a  major  expansion  of  the  earned- 
income  tax  credit.  Today,  the  minimum- 
wage  increase  is  stalled  after  Bush's 
veto,  but  Petri's  proposal,  which  pro- 
vides cash  subsidies  to  the  working  poor, 
is  a  major  component  of  a  child-care  bill 
that  is  rolling  through  Congress. 


It's  a  sign  of  the  times  that  an  idea 
sponsored  by  a  conservative  Republican 
has  been  widely  embraced  on  Capitol 
Hill,  particularly  by  liberal  Democrats. 
House  Republicans,  ignored  for  years, 
have  suddenly  become  a  font  of  ideas. 
And  by  taking  the  initiative  on  a  number 
of  social  issues,  they  have  won  some 
important  political  ground. 
WAR  OF  IDEAS.  Much  of  the  credit  for 
this  transformation  goes  to  Minority 
Whip  Newt  Gingrich  (R-Ga.).  Gingrich 
has  received  a  lot  of  attention  for  his 
role  as  the  House  Republican  pit  bull 
who  brought  down  former  Speaker  Jim 
Wright. 

Gingrich  has  his  own  problems  right 
now,  as  the  ethics  committee  begins  a 
probe  of  allegations  that  he  violated 
House  rules.  But  no  matter  what  hap- 
pens to  him,  he  and  his  colleagues  in  the 


self-styled  Conservative  Opportunity 
ciety  (COS)  have  given  Republicans  an 
pealing  new  image.  They  still  are 
from  translating  their  nostrums  into  i 
jority  control  of  Congress.  And  they  Ci 
tinue   to   promote   such  threadbie 
themes  as  a  balanced-budget  ameJ- 
ment  to  the  Constitution.  But  they  hae 
gotten  enough  intriguing  possibiliu- 
into  the  mix  to  take  a  lead  in  the  polit 
war  of  ideas,  and  they  have  the  De: 
crats  on  the  defensive. 

These  so-called  Compassionate  ( 
servatives  describe  their  approach  to 
cial  problems  as  one  of  "empowermei 
Rejecting  both  traditional  liberalis 
love  of  big  government  and  the  do-nm- 
ing  attitude  of  the  Old  Right,  they  acj- 
cate  programs  that  will  help  the  pia 
help  themselves  but  keep  both  buro 
cracy  and  administrative  expense  t 


ENTITLEMENT  VS.  EMPOWERMENT 


Here's  how  the  'Compassionate  Conservatives'  would  cham 
the  approach  to  some  social  problems 


WELFARE  AHD  RETIREMENT  PROGRAMS 

Traditional:  Change  formulas  for  entitlement  programs. 
Index  benefits  to  reflect  inflation 

CC:  Eanied-income  tax  credits  for  working  poor.  Index  ta 
free  contributions  to  individual  retirement  accounts 


HOUSING 

Traditional:  Rent  subsidies  for  tenants.  Federal  redevelop- 
ment and  rehabilitation  grants  for  developers 
CC:  Rent  vouchers  for  use  outside  of  housing  projects.  Te 
ant-management  programs.  Sale  of  units  to  renters 

SOCIAL  AND  LABOR  PROBLEMS 

Traditional:  Regular  increases  in  the  minimum  wage.  Man 
dated  benefits  and  labor-standards  laws 
CC:  Expand  tax  credits  for  working  families  with  children. 
Ease  rules  on  working  at  home 

EDUCATION  j 

Traditional:  Federal  aid  for  a  host  of  grants  ' 
CC:  Tax-free  IRAs  for  college  tuition.  Grants  to  school  wit 
open  enrollment.  Short-term  grants  for  'bootstrap'  schools 

HEALTH  CARE 

Traditional:  Medicare  for  the  elderly.  Medicaid  for  the  po( 
Catastrophic-illness  insurance  programs 
CC:  More  emphasis  on  home  health  cai"e,  medicare  buy-in 
risk  pools  for  health  insurance 
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GOVEf- 


feu  Ve  waited  years  to 
buy  a  new  car. 

Don't  blow  it  now. 

They  haven't  invented  the  disposable  car  yet, 
lOUgh  they've  come  pretty  close. 
Until  they  do,  the  car  you  buy  today  is  the  one 
I're  going  to  live  with  for  quite  a  while. 
So  don't  get  the  wrong  car. 
Don't  fall  for  one  that  looks  impressive  but  isn't 
ctical.  Status  won't  help  you  on  rain-slick  roads 
;now-clad  hills.  Saab's  front-wheel  drive  will. 
Don't  settle  for  a  boring  car  for  safety's  sake. 
Any  Saab  owner  will  tell  you  a  Saab's  more  fun 
Irive  than  anything  remotely  comparable.  Yet 
jcent  insurance  industry  report  ranked  Saabs 
t  in  nearly  every  class  in  frequency  of  personal 
iry  claims. 

Don't  pay  a  gas  guzzler's  tax  just  to  get 
formance. 

;  are  intelligently  priced  from  $16,995  to  $32,095.  900  Turbo  shown  here:  $24,345. 

'acturer's  suggested  retail  prices  not  including  taxes,  license,  freight,  dealer  charges  or  options.  Prices  subiect  to  change.  ©  1989  Saab-Scania  of  America,  Inc. 


Three  stock  9000  Turbos  averaged  132  mph  for 
62,000  miles  in  21  days  straight  driving  without  a 
breakdown.  Yet  this  same  powerplant  uses  Saab's 
Automatic  Performance  Control  to  achieve  efficiency 
you'll  be  glad  you  have  when  the  next  gas  crunch 
comes. 

Look  at  it  this  way 

There  are  a  lot  of  cars  out  there  with  some  of 
what  Saab  offers.  But  if  you  want  it  all,  test  drive  a 
Saab  before  you  take  the  plunge. 

You've  come  so  far. 

Don't  blow  it  now. 


E 


overnment 


minimum.  The  idea  translates  into  ex- 
panded tax  credits  for  cliild  care  and  the 
working  disabled,  tenant  management  of 
public  housing  projects,  rent  vouchers 
for  people  who  want  to  escape  drug- 
infested  neighborhoods,  and  stronger  af- 
firmative-action policies. 

"Our  approach  begins  with  the  in- 
dividual and  works  back  up  to  the 
government,  rather  than  having  thr 
government  hand  out  the  goodies,' 
says  Representative  Steve  Bartleti 
(R-Tex.),  chairman  of  the  House  Re- 
publican Research  Committee's  em- 
powerment task  force.  Adds  Ging- 
rich: "Giving  some  people  enormous 
power  and  calling  them  bureau- 
crats, and  depriving  other  people  of 
power  and  making  them  clients  of 
the  bureaucracy,  rather  than  citi- 
zens, is  in  the  long  run  debilitating 
and  corrupting." 

REPAINTING  HUD.  The  Republicans 
are  beginning  to  put  this  philosophy 
into  effect  at  the  scandal-soaked 
Housing  &  Urban  Development 
Dept.  At  HUD,  the  combination  of 
Reagan  antigovernment  rhetoric 
and  the  continuation  of  traditional 
subsidy  programs  led  to  a  catastro- 
phe of  fraud  and  corruption.  Now, 


under  the  leadership  of  Secretary  Jack 
F.  Kemp,  another  pillar  of  the  new  right, 
HUD  is  the  perfect  place  for  conservative 
experimentation. 

A  trademark  of  the  new  conservative 
movement  is  that  badmouthing  the  Rea^ 
gan  record  is  no  sin.  Gingrich  and  his 


WEBER:  MOVING  UP  IN  THE  HOUSE  LEADERSHIP 


colleagues  can  say  what  George  Esl 
can  only  imply.  For  example,  says  C 
rich,  "one  of  the  gravest  mistake 
Reagan  Administration  made  was  1;. 
to  lead  on  civil  rights."  The  Georgia 
gressman,  whose  suburban  Atlanta 
trict  is  95%  white,  says  that  Reagi'' 
failure  to  recruit  blacks  and 
minorities  left  the  Republican  P 
"too  small,  too  unprofessional, 
too  weak." 

ASTUTE  IDEAS.  Many  policy  exp 
think  the  New  Right  is  on  to  si 
thing.  "These  ideas  have  a  In 
merit  and  a  lot  of  appeal,"  ; 
Margery  A.  Turner,  directoi 
housing  research  programs  foi- 
Urban  Institute,  a  centrist  t 
tank.  "They  reflect  the  hope.s 
fears  of  minorities."  Adds  Hi 
Aaron,  a  top  welfare  official  in 
Carter  Administration:  "In  a 
tain  profound  sense,  the  const 
tives  are  absolutely  right, 
idea  of  encouraging  work,  gi 
people  a  stake  in  their  neigh 
hoods,  is  astute.  This  is  ex; 
what  Republican  planners  shoul 
doing  if  they  want  to  expand  t 
political  base." 
For  all  their  ideas,  though, 


iblicans  still  have  some  holes  in 
solutions.  The  cos  crowd,  for  exam- 
is  calling  for  demonstration 
ts — ^jolts  of  seed  money  without 
■term  funding — for  everything  from 
icy  programs  that  help  parents  and 
ren  to  special  "bootstrap"  grants 
nner-city  schools.  These  three-year 
riments  sound  great,  but  they  raise 
question  of  what  the  Republicans 
d  do  if  one  or  more  of  the  demon- 
ions  succeeds.  Sneers  one  Demo- 
c  aide:  "It's  an  empty  bucket. 
,  they  can  propose  this  stuff  out 
wazoo.  But  they  won't  spend  the 
iy  to  make  the  programs  work  on  a 
;  scale." 

16  of  the  problems  for  the  new  con- 
itives  is  that  they  can't  appear  to  be 
et-busters.  COS  members  were  in- 
nental  in  getting  the  Gramm-Rud- 
balanced-budget  act  passed  in  1985. 
,  some  of  their  cleverest  ideas  in- 
;  finding  ways  to  evade  the  budget 
5  imposed  by  the  law. 
CREED.  Drug-war  bonds,  a  brain- 

of  House  Republican  Conference 
rman  Jerry  Lewis  (R-Calif.),  are  a 
s  example.  Under  the  proposal, 
h  drug  czar  William  J.  Bennett  has 
usiastically  embraced,  proceeds 

the  sale  of  special  savings  bonds 
d  go  into  an  off-budget  trust  fund 


to  pay  for  drug  interdiction  and  educa- 
tion efforts.  But  the  Treasury  Dept. 
remains  cool,  and  Democrats  dismiss  the 
idea  as  something  of  a  gimmick.  Econo- 
mist Isabel  Sawhill  of  the  Urban  Insti- 
tute calls  it  a  "charade."  Says  Saw- 
hill:  "It  would  increase  government  bor- 
rowing, Gramm-Rudman  or  no  Gramm- 
Rudman." 


'Making  people  clients  of 
the  bureaucracy,  rather  than 

citizens,  is  in  the  long  run 
debilitating  and  corrupting' 


Some  of  the  other  ideas  of  the  conser- 
vatives, such  as  a  major  expansion  of 
tax-deferred  savings  accounts,  would 
open  huge  holes  in  the  Treasury  while 
posing  as  self-help  on  the  cheap. 
Other  proposals,  such  as  a  Presidential 
blue-ribbon  panel  to  reexamine  the  tax- 
ation of  savings  and  investment  in  the 
U.  S.,  are  out  of  the  Democratic  play- 
book.  And  some  ideas  are  just  plain 
weird,  such  as  a  requirement  that  con- 
gressional committees  file  "family  im- 
pact" statements.  Modeled  on  environ- 


mental-impact statements,  they  would 
detail  the  effects  of  pending  on  Ameri- 
can families. 

Dubious  suggestions  have  never  been 
in  short  supply  on  Capitol  Hill.  But  since 
the  Presidency  of  Franklin  D.  Roosevelt, 
the  GOP  response  to  Democratic  social 
programs  has  generally  ranged  from 
"no  way"  to  "less  of  the  same."  The  new 
creed  is  that  government  can  be  molded 
to  achieve  conservative  solutions  to  so- 
cial problems. 

What's  more,  Gingrich  and  his  band 
are  now  part  of  the  Establishment  in 
Washington.  Figures  such  as  Kemp  and 
Defense  Secretary  Richard  B.  Cheney 
(who  previously  held  Gingrich's  post)  are 
in  the  Administration.  And  Representa- 
tive Vin  Weber  (R-Minn.),  a  COS  founder 
who  is  credited  with  many  of  its  best 
ideas,  is  poised  for  a  move  into  House 
leadership  ranks.  They  all  have  more  of 
a  stake  in  making  things  happen. 

"A  party  that  says  it  has  no  answers 
is  going  to  stay  in  the  minority  for  a 
long  time,"  Gingrich  says.  Right  now, 
the  answers  from  Gingrich's  side  are 
flowing  fast  and  furious.  And  unless 
they  respond  in  kind.  Democrats,  cling- 
ing to  tatters  of  the  New  Deal  and  the 
Great  Society,  may  find  their  majority  is 
less  permanent  than  they  think. 

By  Douglas  Harbrecht  in  Washington 


Guess  who  already  made 
a  fax  when  a  post  card  from 
Chic^o  to  Los  Angeles 
took  6  days? 


Toshiba  was  a  high-tech, 
state-of-the-art"  company 
long  before  those  fancy 
labels  sprang  into  vogue. 

But,  over  45  years  ago 
our  first  fax  machine  v^^as 
considered  simply  a  "dandy 
contraption'.' 

Gf  course  when  you've 
been  innovative  for  that 
many  decades,  the  results 
can  be  remarkable. 

Today,  Toshiba  fax  is  a 
high-tech  masterpiece.  The 
fact  is,  we  lead  the  pack  in 
the  design  and  development 
of  such  key  facsimile  com- 
ponents as  image  sensors 
and  scanner  image  proces- 
sors. (Overall,  we  registered 
more  patents  in  the  U.S.  last 
year  tnan. IBM  or  Xerox.) 


Now  that  you  know  how 
long  we've  been  "high-tech" 
and  "state-of-the-art','  look 
into  Toshiba  fax. 

It's  a  dandy  contraption. 

And,  if  you're  buying  or 
upgradmg  a  facsimile  sys- 
tem, our  free  Management 
Reports  will  help  you  do  it 
right.  Call  1-800-T-FAXING. 


I  Get  the  FREE  fax  j 
I  report  that's  right  for  , 
'  your  business.  ' 
1  Call  1-800-T-FAXING  I 

I       TOBHIB*  AMCniCA  INraRMATiON  BYBTEMO,  tNC  ^ 


In  Touch  with  Tomorrow 

TOSHIBA 

Facsimile  Systems 


The  corporate  earnings  boom  is  over — and  stock  prices  now  depend  on  falling  interest  rates 

^■^^here  does  it  go  from  here? 
S^^V  That's  always  the  question  on 
WW  Wall  Street.  But  with  the  Dow 
Jones  industrial  average  up  a  staggering 
500  points  this  year  and  other  stock  av- 
erages vaulting  to  record  highs,  inves- 
tors are  wondering  if  it's  time  to  move 
to  the  sidelines  and  enjoy  the  profits. 
Declining  interest  rates  and  a  buoyant 
buyout  boom  can  still  drive  equities 
higher.  But  corporate  earnings  will  be  of 

ing  the  second  quarter  vs.  the  same  peri- 
od in  1988  (page  106).  Profits  for  the 
companies  in  the  Standard  &  Poor's  500- 
stock  index  are  expected  to  be  up  9%  for 
the  year  as  a  whole  but  are  now  project- 
ed to  grow  less  than  3%  in  1990,  accord- 
ing to  the  Institutional  Brokers  Estimate 
System.  So  how  will  the  stock  market 
continue  to  climb  if  profits  don't? 

The  hope  lies  in  lower  interest  rates. 
Falling  yields  on  fixed-income  securities 

Stocks  could  continue  to  climb  in 
cert  with  sliding  interest  rates.  Bu 
rates  fall  too  far  too  fast,  it  could  ir 
that  the  bond  market  anticipates  a  re 
sion.  "At  that  point,  what  causes 
bonds  to  rally  may  not  be  interprete< 
good  news  for  stocks,"  says  Stanlej 
Salvigsen,  chairman  at  investm.ent  ac 
er  Comstock  Partners.  Indeed,  on  A 
1,  when  a  downbeat  reading  from 
chasing  managers  around  the  coui 
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WHAT  WILL  THE  MARKET 
DO  FOR  AN  ENCORE? 


PRICE-EARNINGS  RATIOS       ...AND  INTEREST  RATES       ...BUT  PROFIT  GROWTH 
ARE  STILL  MODEST...  ARE  COMING  DOWN...  IS  FALTERING 


P-E  OF  STANDARD  &  POOR'S  500, 
END  OF  THE  QUARTER 
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YIELD  ON  30-YEAR  U.S.  GOVERNMENT  BOND, 
END  OF  THE  QUARTER 
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ANNUAL  RATE  OF  CHANGE,  EARNINGS 
OF  STANDARD  &  POOR'S  500 
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DATA:  SHEARSON  LEHMAN  HUnON  INC,  DRI/MtGRAW-HILt,  INSTITUTIONAl  BROKERS  ESTIMATE  SYSTEM 


no  help,  and  indeed,  may  even  act  as  a 
depressant. 

In  the  past  few  months,  the  bulls  have 
taken  comfort  in  one  simple  notion:  Even 
if  the  market  averages  look  like  they  did 
in  the  months  before  the  crash,  the  level 
of  corporate  earnings  is  far  higher  to- 
day. That  means  the  market's  price-to- 
earnings  ratio,  at  13,  is  far  lower  than  it 
was  two  years  ago  (chart).  This  valua- 
tion measure  reassures  the  bulls  that 
stocks  are  more  reasonably  priced. 

But  the  earnings  explosion  that  helped 
the  market  recoup  after  the  crash  may 
be  over.  Second-quartei-  earnings  reports 
are  rolling  in,  and  inst"ad  of  fat  double- 
digit  gains,  earnings  inci^'ases  are  in  the 
paltry  single  digits.  For  the  900  compa- 
nies in  BUSlNES.s  week's  Corporate 
Scoreboard,  earnings  grew  only  27'  dur- 


reduce  their  attraction  to  investors,  who 
then  turn  to  equities.  Lower  rates  could 
also  lead  giant  pension  funds  that  prac- 
tice tactical  asset  allocation  to  shift  bil- 
lions of  dollars  into  the  stock  market. 
Reduced  financing  costs  also  add  fuel  to 
the  merger-and-acquisition  game. 
QUALITY  EARNINGS.  Since  mid-March,  the 
market  has  received  a  hefty  dose  of  fall- 
ing-rates medicine.  And  since  the  yield 
on  the  benchmark  30-year  U.  S.  govern- 
ment bond  peaked  near  9.4%,  interest 
rates  dropped  some  1.6  percentage 
points.  The  Dow  climbed  17.5%,  the  S&P 
500,  19.2%',  and  the  market's  p-e  ratio 
rose  from  11.4  to  13  based  on  the  past  12 
months'  earnings.  Since  each  percent- 
age-point drop  in  interest  rates  usually 
expands  the  market  p-e  by  one,  the  rise 
could  be  due  to  the  decline  in  rates. 


led  to  one  of  the  year's  biggest  1m 
market  rallies,  the  Dow  declined  alii 
20  points  nonetheless. 

Even  if  economic  growth  contiti 
and  the  U.  S.  avoids  a  recession, 
sluggish  growth  in  the  quantity  of  e; 
ings  is  prompting  investors  to  look  ii 
closely  at  the  "quality  of  earninj,. 
Company  by  company,  that's  a  painsfc- 
ing  process  in  which  analysts  try  to  ^• 
cern,  for  instance,  if  profits  came  fim 
growth  in  unit  sales,  a  "high-qual 
source  of  profit,  or  a  rise  in  the  vaku 
inventories,  a  "low-quality"  source. 
earnings  from  better  product  engin  i 
ing  or  clever  financial  engineering? 

"Now  is  the  time  when  corporate  n  i 
agers  pull  out  all  the  stops  to  show  s<  k 
kind  of  increase,"  says  David  W.  Tic, a 
Dallas  CPA  who  writes  Behind  the  Nh- 
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a  newsletter  for  portfolio  manag- 
^dds  Thornton  L.  O'Glove,  publish- 
the  Quality  of  Earnings  Report: 
■e's  no  question  that  quality  is 
orating." 

>  quality  picture  isn't  any  more  en- 
ging  on  a  macroeconomic  scale. 

for  example,  aftertax  corporate 
s,  which  the  Commerce  Dept.  then 
ts  for  changes  in  the  value  of  in- 
ries  and  for  over-  or  under-depreci- 
of  assets.  These  adjustments  at- 
t  to  neutralize  the  impact  of 
ion  on  reported  profits,  to  arrive  at 
profits." 

rting  in  1983,  real  profits  rose  far 
;ess  of  reported  profits,  and  at  the 
in  1986,  the  ratio  of  real  profits  to 
ted  was  a  remarkable  1.6.  Why? 
981  tax  act  allowed  companies  to 

up  depreciation.  By  1986,  inflation 
slowed  so  much  that  companies 
writing  off  assets  far  too  quickly. 
I  ratio  has  been  declining  ever 

and  reported  profits  and  real  prof- 
■e  now  about  even.  But  by  next 

real  profits  will  be  below  those 
ted — a  condition  that  existed 
gh  much  of  the  1970s.  Says  Melissa 
own,  a  quantitative  analyst  at  Pru- 
il-Bache  Securities  Inc.:  "The  quali- 
earnings  is  going  to  keep  the  p-e's 
getting  much  higher." 
ORT  ZONE?  Earnings,  schmernings, 
.sh  flow  that  counts,  right?  Maybe, 
aluing  the  stock  market  by  cash- 
j^ardsticks  doesn't  improve  matters 
,  Market  analyst  Elaine  M.  Garzar- 

Shearson  Lehman  Hutton  Inc.  cal- 
!S  the  price-to-cash-flow  ratio  for 
W  500  at  7.1.  The  1987  peak  was 
[oney  manager  Kenneth  S.  Hackel 
to  look  at  free  cash  flow.  That  tells 
/hat  funds  companies  have  to  buy 
shares  or  boost  dividends.  The  mar- 
ays  Hackel,  is  now  selling  at  more 
27  times  free  cash  flow  "and  is 
'."  He's  been  taking  profits, 
short,  the  market's  valuation  pic- 
sn't  going  to  win  any  beauty  con- 

"Don't  assume  because  the  p-e  is 
at  you're  in  the  comfort  zone," 
5  Warren  Shaw,  a  managing  direc- 
t  Chancellor  Capital  Management 
)haw  considers  stocks  "a  bit  over- 
d,"  but  he  remains  bullish  because 
terest  rates  and  investors'  ample 
reserves. 

3t  analysts  would  argue  that,  bar- 
1  recession,  the  downside  risk  for 
s  is  not  great.  And  even  with  prof- 
attening  out,  Garzarelli  says  that 
ow  still  could  reach  3000  this  year, 
'zarelli  may  well  be  right.  But  un- 
iterest  rates  continue  to  fall — with- 
he  economy  tumbling  into  reces- 
-the  fundamentals  suggest  that 
5  will  have  a  tough  time  going 
higher. 

y  Jeffrey  M.  Laderman  in  New  Yorix 


MARKETS  &  INVESTMENTS! 


SMALL  INVESTORS  TIPTOE 
BACK  TO  WALL  STREET 


They're  dabbling  again — in  safe  equities  and  stock  funds 


As  the  stock  market  surged  in  re- 
cent weeks,  there  were  numerous 
sightings  of  a  species  that  has 
become  as  rare  on  Wall  Street  as  short- 
nosed  sturgeon  in  the  Hudson  River:  the 
homo  investicus,  or  small  investor.  If 
this  excitable  though  docile  breed  has 
returned  in  the  vast  herds  that  were 
commonplace  just  before  Bloody  Mon- 
day, the  market  may  not  be  as  healthy 
as  it  seems.  After  all,  small-time  inves- 
tors tend  to  clamor  for  stocks  when  ral- 
lies are  about  to  end. 

The  small  fry  do  seem  to  be  returning 
to  equities — but,  thankfully,  individual 


ly,"  says  Bruce  W.  Nollenberger,  a  se- 
nior vice-president  at  Sutro  &  Co.,  a  San 
FrancLsco  brokerage.  "Retail  isn't  nearly 
as  significant  in  volume"  as  it  was  be- 
fore the  crash,  says  John  H.  Goldsmith, 
CEO  of  Tucker,  Anthony  &  R.  L.  Day  Inc. 
"Investors  still  are  scared  to  get  in." 

This  continued  caution  is  nowhere 
more  evident  than  in  equity  mutual 
funds.  Stock  funds  fueled  the  market's 
joyride  from  1982  to  1987,  but  in  the 
latest  rally,  fund  investors  have  been 
fair-weather  friends — buying  gingerly 
when  the  market  rises  and  cashing  out 
when  it  doesn't.  Nationwide,  sales  ex- 


INVESTORS  ARE  NIBBLING 
AT  MUTUAL  FUNDS 
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A  BILLIONS  Of  DOLLARS 

•INCLUDES  EXCHANGES  WITHIN  FUND  GROUPS;  EXCLUDES  REINVESTMENT  OF  DIVIDENDS  AND  CAPITAL  GAINS 
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investors  are  not  buying  stocks  with 
anywhere  near  the  passion  that  predomi- 
nated two  years  ago,  as  the  Dow  Jones 
industrial  average  surged  to  2722.  True, 
business  is  picking  up  at  retail  broker- 
ages, including  discounters  catering  to 
small-timers  (page  100).  And  stock  mutu- 
al funds  are  attracting  more  interest 
than  they  have  since  the  crash.  But  for 
the  most  part,  small  investors  are  on  the 
sidelines. 

GREED  vs.  FEAR.  The  reason  for  this 
wariness,  apparently,  is  that  investors 
remember  all  too  well  what  happened  a 
couple  of  months  after  the  market's  Au- 
gust, 1987,  peak.  A  survey  by  buslness 
WEEK  shows  that  while  investors  are  ex- 
hibiting more  interest  in  buying  stocks, 
they  remain  chary  about  plunging  into 
the  market.  "Like  a  person  recovering 
from  a  stroke  or  heart  attack,  [small 
investors]  are  coming  back — but  slow- 


ceeded  redemptions  in  January,  April, 
and  May — all  "up"  months  for  the  mar- 
ket— but  redemptions  topped  sales  in 
February  and  June,  when  the  market 
declined.  In  March,  redemptions  predom- 
inated despite  a  rising  market  (chart). 

Overall,  redemptions  exceeded  sales  of 
stock  funds  by  $1.6  billion  in  the  first  six 
months  of  1989.  "We  don't  have  any- 
thing near  the  euphoria  of  the  summer 
of  '87,"  says  Michael  Hines,  vice-presi- 
dent for  marketing  at  Fidelity  Invest- 
ments in  Boston.  At  Fidelity,  the  largest 
fund  group,  sales  began  to  exceed  re- 
demptions last  December — and  as  in  the 
rest  of  the  industry,  net  sales  figures 
have  varied  widely  ever  since. 

While  the  famed  Fidelity  Magellan 
Fund  is  selling  strongly,  less  prominent 
funds  are  a  much  tougher  sell — especial- 
ly if  they  invest  in  riskier  issues  and 
small-company  stocks.  At  Massachusetts 
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Financial  Services  Co.'s  mutual  fund 
group,  net  redemptions  actually  in- 
creased over  last  year  for  the  group's  14 
equity  funds,  to  $254.1  million  in  the 
first  six  months  of  1989,  from  $138  mil- 
lion a  year  ago,  despite  strong  perfor- 
mance by  most  of  the  funds.  "People  are 
really  steering  away  from  the  aggres- 
sive funds,"  says  John  F.  Reilly,  a 
spokesman  for  MFS.  At  Pioneer  Fund 
Inc.,  equity-fund  sales  only  began  to  ex- 
ceed redemptions  in  the  second  quarter 
of  1989.  Says  Anne  W.  Patenaude,  Pio- 
neer's vice-president  for  marketing  pro- 
grams: "There's  the  sense  that  inves- 
tors' fear  and  caution  are  conflicting 
with  their  greed." 

When  small  investors  do  buy  stocks 
and  stock  funds,  they  tend  to  be  conser- 
vative. Blue  chips  and  utility  stocks  are 
popular,  over-the-counter  stocks  are  not. 
"They're  purchasing  very  high-quality 
stocks,  the  bluest  of  the  blue  chips," 
says  John  Bachmann,  managing  princi- 
pal of  Edward  D.  Jones  &  Co.,  a  St. 
Louis  brokerage  with  1,452  offices 
throughout  the  country.  In  contrast  with 
the  period  before  the  crash,  investors 
are  no  longer  "looking  to  make  a  fast 
buck  ....  It's  a  much  more  intelligent  in- 
vestor," says  Harold  Evensky,  president 
of  Evensky,  Brown  Investments  Inc.  in 
Coral  Gables,  Fla. 

'HINDSIGHT.'  One  factor  that's  helping  to 
overcome  investor  malaise  is  the  decline 
in  yields  that  has  beset  the  traditional 
sanctuaries  for  conservative  investors — 
Treasury  bills  and  certificates  of  deposit. 
By  contrast,  the  summertime  rally  of 
1987  was  preceded  by  a  sharp  increase 
in  interest  rates.  C.  Edward  Gasaway,  a 
broker  with  Roney  &  Co.  in  Kalamazoo, 
Mich.,  notes  that  some  income-seeking 
investors  have  been  buying  utility 
stocks,  because  in  some  cases  the  yield 
is  better  than  that  being  paid  by  CDs. 
The  overall  market  may  also  be  fed  by 
the  downturn  in  CD  rates.  "I  think  as 
CDs  mature,  [small  investors]  are  begin- 
ning to  place  some  of  those  funds  back 
in  the  market,"  says  J.  Burner  Crew,  a 
broker  with  Shearson  Lehman  Hutton 
Inc.  in  Cleveland. 

Indeed,  the  more  interest  rates  de- 
cline, driving  down  CD  and  T-bill  yields, 
the  more  likely  it  is  that  individuals  will 
return  to  the  market  in  droves.  And  by 
that  time,  it  may  be  too  late.  "Investors 
are  notorious  for  having  20/20  hind- 
sight," says  Don  W.  Ceglar,  vice-presi- 
dent of  Pacific  Investment  Management 
Co.  in  Newport  Beach,  Calif.  All  too 
many  bought  when  the  market  peaked — 
and  sold  when  it  crashed.  So  if  small 
investors  really  do  return,  it  may  well  be 
a  sign  that  it's  time  to  get  out. 

By  Gary  Weisa  in  New  York,  with  bu- 
reau reports 


A  SWEETER  RIDE 
FOR  DISCOUNT  BROKERS 


W 


hen  Charles  Schwab  &  Co., 
the  nation's  largest  discount 
brokerage,  polled  2,500  of  its 
customers  nearly  a  year  ago,  a  scant 
l27o  said  their  confidence  in  the  stock 
market  had  increased  since  the  crash. 
A  second  Schwab  survey  in  mid-July, 
though,  reported  a  striking  difference: 
39%  said  they  were  more  confident. 

That  was  heartening  news  for  San 
Francisco-based  Schwab.  Nobody  on 
Wall  Street  depends 
more  on  the  individual 
investor  than  discount 
brokers.  Trades  from 
small  investors  make 
up  nearly  all  of  their 
business,  and  they  han- 
dle about  20%  of  all  re- 
tail transactions  on  the 
Big  Board. 

FAITH.  And  that  uptick 
in  optimism  is  starting 
to  show  up  in  Schwab's 
numbers.  In  the  second 
quarter,  the  firm  exe- 
cuted 35%'  more  cus- 
tomer trades  than  it 
did  in  the  final  three 
months  of  1988.  Its 
customer  assets  grew 
to  $22.3  billion  from 
$17  billion  over  that 
same  period.  This  flur- 
ry helped  boost 
Schwab's  second-quar- 
ter net  income  to  $4.2 
million,  or  15$  a  share, 
up  from  $2.1  million,  or 
8$  a  share,  a  year  ago. 
Revenues  were  $139  million,  up  from 
$96  million  in  the  same  1988  period. 

With  investors'  faith  in  the  market 
growing,  there  is  still  room  on  the  up- 
side for  Schwab.  Its  customer  accounts 
have  grown  to  1.3  million  from  1  mil- 
lion at  the  time  of  the  crash,  and  it  has 
added  5  offices  for  a  total  of  109.  But 
significantly,  its  customers  are  less  ac- 
tive than  they  were  before  the  market 
collapse.  The  firm  says  they  trade  on 
average  slightly  less  than  three  times 
a  year,  compared  with  six  or  seven  dur- 
ing the  bull  market  of  1986  and  in  the 
first  nine  months  of  1987.  Investors' 
daily  buy  and  sell  orders  are  now  aver- 
aging li,900,  still  far  below  the  17,000 
for  all  of  1987.  Schwab  gained  700 
trades  a  day  when  it  acquired  Rose  & 
Co.,  a  Chicago-based  discounter,  from 


SCHWAB:  "WE'RE  COMING  OUT 
OF  A  HIGH  APATHY  PERIOD" 


Chase  Manhattan  Bank  early  this  y 
Right  now,  Schwab's  customers  li 
placed  a  hefty  $6.8  billion  in  cash 
money  market  accounts  with  the  fi 
up  from  $5.3  billion  at  yearend.  S 
Chairman  and  Founder  Charles 
Schwab:  "There's  been  a  huge  c 
buildup.  We're  coming  out  of  a  I 
apathy  period." 

Business  has  also  improved  at  Qx:,. 
&  Reilly  Group  Inc.  and  Fidelity  ]& 
kerage  Services,  i 
two  largest  discoum 
after  Schwab.  Thoi. 
C.  Quick,  president 
New  York-based  Qi 
&  Reilly  Inc.,  says 
firm's  business  is 
25%   compared  w 
this  time  last  year, 
revenues  grew  ft 
$18.7  million  to 
million.  "With  intejsi 
rates  lower  than  a  ya 
ago,"    Quick  sa 
"there  is  less  of  a 
turn  from  fixed-in(  ( 
products,  and  pei 
are  feeling  more  i 
fortable  investing 
stocks."  Fidelity's 
count  brokerage  r< 
nues  and  trading 
ume  are  up  20%  ( 
last  year,  says  Davi 
Cariseo,  the  divisi( 
president. 

NO  MAD  RUSH.  Sch\ 
and  Quick  &  Reilly, 
two    major  publ 
traded  discounters,  have  also  seen 
suits  in  their  stocks'  recent  perir 
mances.  They're  sharing  in  the  cos- 
back  of  the  securities  industry  (p 
136).  Schwab's  stock  is  nearly  at  .^^ 
September,  1987,  initial  public  offerlg 
price  of  $16.50  a  share.  The  stock  i- 
more  than  doubled  since  the  begini 
of  the  year. 

Despite  the  pickup  in  order  fh 
there  has  been  no  stampede  by  srJl 
investors.  The  discounters  don't  sen 
to  mind  it.  They  have  grown  distr 
ful  of  wild  booms  in  market  acti' . 
because  they  are  invariably  follo\!<i 
by  market  breakdowns.  "The  last  th.g 
we  want  is  a  frenzy,"  says  Schwb. 
"We  like  our  growth  long  and  steacj" 
By  Jon  Friedman  in  New  York,  ith 
Jonathan  B.  Levine  in  San  Franciscc 
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If  the  big  chiefs  are  ahvays  out  getting  new  business, 


guess  who's  left  handling  your  account. 


It  happens  all  too  often.  The  Big  Chief 
pitches  your  business,  wins  your  account, 
and  turns  it  over  to  Tonto. 

This  will  never  happen  at  Bear  Stearns. 
Your  business  is  too  important  to  us.  Which 
is  why  your  investment  banking  needs  are 
managed  by  the  same 

senior  level  specialists       ||^|™y^j^  ST^/\R.I^S 


who  pitched  your  business,  not  junior  staff. 

Top  people  on  top  of  your  business.  That's 
what  has  made  Bear  Stearns  a  major  force 
in  the  industry. 

Next  time  you're  looking  for  help  with  your 
investment  banking  needs,  look  to  Bear  Stearns. 

You'll  find  we're  not  the 
home  of  the  braves. 


Sharing  Opportunities 


Bear,  Stearns  &  Co.  Inc.,  245  Park  Avenue,  New  York,  NY  10167  (212)  272-8295 

.'VTLANTA/BOSTON/CHICAGO/DALLAS/LOS  ANGELES/SAN  FRANCISCO/AMSTERDAM  GENEVA/HONG  KONG/LONDON/PARIS/TOKYO 
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MONEY  &  BANKING  I 


AMERICAN  EXPRESS  SLINGS 
MUD— AND  GETS  SPLATTERED 


Behind  the  smear  campaign  against  financier  Edmond  Safra 


It's  no  secret  that  legendary  Leba- 
nese financier  Edmond  J.  Safra  and 
American  Express  Chairman  James 
D.  Robinson  III  are  the  best  of  enemies. 
The  pair  has  been  engaged  in  a  bitter 
feud  ever  since  AmEx  purchased  Safra's 
Geneva-based  Trade  Development  Bank 
for  $550  million  in  1983,  only  to  find 
many  of  its  well-heeled  clients  defecting 
to  other  Safra-run  banks.  But  the  depth 
of  animosity  had  never  been  plumbed 
until  July  28,  when  AmEx  admitted  re- 
sponsibility for  what  it  calls  a  "shame- 
ful" and  "baseless"  smear  campaign 


AmEx'  actions  have  left  Wall  Street 
mystified.  The  affair  has  also  upset  em- 
ployees at  AmEx,  which  has  nurtured  a 
squeaky-clean  corporate  image. 

Robinson  and  Safra  have  declined  to 
comment.  But  one  source  says  Robinson 
didn't  know  of  the  AmEx  rumor  cam- 
paign until  Safra  complained  in  March— 
and  he  then  ordered  it  stopped  at  once. 
Still,  unflattering  rumors  and  newspaper 
stories  continued  to  circulate  for  two 
months  more  until,  the  source  says,  Rob- 
inson again  demanded  the 
campaign    be  halted. 


EDMOND  SAFRA'S  BANK  HOLDINGS 

REPUBLIC  NEW  YORK  CORP.  (33%  interest)  Holding  company  for  Republic  Notional 
Bank  of  New  York 

ASSETS  $25.7  billion  VALUE  OF  SAFRA'S  INTEREST  $500  million  

'UBLIC  HOLDINGS  (36 % *)  European  private  banking  group 
ASSETS  $4.7  billion  VALUE  OF  SAFRA'S  INTEREST  $294  million  

: '  ( 1 00  % )  Miami  commercial  bank 
ASSETS  $224.5  million  VALUE:  NA 

TORSIIA)  (100%)  Encino  commercial  bank 
ASSETS  $94  million  VALUE:  NA 

^Directly  ond  indirectly  through  Republic  New  York's  49%  interest  a 
DATA  REPUBLIC  NEW  YORK  CORP  ,  ^ 
SHEARSON  LEHMAN  HUHON  INC.,  AMERICAN  BANKER 


seeking  to  tie  Safra  and  his  $30  billion 
banking  group  to  drug  smugglers,  mon- 
ey launderers,  and  illicit  arms  traders. 

To  settle  the  latest  outbreak,  Robin- 
son issued  an  unusual  written  apology, 
citing  Safra's  "well-deserved,  excellent" 
reputation.  American  Express  Co.  also  j 
will  donate  $8  million  to  four  of  Sa- 
fra's favorite  charities.  AmEx  origi- 
nally offered  $4  million.  But  Safra's 
Republic  New  York  Corp.  (table)  then 
demanded  $4  million  more  for  legal  ex- 
penses. AmEx  balked  but  agreed  to  do- 
nate the  extra  amount  to  charity.  Still, 
Robinson  did  not  explain  who  authorized 
the  campaign,  which  coincided  with  an 
AmEx  effort  to  persuade  Swiss  officials 
to  deny  Safra  a  banking  license,  a  risky 
proposition  in  a  country  where  Safra  is 
highly  regarded. 

SWISS  CHILL.  In  a  letter  to  Robinson,  Sa- 
fra says  he  believes  the  AmEx  chairman 
wasn't  involved  in  the  campaign.  But  in 
his  apology,  Robinson  attributes  the  ef- 
fort only  to  unidentified  "persons  acting 
on  behalf"  of  AmEx.  Confusion  over 


/ 


"This  conduct  will  neither  be  condca 
nor  accepted,"  he  wrote  Safra,  and  It 
campaign  "must  never  be  revived." 

Relations  weren't  nearly  so  U^- 
when  AmEx  decided  to  get  into  h( 
Swiss  private-banking  business  six  y  y 
ago  by  purchasing  Safra's  bank.  In 
ly,  Safra  stayed  on  with  the  bank,  m 
unit  of  $16.5  billion  (assets)  Anier 
Express  Bank  Ltd.  But  he  chafd 
AmEx'  bureaucratic  infighting  an 
said  to  have  objected  to  its  attempt 
sell  American  Express  cards  to  T 
Development  Bank's  secretive  client 
mail.  Safra  was  further  upset  w 
AmEx'  stock  fell  sharply  in  early  1 
after  its  Fireman's  Fund  Corp.  insur. 
group  reported  a  large  loss.  Safi  a 
accepted  $177  million  in  AmEx  stock 
warrants  in  partial  payment  for 
bank.  Disgusted  with  the  price  dr(i| 
sold  his  AmEx  holdings  at  an  estiin 
$135  million  loss  and  quit  the  comp: 
SAFE  HAVEN.  When  he  left,  Safra  ag 
not  to  compete  with  AmEx  until  1 
As  part  of  his  departure  agreement 
bought   back   Trade  Develoim 
Bank's  French  subsidiary,  which 
soon  placed  under  the  Republic  eu 
rate  umbrella.  By  1986,  he  had 
opened  Republic  units  in  Gibra 
Guernsey,  and  Luxembourg.  Thci 
1987,  he  started  laying  plans  to  ope 
Geneva  when  the  noncompete  deal 
pired.  That's  when  some  20  Trade  I  >• 
opment  Bank  employees  jumped  shi 
Concerned  that  Safra  had  bn 
the  agreement,  AmEx  began  c('l 
ing  information  on  the  banker,  i 
"they  got  carried  away,"  a  soia 
says,  and  started  spreading  te; 
that  appeared  in  newspaper; 
Latin  America,  Italy,  Fr; 
and  Switzerland.  Despit 
disinformation  caniji. 
and  filings  by  AmEx  Ix 
the  Swiss  Federal  Bani 
Commission,  Republic  \v( 
license  in  early  1  • 
A  few  months  .- 
r,   Safra  reora 
nized  Republic's  « 
ropean  units  int 
publicly    held  priv 
banking  group,  Safra 
public    Holdings,  \ 
nearly  $5  billion  in  as^s 
Safra  himself  contri  ' 
^™  ed  $200  million. 
^^^^^      He  also  hired  fa 
^^^M  Wall  Street  attor 
^^^^1  SUmley  S.  Arkin  ti  ' 
^^^^1  vestigate  the  origit  ' 
^^^^N  the  rumors.  Two  lill) 
reasons  for  that  m|e 
Safra,  whose  banks  are  widelj'e 
garded  as  a  safe  haven  for  nc 
than  $6  billion  in  deposits  ! 
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Presenting 


of  American  Business 


Business  Week 
celebrates  its  60th 
anniversary  with  a 
special  photo  essay 
in  the  September  25, 

1 989  issue.  Capturing  six  decades 
of  American  business,  this  unique 
and  far-ranging  photo  essay  will 
cover  the  period  from  the  Great  De- 
pression to  today  's  fast-paced  global 
market,  providing  valuable  insight 
into  how  the  business  world  has 

A 

3  4       coped  and  conquered  throughout 

Jr 

the  years.  Business  Week's  '60  Years  Of 
American  Business"  will  deliver  your  advertising 


message  to 
over  7  million* 
^  readers  worldwide 
— the  largest  audience 
of  any  business 
magazine.  Don't  miss  out  on  what  may  be 
the  most  popular  guided  tour  of  the  Ameri- 
can business  scene  ever — join  us  as  we 
celebrate  '60  Years  of  American  Business'.' 
For  more  information  contact  your  Business 
Week  representative  or  Tripp  Miller  at 
(212)  512-3501 
or  Fax  (212)  512-2117. 
Closing  Date:  August  21, 1989 
Issue  Date:  September  25, 1989  -source i989smrb 
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Latin  America,  Europe,  and  the  Mideast, 
feared  the  smear  campaign  would  scare 
away  clients  just  as  he  was  rebuilding 
his  European  base.  And  the  campaign 
appears  to  have  depressed  the  price  of 
Safra  Republic  Holdings  shares.  Since 
their  listing  on  European  stock  markets 
at  $57  last  fall,  the  shares  have  fallen  to 
$49.  Says  Shearson  Lehman  Hutton  Inc. 
analyst  Rodney  S.  Schwartz:  "Every 
time  a  new  story  would  come  out,  the 
stock  would  go  down  a  little." 
RICH  ACCOUNTS.  Arkin  won't  comment 
on  his  Republic  assignment.  But  by 
March,  sources  say,  Safra  was  convinced 
that  the  campaign  emanated  from  within 
AmEx  and  complained  to  Robinson. 
Then,  another  source  says,  Safra  hit  the 
roof  when  an  item  appeared  two  months 
later  in  the  respected  Swiss  weekly 
L'Hebdo  contending  that  the  names  of 
Safra  and  two  aides  were  found  in  the 
telephone  book  of  a  man  under  indict- 
ment in  Italy  for  money  laundering.  Sa- 
fra sued  L'Hebdo  for  defamation.  The 
newspaper  would  not  comment  on  the 
allegation,  but  a  reporter  there  says  that 
last  spring,  his  paper  and  others  re- 
ceived calls  from  individuals  identifying 
themselves  as  "foreign  journalists"  of- 
fering information  about  the  banker. 

About  the  same  time  the  L  'Hebdo  arti- 
cle appeared,  Arkin  published  a  column 
in  the  daily  The  New  York  Law  Jour- 
nal, the  newspaper  of  record  for  the 
city's  legal  community.  The  piece  out- 
lined a  hypothetical  attempt  by  a  compa- 
ny, whose  chairman  "cherishes  his  Boy 
Scout  image,"  to  spread  false  informa- 
tion about  a  competitor.  Arkin  main- 
tained such  an  effort  could  amount  to 
criminal  fraud.  Republic  sent  the  column 
to  AmEx.  "There  was  a  message  there," 
says  an  insider.  After  reviewing  the  col- 
umn, Robinson  hired  outside  attorneys 
to  investigate.  They  advised  that  the  dis- 
information campaign  had  to  cease,  and 
Robinson  quickly  settled  with  Safra. 

But  they  remain  fierce  rivals  for  the 
assets  of  the  world's  rich.  Safra's  busi- 
ness has  been  growing  at  a  15%  com- 
pounded annual  rate  since  the  mid-1980s. 
He  has  been  especially  successful  in  at- 
tracting accounts  totaling  $100,000  or 
more,  which  now  comprise  two-thirds  of 
Republic  National  Bank  of  New  York's 
$17  billion  in  worldwide  deposits. 

Thomas  F.  Robards,  Republic  New 
York's  treasurer,  insists  Safra  is  "not 
stepping  on  anybody's  toes"  as  he  con- 
tinues to  press  for  growth.  AmEx  obvi- 
ously saw  things  differently.  In  his  let- 
ter of  apology,  Robinson  says  he 
believes  in  "vigorous  competition."  But 
not  this  vigorous.  Until  a  culprit  is  re- 
vealed, expect  the  Robinson-Safra  spat 
to  remain  the  talk  of  the  banking  world. 

By  William  Glasgall  and  John  Meehan 
in  New  York,  with  Blanca  Rieme>-  in  Paris 
and  Jon  Friedman  in  New  York 


BY  GENE  G.  MARCIAL 


DATAPRODUCTS  IS  IN 
PLAY,  BUT  WHERE 
ARE  THE  PLAYERS? 


For  a  stock  that's  definitely  in  play, 
Dataproducts  isn't  acting  the  role. 
Although  DPC  Acquisition  Part- 
ners has  acquired  a  7.8%  stake,  shares 
of  Dataproducts,  a  major  producer  of 
computer  printers,  supplies,  and  com- 
ponents, have  tumbled  from  a  1989 
high  of  17  in  April  to  just  above  12. 
Why?  Analysts  think  there  won't  be 
many  eager  takers  since  the  computer- 
peripherals  business  is  on  the  skids. 

But  some  savvy  pros  expect  quick 
moves  soon  by  Dataproducts,  which  is 
holding  its  annual  meeting  on  Aug.  24. 
Dataproducts  Chairman  Jack  Davis 
won't  say  whether  he  will  have  some 
good  news  for  the  meeting,  but  the 
betting  is  that  a  deal,  either  for  the 
sale  of  the  entire  company  or  just  some 
of  the  units,  will  be  announced  soon. 

One  reason  is  that  DPC  Acquisition 
Partners,  which  signed  a  standstill 
agreement  in  exchange  for  access  to 
information,  may  well  come  up  with  its 
own  offer.  Dataproducts  had  rejected 
last  October  its  offer  of  $15  a  share.  In 
addition,  "several  foreign  companies — 
Japanese,  European,  as  well  as  other 
Asian  companies — have  expressed  in- 
terest," says  one  New  York  money 
manager.  Sy  Goldblatt,  chairman  of  S 
Squared  Technology,  estimates  the 
takeover  value  of  Dataproducts  to  be 
around  $20  a  share. 


THIS  INSURER  MAY 
BE  UP  FOR  GRABS 


c 


Ithough  it  ranks  in  the  top  5%  in 
size  among  U.  S.  life  insurance 
^companies,  Kentucky  Central 
Life  Insurance  Co.  is  virtually  un- 
known on  Wall  Street.  Kentucky  re- 
ported an  improved  second  quarter, 
but  that's  not  the  big  reason  for  the 
stock's  rise  to  17  from  12  in  March. 

Some  smart-money  investors  are  bet- 
ting on  the  possible  sale  or  restructur- 
ing of  Kentucky.  They  put  its  breakup 
value  at  $35  a  share.  Kentucky  owns 
other  businesses  such  as  a  TV  and  two 
radio  stations  and  an  orange  grove. 

The  sale  or  restructuring  could  be 
spurred  by  the  resolution  of  a  lawsuit 
filed  in  1985  by  the  heirs  of  the  compa- 
ny's founder  Garvice  Kincaid,  who  died 


in  1975.  The  heirs  allege  that  the  trit 
ee.  Central  Bank  &  Trust  Co.  in  I  ( 
ington,  Ky.,  and  its  advisory  b< 
have  delayed  settling  the  estate 
their  own  gain.  Under  a  trust  agi 
ment,  the  advisory  panel,  headed 
Kentucky  Chairman  William  Burt 
Jr.,  controls  the  voting  power  of  sha 
held  by  the  trust,  83%  of  Kentuck 
960  voting  common  shares.  The  ot 
advisory  committee  members  are  t 
directors  of  Kentucky,  plus  one  dii 
tor  of  Central  Bank  &  Trust.  Burn 
declined  to  discuss  the  lawsuit. 

"A  number  of  lawyers  are  of 
opinion  that  the  terms  of  the  ti- 
don't  preclude  the  sale  of  the  com.- 
ny's  stock,"  says  investment  manajt 
Mark  Boyar,  who  owns  about 
Kentucky's  13.5  million  shares  of  cl; 
A  stock.  Once  the  lawsuit  comes 
trial,  he  says,  it  will  reveal  "defii 
conflicts  of  interest"  between  t 
trustees  and  the  heirs. 

The  conflicts,  says  Boyar,  may  pne 
embarrassing  enough  to  persuade  B'- 
nett  to  either  settle  with  the  Kinc:i 
heirs  by  buying  them  out  or  sell  1- 
company.  A  number  of  insurance  cc 
panies  are  said  to  be  interested  in 
quiring  Kentucky.  In  1978,  Americj 
General  Life  Insurance  Co.  offer 
$17,500  for  each  share  of  the  voti 
common  stock,  then  valued  at  $606i 
share.  The  board  rejected  the  offer. 


A  CLEAR  SHOT  AT 
CRYSTAL  OIL 


One  of  the  cleverest  money  m; 
agers  around,  George  Sors 
may  wind  up  with  control  of  i 
oil  company  without  much  hassle  al 
at  about  half  its  private-market  valv 
The  company  is  Crystal  Oil,  427' 
which  was  owned  by  Harken  Oil  &  G 
and  19%  by  Soros  Fund  Managemei 
Soros'  key  to  controlling  Crystal  w 
his  20%>  stake  in  Harken  itself.  B; 
Harken  wanted  to  buy  Soros  out,  ai 
he  agreed  to  sell  his  6.9  million  shaip 
on  July  17,  for  $4.25  a  share — close  > 
what  the  shares  were  then  selling  t 
But  the  deal  didn't  end  there:  Sor. 
also  persuaded  Harken  to  sell  him  f 
42%  stake  in  Crystal,  at  about  $1,851 
share;  the  stock  is  trading  at  2'. 
"Crystal  is  worth  at  least  $5  a  shar([ 
says  Gerry  Angulo,  president  of  Fii; 
Capital  Advisors,  who  has  a  3.2,'? 
stake.  Added  to  his  19%,  Soros 
have  a  61%  stake.  Part  of  Crystal 
allure  is  its  $270  million  tax-loss  canf 
forward,  says  John  Boland,  editor  f 
the  newsletter  Bankruptcy  Values. 
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IVhen  it  comes 
0  sales  prospecting, 
ve  wrote  tiie  book. 


If  you're  in  sales,  you 
/that  selling  by  the  book 
works  if  you  start  with  the 
book. 

The  Business  Week  SalesFinder 
:hout  question  the  right  book:  the 
accurate,  best  organized  list  of 
prospects  ever  published. 

Each  standard  SalesFinder  lists  up  to 
)  of  the  largest  companies  in  your  sales 
;ory,  or  simply  tell  us  the  lines  of  busi- 
the  geographic  areas,  and  the  size  of 
ompaniesyou  target,  and  we  will  cus- 
m  it  to  meet  your  own  criteria. 

So  you  can  use  the  Business  Week 
Finder  to  precisely  target  your  most 
lising  prospects. 

anized  for  efficiency 

Each  entry  includes  notjust  the  corn- 
name,  address,  and  phone  number,  but 
the  Standard  Industrial  Classification 
Code,  number  of  employees,  branch  or 
quarters  designation  and  dollar  value 
itput-all  the  information  you  can't  find 
?  yellow  pages. 

Companies  are  listed  4  ways:  alphabet- 
;  by  zip  code,  by  industry  and  by  size. 
)u  can  spend  your  time  selling  instead 
arching  for  names  and  numbers. 

lated  regularly  for  accuracy 

Names  are  selected  from  the  U.S. 
less  Establishment  File  of  over  7.5 


million  businesses  by  Trinet,  Inc.,  one  of  the 
country's  leading  information  processing 
organizations. 

The  lists  are  updated  by  more  than  one 
million  phone  calls  a  month  to  make  sure 
that  the  information  you  get  is  as  fresh  and 
accurate  as  possible. 

Also  available  on  diskette 

Use  the  SalesFinder  on  your  IBM  or 
compatible  computer  for  prospecting,  gener- 
ating mailing  labels,  and  sales  and  territory 
analysis.  The  SalesFinder  diskette  comes 
complete  with  its  own  user-friendly  sales 
management  software — so  no  program- 
ming is  needed.  And  simple  menu 
commands  make  it  easy 
toi 


Costs  only  pennies  per  prospect 

The  Business  Week  SalesFinder  starts 
as  low  as  $199.  Or  get  both  book  and  dis- 
kette and  save  30%. 

And  when  you  order  for  more  than 
one  territory,  you  save  with  our  quan- 
tity discounts. 

At  prices  like  these,  the  SalesFinder 
can  pay  for  itself  the  first  day  you  use  it. 

Find  our  more 

Call  TRINET  at  1  -800-367-3282  for 
more  information  or  an  estimate  of  the  num- 
ber of  prospects  in  your  geographic  area. 

Our  book  could  turn  you  into  a 
best  seller 


800-FOR-DATA 


Businessweek 

SalesFinder 

TRINET.  INC. 
9  Campus  Drive 
Parsippany.  NJ  07054 
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IT'S  A  SOFT  LANDING 

SECOND-QUARTER  EARNINGS  GREW  ONLY  2%— BUT  THE  OUTLOOK  IS  MORE  t 


El 


ver  since  Bloody  Monday,  pundits 
traci<ing  corporate  profits  have 
I  waited  for  the  high-flying  economy 
to  fall  out  of  the  sky.  And  waited.  But 
for  seven  straight  quarters,  corporate 
profits  have  climbed,  albeit  at  a  slower 
rate  this  year.  Now,  "soft  landing"  has 
become  the  catchword  of  the  day,  de- 
scribing an  economy  that  slows  down 
but  doesn't  plunge  into  recession.  Is  the 
metaphor  apt?  Second-quarter  profits 
would  seem  to  say  so. 

Earnings  for  the  900  companies  in 
BUSINESS  week's  Corporate  Scoreboard, 
compiled  by  Standard  &  Poor's  Compu- 
stat  Services  Inc.,  grew 'just  2%  com- 
pared with  the  second  quarter  of  1988. 
That  meager  increase  doesn't  mean  prof- 
its have  crashed.  After  last  year's  rag- 
ing 317'  growth,  profits  slowed  to  a  re- 
spectable 15%  increase  in  the  first 
quarter,  adding  up  to  a  1%  gain  for  the 
first  six  months  of  this  year. 

An  earnings  growth  rate  of  just  27( 
may  be  deceptively  low.  After  all,  last 
year's  second-quarter  growth  of  96% 
was  a  tough  act  to  follow.  Write-offs 
marred  several  industries.  In  oil  and 
gas,  for  instance,  Exxon  wrote  off  $850 
million  for  the  Valdez  oil  spill,  and  Mobil 
sold  its  South  African  assets  at  a  $140 
million  loss.  The  write-off  knocked  Ex- 
xon from  its  traditional  slot  among  the 
nation's  profit  leaders. 
STALLING  IN  DETROIT.  The  profit  environ- 
ment isn't  likely  to  worsen  soon.  The 
strong  dollar,  rising  energy  bills,  and 
increased  labor  costs  have  squeezed 
margins.  But  while  profits  have  lost 
their  thrill  on  the  upside,  they  aren't 
likely  to  raise  heartbeats  in  the  other 
direction.  With  inflation  in  check,  the 
Federal  Reserve  Board  has  kept  a  rein 
on  interest  rates,  easing  for  now  what 
many  saw  as  a  major  threat  to  bottom 
lines.  Says  Steve  Einhorn,  chief  invest- 
ment strategist  at  Goldman,  Sachs  & 
Co.:  "It's  encouraging  that  we  have  an 
economy  slow  enough  to  curb  inflation 
but  not  so  slow  as  to  cause  broad-based 
earnings  collapse."  The  consensus 
among  analysts  is  that  the  second  half 
should  slightly  outpace  the  first. 

Make  no  mistake — the  slowdown  is 
real.  And  it  put  the  brakes  on  the  auto- 
motive sector.  The  87  drop  by  the  Big 
Three  was  the  steepest  in  two  and  a  half 
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years.  Ford  Motor's  15%  decline  led  the 
way.  A  glut  of  cars  on  dealer  lots  will 
force  production  cutbacks,  clouding  the 
second-half  outlook.  As  goes  Detroit,  so 
go  many  of  its  suppliers:  Tire  and  rub- 
ber profits  skidded  by  58%,  while  truck- 
ing and  shipping  was  off  30%'.  Alumi- 


num    prices     are  declining, 
steelmakers  are  bracing  themselvt 
a  downturn. 

That  didn't  stop  the  metals  comp 
from  enjoying  what  analysts  say 
one  last  hurrah  in  the  second  qu; 
While   slouching  demand   and  1; 


WINNERS  AND  LOSj 

THE  INDUSTRIES 


THE  SHARPEST  GAINS 

THE  DEEPEST  1 

Percent  change  from 

Percei 

1988's  second  quarter 

1988  s  . 

RAILROADS 

294% 

SAVINGS  &  LOAN 

INSTRUMENTS 

129 

TIRE  &  RUBBER 

TEXTILES 

50 

SEMICONDUCTORS 

CONSTRUCTION  SERVICES 

41 

HEALTH  CARE  SERVICES 

FINANCIAL  SERVICES 

38 

FOOD  RETAILING 

AIRLINES 

36 

GLASS  &  METAL  CONTAi 

REAL  ESTATE  &  HOUSING 

36 

HOTEL  &  MOTEL 

TELECOMMUNICATIONS 

35 

TRUCKING  &  SHIPPING 

ENTERTAINMENT 

29 

MISCELLANEOUS  LEISURl 

GAS  UTILITIES 

28 

MACHINE  &  HAND  TOO! 

COMPUTER  SOFTWARE 

25 

COMPUTERS  &  PERIPHEIL! 

NONFERROUS  METALS 

25 

OIL  &  GAS 

POLLUTION  CONTROL 

24 

AEROSPACE 

BANKS-WEST  &  SOUTHWEST 

23 

APPAREL  1 

PRINTING  &  ADVERTISING 

22 

TRANSPORTATION  SERVt's 

PROFITS 

!  SECOND  HALF  OF  THE  YEAR 


threaten  future  profits,  metals 
mies  are  still  filling  capacity.  Alu- 
1  Co.  of  America,  with  smelters 
ig  full  blast,  saw  earnings  rise 
steel  margins  rebounded  from  the 
uarter,  as  raw-material  prices  soft- 
helping  USX  and  National  Inter- 


group  achieve  heady  increases.  The  steel 
sector  was  down  1%-,  but  that  was  large- 
ly due  to  onetime  write-offs  at  Inland 
Steel  Industries  and  Bethlehem  Steel, 
not  a  fundamental  industry  weakness. 

Indeed,  most  basic  commodity  prices 
held  firm.  Georgia-Pacific's  profits  grew 


^-QUARTER  PROFITS 

THE  COMPANIES 


DE  THE  MOST 

WHO  LOST  THE  MOST 

Millions 
of  dollars 

Millions 
of  dollars 

DRS 

$1,454 

CONTROL  DATA 

$497 

1,407 

GOLDOME 

225 

1,340 

BEVERLY  ENTERPRISES 

98 

RIC 

972 

NATIONAL  SEMICONDUCTOR 

98 

745 

VALLEY  NATIONAL 

83 

L 

728 

NORTHROP 

78 

714 

EMPIRE  OF  AMERICA 

49 

699 

McDonnell  douglas 

48 

497 

INTERCO 

41 

FIELD 

467 

SEAMEN'S 

39 

418 

IMPERIAL  CORP.  OF  AMERICA 

36 

404 

SPRAGUE  TECHNOLOGIES 

35 

401 

COOPER  COS. 

31 

397 

SUBARU  OF  AMERICA 

27 

395 

DATA  GENERAL 

23 

DATA:  STANDARD  &  POOR 


46%  on  the  strength  of  pulp  and  paper 
demand.  Dow  Chemical,  Du  Pont,  and 
Monsanto  kept  their  plants  humming 
and  turned  in  double-digit  earnings 
growth.  Flush  with  cash,  plenty  of  com- 
panies are  spending  on  modernization 
and  some  new  capacity.  That  has  helped 
buttress  special  machinery  makers,  such 
as  Harnischfeger  Industries  and  Inger- 
soll-Rand,  which  were  up  19%  and  31%, 
respectively.  Down  on  the  farm,  rising 
land  prices  have  boosted  farmers'  confi- 
dence and  equipment  orders.  Deere  & 
Co.'s  earnings  soared  51%'. 

Despite  the  dollar's  strength,  a  source 
of  widespread  concern,  buoyant  over- 
seas demand  offset  the  unfavorable  ex- 
change rate  in  a  number  of  industries. 
Pharmaceuticals,  despite  trouble  at 
Pfizer,  grew  11%,  spurred  by  foreign  de- 
mand. Coca-Cola,  which  earns  more  than 
half  its  profits  overseas,  was  up  14%-. 

Other  noncyclical  sectors  fared  just  as 
well.  If  smokers  are  smoking  less, 
they're  paying  more  to  support  their 
habit.  Philip  Morris'  profits  rose  by  a 
dazzling  22%,  its  1988  acquisition  of 
Kraft  already  adding  to  the  bottom  line. 
Food  processors  increased  revenues  by 
11%,  while  earnings  grew  an  even  faster 
187'.  Meanwhile,  higher  ticket  prices 
paced  airlines  to  a  36%  gain,  although 
that  excludes  Texas  Air's  $109  million 
loss,  which  was  reported  too  late  to 
make  the  list.  While  American  Tele- 
phone &  Telegraph's  restructuring 
helped  profits  climb  18%,  it  still  trailed 
long-distance  telephone  competitors  MCI 
Communications  and  United  Telecom- 
munications, whose  profits  leapt  142% 
and  1387,  respectively. 
HIGH-TECH  LOWS.  For  some  companies, 
however,  falling  profits  were  all  too  fa- 
miliar. Military  cutbacks  and  write-offs 
helped  to  slice  earnings  by  15%'  for  com- 
panies in  the  aerospace  industry,  for  ex- 
ample. McDonnell  Douglas  and  Nor- 
throp both  showed  second-quarter  losses 
after  onetime  write-offs.  But  in  aero- 
space, quips  Dean  Witter  Reynolds  ana- 
lyst William  N.  Deatherage,  nonrecur- 
ring charges  are  rapidly  becoming  a 
recurring  item.  The  same  could  be  said 
for  the  wastrel  savings  and  loan  indus- 
try, which  lost  a  total  of  $119.2  million  in 
the  second  quarter. 

The  high-tech  industry  was  also  a  dis- 
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appointment.  Chipmakers  tumbled  49%, 
led  by  National  Semiconductor's  $98  mil- 
lion loss.  And  while  IBM,  Apple,  and 
Compaq  Computer  continued  to  benefit 
from  their  dominance  in  the  personal 
computer  market,  other  hardware  com- 
panies, such  as  Prime  Computer  and  Ze- 
nith Electronics,  lost  money.  Control 
Data,  beset  with  huge  restructuring 
costs,  bled  $497  million  to  top  the  quar- 
ter's list  of  losers. 


Despite  a  host  of  worrisome  indica- 
tors, it  could  have  been  much  worse. 
Interest  rates  appear  to  have  peaked. 
And  U.  S.  exporters  weathered  the 
strong  dollar.  Moreover,  while  heavy  in- 
vestment during  the  upturn  has  made 
companies  more  productive,  they  have 
been  cautious  in  adding  fresh  capacity. 
There  is  no  glut  of  new  manufacturing 
or  production  space  to  plunder  prices 
and  profits. 


Some  wonder  if  the  consensus  i 
optimistic.  "We  may  have  had  a  fev 
quizzes,"  warns  John  D.  Connolly, 
Witter's  chief  investment  strate 
"but  the  real  test  will  come  in  the 
and  fourth  quarters  when  demand 
ens  and  revenues  drop."  Connolh 
pects  anemic  profits  from  here  on.  ]  ti 
trim  Corporate  America  has  surp  k 
most  of  the  doubters  so  far. 

By  Christopher  Tucker  in  New 


A  SPOTLIGHT  ON  SECOND-QUARTER  PROFITS 


AFTERTAX  PROFITS, 
QUARTER  BY  QUARTER 
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PERCENT  CHANGE  FROM 
SAME  PERIOD  PRECEDING 
YEAR,  ALL  INDUSTRIES 


INDUSTRIES  WITH  THE  BIGGEST 
DOLLAR  CHANGE  IN  THE  QUARTER 

In  1989's  second  quarter,  profits  eked  out  a  $704  million  gain.  These 
industry  groups  hod  the  biggest  impact  on  overall  results. 
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CORPORATE  SCOREI 


■  l 


SECOND  QUARTER  1989 


SARY 

Includes  all  sales  and  other  operating 
Bs.  For  banks,  includes  all  operating 
es. 

■:  Net  income  before  extraordinary 
For  banks,  profits  are  net  income  after 
I  gains  or  losses. 


Margins:  Net  income  from  continuing 
operations  before  extraordinary  items  as 
percent  of  sales. 

Return  on  common  equity:  Ratio  of  net 
income  available  for  common  stockholders 
(most  recent  12  months)  to  latest  available 
common  equity,  v/hich  includes  common 
stock,  capital  surplus,  and  retained  earnings. 


Price-earnings  ratio:  Based  on  July  21, 
1989,  common  stock  price  and  corporate 
earnings  from  continuing  operations  before 
extraordinary  items  for  most  recent 
1 2-month  period. 

Earnings  per  share:  For  most  recent 
12-month  period,  includes  all  common-stock 
equivalents. 
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23.9 

NM 

43.4 

371 

2.6 

0.2 

-6.4 

NM 

-3.53 

1318.1** 

2 

2621.4 

4 

42.9 

0 

81.8 

5 

3.3 

3.3 

17.0 

10 

4.09 

ler 

198.6** 

7 

393.6 

8 

12.5 

12 

24.0 

13 

6.3 

6.0 

27.9 

10 

1.75 

dsoni5i 

100.0 

1 

197.6 

7 

4.5 

-10 

7.0 

-21 

4.5 

5.1 

14.9 

1  1 

1.66 

-Picher  Industries  (i) 

193.1 

-4 

385.3 

2 

13.0 

15 

40.6 

87 

6.7 

5.6 

NM 

NM 

-41.77 

969.4 

10 

1927.1 

1 1 

61.9 

-3 

125.2 

1 

6.4 

7.2 

19.8 

10 

6.19 

(4) 

380.5 

15 

725.5 

14 

13.5 

-24 

26.0 

-14 

3.6 

5.4 

9.4 

16 

1.09 

al-Mogul 

294.8 

-7 

583.5 

-5 

20.3 

47 

25.0 

10 

6.9 

4.4 

18.0 

13 

1.82 

>n  &  Sessions 

92.3 

-12 

179.5 

-9 

3.4 

-63 

6.8 

-49 

3.7 

8.9 

25.7 

7 

1.67 

ne  Mfg.  |9) 

101.0 

1 

21 1.4 

4 

6.3 

-10 

12.6 

4 

6.2 

7.0 

14.9 

1 1 

1.68 

oys-Manny,  Moe  &  Jack 

(111  178.3 

21 

346.4 

20 

7.6 

43 

17.7 

29 

4.3 

3.6 

14.1 

21 

0.72 

(A.  O.) 

268.2 

1 

542.6 

5 

7.5 

2 

13.2 

14 

2.8 

2.8 

5.8 

9 

2.12 

ard  Motor  Products 

1 17.4 

15 

213.0 

7 

5.0 

368 

8.5 

118 

4.2 

1.0 

9.5 

18 

1  06 

la 

496.0 

1 1 

980.2 

13 

23.3 

-3 

42.8 

1 

4.7 

5.3 

12.8 

1 1 

2.54 

RUBBER 

P  COMPOSITE 

3310.8 

2 

6406.6 

4 

71.7 

-58 

198.1 

-32 

2.2 

5.2 

14.6 

13 

3.84 

>g 

128.6 

5 

243.0 

7 

18.4 

9 

33.9 

9 

14.3 

13.8 

44.6 

15 

4.95 

le 

141.7 

-1 

284.8 

1 

11.1 

52 

17.3 

41 

7.9 

5.1 

1 1.5 

15 

2.78 

;r  Tire  &  Rubber 

229.4 

25 

425.0 

23 

15.1 

53 

25.4 

53 

6.6 

5.3 

18.7 

13 

2.43 

year  Tire  &  Rubber 

281 1.0 

1 

5453.9 

2 

27.1 

-80 

121.6 

-47 

1.0 

4.8 

12.0 

13 

4.20 

I  quarter  ending  May  31 .  (2)  Second  quarter  ending  Apr.  30.  [3} Third  quarter  and  most  recent  six  months  ending  June  30.  (4)  Third  quarter  and  most  recent  six  months  ending  May 
rd  quarter  and  most  recent  six  months  ending  Apr.  30.  (6)  Fourth  quarter  and  most  recent  six  months  ending  June  30.  (7)  Fourth  quarter  and  most  recent  six  months  ending  May 
irth  quarter  and  most  recent  six  months  ending  Apr.  30.  (9)  First  quarter  and  most  recent  six  months  ending  June  30.  (10)  First  quarter  and  most  recent  six  months  ending  May 
rst  quarter  and  most  recent  six  months  ending  Apr.  30.  *Sales  include  excise  taxes.  **Sales  include  other  income.  ***Sales  include  excise  taxes  and  other  income.  fRevenues  from 
sidiaries  not  included  in  consolidated  soles.  Earnings  per  share  are  for  latest  12  months,  not  necessarily  for  end  of  most  recent  fiscal  yeor;  they  include  all  common  stock 

ts  but  exclude  extraordinary  items.  NA  =  not  available.  NM  =  not  meaningful.  DATA:  STANDARD  &  POOR'S  COMPUSTAT  SERVICES  INC. 
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COMPANY 

SALES 

PROFITS 

MARGINS 

RETURN  ON 

COMMON 

2ND 

CHANGE 

6 

CHANGE 

2ND 

CHANGE 

6 

CHANGE 

2ND 

2ND 

EQUITY 

PRICE- 

MO 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

QUARTER 

12  MONTHS 

EARNINGS 

EAR 

1989 

1988 

1989 

1988 

1989 

1988 

1989 

1988 

1989 

1988 

ENDING 

RATIO 

$MIL 

J  MIL 

S  MIL 

% 

$  MIL 

6-30 

7-21 

S) 

3 BANKS 

INDUSTRY  COMPOSITE 

S4626.9 

26 

106391.9 

20 

4047.4 

6 

8137.7 

9 

7.4 

8.9 

16.0 

8 

4. 

(a)  BANKS -EAST 

uKOUr  VWMPUalTE 

32097*4 

.SO 

62545.6 

21 

2068. 1 

—4 

41 81 .6 

0 

6.4 

8.7 

16.6 

7 

5< 

Bank  of  Boston 

1787.1 

44 

3192.1 

29 

97.8 

29 

186.9 

17 

5.5 

6.1 

17.1 

6 

4 

Bank  of  New  England 

942.7 

25 

1852.2 

24 

36.5 

-47 

78.8 

-42 

3.9 

9.2 

13.6 

6 

3 

Bank  of  New  York 

1414.8 

153 

2724.6 

145 

114.3 

130 

215.4 

107 

8.1 

8.9 

12.3 

9 

5 

Bankers  Trust  New  York 

1867.9 

30 

3562.1 

29 

174.6 

0 

338.9 

13 

9.3 

12.1 

19.9 

6 

8 

Chase  Manhattan 

3426.5 

20 

6640.9 

17 

136.7 

-39 

268.6 

-46 

4.0 

7.9 

17.8 

4 

8 

Chemical  Banking 

2130.5 

15 

4065.9 

10 

128.6 

1 

246.5 

-3 

6.0 

6.9 

21.2 

3 

11 

Citicorp 

8598.0 

46 

17414.0 

17 

395.0 

10 

924.0 

29 

4.6 

6.1 

20.8 

6 

5 

CoreStates  Financial 

470.5 

21 

921.8 

20 

49.6 

14 

97.8 

12 

10.5 

1 1.2 

16.5 

10 

4 

First  Fidelity  Bancorporation 

750.8 

10 

1483.9 

10 

61.2 

-13 

123.0 

-1 1 

8.1 

10.3 

0.3 

NM 

-0 

892.2 

21 

1746.8 

20 

90.2 

9 

182.6 

12 

10. 1 

1 1 .2 

17  5 

9 

3 

KeyCorp 

410.6 

23 

800.9 

23 

33.4 

28 

64.4 

22 

8.1 

7.8 

14.1 

9 

3 

Manufacturers  Hanover 



2179.0 

-3 

4210.0 

0 

106.0 

-57 

209.0 

-42 

4.9 

11.1 

19.4 

4 

11 

Mellon  Bank 

395.0 

3 

775.0 

2 

59.0 

1 1 1 

1 12.0 

1 1 1 

14.9 

7.3 

-5.7 

NM 

-2 

^Aidlantic 

569.3 

28 

1 102.6 

28 

61 .6 

15 

121.1 

1 5 

10.8 

12.1 

1 7.4 

7 

MNC  Financial 

589.3 

25 

1132.4 

23 

50.5 

17 

98.0 

35 

8.6 

9.1 

16.9 

8 

6 

Morgan  (J.  P.) 

2778.4 

42 

5286.5 

33 

206.3 

-10 

385.9 

-24 

7.4 

1 1.7 

14.9 

8 

4 

PNC  rinancial 

1 161.7 

21 

2292.0 

21 

125.5 

10 

249. 1 

10 

10.8 

1 1.8 

16.7 

9 

5 

652.5 

30 

1235.8 

27 

43.8 

1 

85.6 

6.7 

8.6 

13.4 

10 

Shawmut  National 

770.4 

1 

1506.6 

7 

66.8 

13 

131.5 

16 

8.7 

7.7 

15.0 

8 

3 

UJB  Financial 

310.1 

24 

599.5 

22 

30.8 

8 

62.7 

9 

9.9 

11.4 

14.9 

8 

2 

{b|  BANKS  -  MIDWEST 

GROUP  COMPOSITE 

6700.0 

21 

13066.8 

18 

668.6 

15 

1304.6 

11 

10.0 

10.5 

14.9 

11 

3, 

AmeriTrust 

304.0 

22 

590.0 

14 

30.4 

21 

58.2 

6 

10.0 

10.1 

14.9 

9 

2 

Banc  One 

791.4 

19 

1536.3 

18 

91.3 

9 

178.5 

9 

1 1.5 

12.6 

16.3 

13 

2 

Boatmen's  Bancshares 

364.2 

g 

722.7 

7 

33.0 

39 

64.0 

23 

9.1 

7.0 

7.8 

16 

2 

Comerica 

314.4 

26 

615.7 

23 

30.3 

9 

57.7 

5 

9.6 

1 1.1 

17.7 

8 

6 

Continental  Bank 

285.6 

1 1 

578.1 

9 

64.1 

6 

139.7 

9 

22.4 

23.3 

27.3 

5 

5 

First  Bank  System 

643.9 

1 1 

1 263.0 

10 

53.0 

45 

103.3 

45 

8.2 

6.3 

-31.1 

NM 

-4 

First  Chicago 

1393.7 

22 

2705. 1 

1 6 

134.4 

9 

259. 1 

_2 

9.6 

10.8 

23.2 

7 

Manufacturers  National 

285.2 

30 

553.2 

27 

26.8 

14 

51.7 

13 

9.4 

10.8 

17.2 

8 

6 

Michigan  National 

352.5 

41 

693.2 

42 

23.0 

-4 

38.1 

-16 

6.5 

9.7 

14.6 

9 

5 

l^UllUilUl  ^1 1  y 

639  8 

2 1 

1 251  1 

19 

65  8 

22 

1 28  2 

1 9 

10.3 

1 0  2 

1 8  7 

9 

Northern  Trust 

312.3 

36 

598.5 

29 

28.9 

31 

54.3 

30 

9.3 

9.6 

26.6 

8 

7 

Norwest 

720.2 

21 

1394.8 

18 

58.8 

15 

115.8 

14 

8.2 

8.6 

18.7 

9 

4 

Society 

292.6 

24 

565.0 

22 

28.7 

16 

56.1 

17 

9.8 

10.4 

15.7 

8 

4 

 ^ 

(c)  BANKS  -  SOUTH  &  SOUTHEAST 

GROUP  COMPOSITE 

6285.5 

22 

12194.1 

20 

596.4 

14 

1166.7 

13 

9.5 

10.2 

15.8 

10 

3. 

Barnett  Banks 

773.4 

24 

1494.2 

21 

64.3 

14 

126.7 

14 

8.3 

9.0 

15.3 

9 

3 

Citizens  &  Southern 

617.2 

21 

1 191.3 

18 

58.6 

17 

1 16.3 

18 

9.5 

9.8 

17.0 

10 

3 

Crestar  Financial 

296.4 

15 

577.4 

13 

25.4 

17 

49.8 

14 

8.6 

8.4 

14.5 

10 

3 

First  Union 

819.2 

16 

1607.0 

15 

73.7 

-3 

145.9 

-5 

9.0 

10.7 

14.7 

10 

2 

First  ^Vachovia 

615.6 

28 

1 190.3 

25 

67.9 

14 

135.2 

1  4 

1 1 .0 

12.3 

16.3 

10 

4 

NCNB 

891 .7 

33 

1 706.0 

25 

91 .5 

54 

167.3 

29 

10.3 

8.8 

13.8 

16 

3 1 

Signet  Banking 

332.7 

9 

651.1 

8 

31.3 

-17 

62.8 

-3 

9.4 

12.3 

21.4 

7 

5 

Southeast  Banking 

447.3 

32 

852.4 

28 

32.3 

8 

65.4 

23 

7.2 

8.8 

12.4 

9 

2 

Sovran  Financial 

664.2 

23 

1289.4 

21 

65.5 

13 

127.4 

13 

9.9 

10.8 

17.3 

9 

4 

SunTrust  Banks 

827.8 

19 

1634.9 

19 

85.9 

12 

169.9 

12 

10.4 

10.9 

16.9 

10 

2 

Id)  BANKS  -  WEST  &  SOUTHWEST 

GROUP  COMPOSITE 

9544.1 

20 

18586.4 

19 

714.3 

23 

1484.8 

43 

7.5 

7.3 

14.5 

9 

4. 

BankAmerica 

2894.0 

20 

5631.0 

19 

304.0 

88 

579.0 

1  14 

10.5 

6.7 

15.0 

7 

3 

First  City  Bancorp,  of  Texas 

364.9 

27 

713.1 

29 

28.1 

296 

54.3 

NM 

7.7 

2.5 

11.2 

8 

4 

First  Interstate  Bancorp 

1646.7 

13 

3208.3 

13 

95.0 

7 

189.3 

7 

5.8 

6.1 

4.6 

30 

21 

Security  Pacific 

2496.3 

24 

4846.8 

22 

184.5 

20 

363.8 

21 

7.4 

7.7 

17.9 

8 

6i 

U.  S.  Bancorp 

418.5 

25 

797.5 

21 

38.4 

32 

73.6 

27 

9.2 

8.7 

14.0 

10 

31 

Valley  National 

299.9 

8 

609.1 

9 

-83.2 

NM 

-64.2 

NM 

NM 

5.7 

-4.9 

NM 

-1 

Wells  Fargo 

1423.7 

21 

2780.6 

19 

147.4 

18 

288.9 

18 

10.4 

10.6 

22,7 

8 

10' 

4  CHEMICALS 

INDUSTRY  COMPOSITE 

32900.S 

8 

65085.1 

10 

2949.4 

-1 

6019.2 

9 

9.0 

9.8 

22.5 

9 

6. 

Arco  Chemical 

726.0 

7 

1425.0 

13 

120.0 

-5 

236.0 

1 

16.5 

18.6 

35.7 

7 

5' 

Air  Products  &  Chemicals  |3| 

663.7 

10 

1332.7 

9 

53.4 

2 

1 10.0 

2 

8.0 

8.6 

16.3 

11 

41 

American  Cyonamid 

1299.3 

4 

2530.9 

6 

1 10.4 

1 1 

199.4 

12 

8.5 

8.0 

15.5 

15 

31 

Aristech  Chemical 

268.2 

0 

543.4 

3 

18.6 

-47 

45.1 

-49 

6.9 

13.2 

37.4 

6 

3 

Betz  Laboratories 

130.4 

17 

254.8 

17 

14.1 

17 

27.2 

17 

10.8 

10.8 

21.5 

17 

Cabot  ;3) 

470.5 

1 1 

1491.5 

17 

9.6 

-42 

61.4 

20 

2.0 

3.9 

14.2 

16 

! 

Crompton  &  Knowles 

95.0 

39 

182.8 

47 

7.3 

47 

12.7 

45 

7.7 

7.3 

24.7 

14 

Dexter 

224.7" 

4 

442.4 

4 

12.6 

-5 

24.0 

-5 

5.6 

6.2 

12.3 

16 

1 
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\rmed  with  the  resources  to  help  you, 
10  matter  what  the  investment  climate. 


Prudential-Bache 


Securities' 


988  Prudemiai-Bache  Secunties  Member  SIPC  A  Subsid'aty  of  The  PnidwitHl  ^ 


COMPANY  SAI.E5  PROFITS  

MARGINS        RETURN  ON 


COMMON 


2ND 

CHANGE 

6 

CHANGE 

2ND 

CHANGE 

6 

CHANGE 

2ND 

2ND 

EQUITY 

PRICE- 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

QUARTER 

12  MONTHS 

EARNINGS 

1989 

1988 

1989 

1988 

1989 

1988 

1989 

1988 

1989 

1988 

ENDING 

RATIO 

J  MIL. 

% 

S  Mil. 

% 

i  MIL. 

$  MIL  ■ 

6-30 

7-21 

Dow  Chemical 

4601.0 

8 

9086.0 

10 

728.0 

1  4 

1471.0 

29 

15.8 

15.0 

36.2 

6 

Du  Pont 

9278.0 

1 1 

17952.0 

11 

714.0 

12 

1450.0 

18 

7.7 

7.7 

15.5 

1 1 

Engelhard 

603.1 

14 

1 190.3 

14 

15.1 

7 

29.5 

7 

2.5 

2.7 

8.7 

15 

Ethyl 

602.6 

22 

1173.0 

18 

51.0 

7 

102.1 

9 

8.5 

9.7 

NA 

12 

Ferro 

275.4 

6 

546.9 

9 

13.2 

1 1 

25.5 

1 1 

4.8 

4.6 

16.3 

14 

Freeport-McMoRan 

519.5 

6 

990.3 

7 

30.8 

-68 

100.7 

-32 

5.9 

19.4 

30.3 

10 

Fuller  (H.  B.)(ii 

196.3 

14 

373.9 

14 

4.9 

-14 

6.8 

-35 

2.5 

3.3 

9.7 

18 

Georgia  Gulf 

292.3 

6 

610.0 

22 

49.3 

4 

104.7 

22 

16.9 

17.2 

74.9 

5 

uoodricli  (b. 

628.8 

8 

1244.7 

12 

53.0 

-7 

104.0 

8 

8.4 

9.7 

19.0 

7 

Grace  (W.  R.) 

1510.7 

4 

2907.9 

6 

44.6 

-24 

74.9 

-13 

3.0 

4.0 

1 1.9 

15 

Great  American  Management  [5] 

440.7** 

24 

779.3 

37 

-1 1.9 

NM 

-20.2 

NM 

NM 

3.4 

-2.2 

NM 

Great  Lakes  Chemical  t 

207.3** 

39 

365.4 

21 

31.2 

25 

59.8 

22 

15.1 

16.7 

22.6 

13 

Hanna  (M.  A.)t 

291 .5 

1 1 

547.9 

9 

35.9 

1 2 

49.7 

10 

12.3 

12.3 

21.4 

7 

Hercules 

791.5 

12 

1530.9 

12 

41.6 

-12 

86.4 

-1 

5.3 

6.7 

5.8 

19 

Himont 

423.5 

-7 

866.9 

0 

60.1 

-38 

139.4 

-20 

14.2 

21.2 

24.2 

NA 

Loctite  (61 

120.9 

9 

237.3 

8 

16.1 

25 

30.2 

29 

13.3 

1 1.7 

24.1 

15 

Lubrizol 

327.5 

14 

672.6 

1 5 

26.0 

17 

56.7 

23 

7.9 

7.8 

21.7 

12 

Monsanto 

2348.0 

4 

4613.0 

5 

241.0 

10 

463.0 

8 

10.3 

9.7 

16.4 

12 

Naico  Chemical 

268.1 

8 

517.6 

7 

29.7 

14 

54.8 

7 

11,1 

10.5 

22.8 

13 

Olin 

658.0 

14 

1329.0 

16 

35.0 

22 

69.0 

19 

5.3 

5.0 

15.4 

12 

Pennwalt 

279.9 

1 1 

559.8 

8 

20.7 

103 

49. 1 

80 

7.4 

4.0 

30.0 

1 5 

Quantum  Chemical 

672.5 

4 

1486.6 

7 

46.0 

-42 

117.4 

-33 

6.8 

12.2 

NM 

3 

Rexene 

158.3 

-14 

332.0 

-5 

12.1 

-54 

37.2 

-33 

7.6 

14.3 

42.9 

4 

Rohm  &  Haas 

735.2 

5 

1414.7 

7 

69.3 

-9 

122.4 

-11 

9.4 

10.8 

17.3 

10 

Schulman  (A.)  (4| 

162.8** 

0 

322.6 

4 

8.2 

10 

15.4 

13 

5.0 

4.6 

19.1 

13 

Sterling  Chemicals  (3| 

150.2 

-27 

312.1 

-20 

17.6 

-74 

49.3 

-62 

11.7 

32.8 

90.8 

4 

Union  Carbide 

2277.0 

7 

4518.0 

1 1 

186.0 

-1 

387.0 

34 

8.2 

8.8 

37.9 

5 

Vista  Chemical  (3) 

202.3 

7 

400.8 

-1 

35.1 

26 

67.6 

19 

17.3 

14.7 

91.4 

5 

5  CONGLOMERATES 

INDUSTRY  COMPOSITE 

39148.1 

10 

75063.9 

9 

2317.7 

17 

4519.3 

15 

5.5 

5.4 

15.8 

13 

AIco  Standard  (3) 

1030.7** 

8 

2074.4 

9 

31.2 

7 

60.2 

20 

3.0 

3.1 

20.2 

12 

Allied-Signal 

3115.0 

1 

6057.0 

0 

166.0 

30 

292.0 

22 

5.3 

4.1 

15.4 

10 

Dart  Group  (111 

208.3 

116 

437.8 

100 

2.8 

-65 

8.2 

-15 

1.3 

8.3 

8.2 

8 

1 

Figgie  International 

336.9 

14 

660.9 

16 

13.7 

1 

28.4 

6 

4.1 

4.6 

16.9 

9 

Fuqua  Industries 

231.8 

-15 

478.5 

3 

3.0 

-64 

8.1 

-90 

1.3 

3.1 

-1.3 

NM 

General  Electric 

13431.0 

15 

25106.0 

14 

972.0 

16 

1821.0 

17 

7.2 

7.1 

19.2 

14 

General  Hostm) 

158.6 

1 

283.3 

7 

1.5 

-66 

1.1 

-77 

1.0 

2.8 

-4.4 

NM 

Greyhound 

925.5 

8 

1767.2 

10 

35.6 

15 

50.5 

15 

3.9 

3.6 

9.8 

13 

National  lntergroup(9i 

853.5 

20 

1715.6 

21 

8.5 

83 

12.4 

NM 

1.0 

0.7 

-1.5 

NM 

Pall  (51 

134.2 

15 

252.6 

14 

13.8 

-27 

25.6 

-15 

10.3 

16.3 

14.8 

24 

Penn  Central 

444.2 

17 

787.3 

10 

26.9 

23 

1 19.6 

182 

6.1 

5.8 

9.1 

11 

Premark  International 

657.9 

11 

1278.6 

8 

23.7 

-23 

46.1 

-34 

3.6 

5.2 

12.8 

13 

Rockwell  International  (3) 

3212.0 

5 

6373.7 

4 

178.1 

-17 

448.8 

4 

5.5 

7.0 

20.3 

7 

Teledyne 

1159.3 

4 

2275.6 

3 

46.8 

-31 

1 17.3 

-46 

4.0 

6.1 

13.5 

14 

2 

Tenneco 

3665.0 

1 1 

6984.0 

6 

180.0 

128 

289.0 

33 

4.9 

3.5 

4.5 

48 

Textron 

1847.3 

4 

3672.2 

3 

68.8 

0 

132.1 

-4 

3.7 

3.9 

11.1 

9 

TRW 

1844.0 

1 

3629.0 

0 

70.0 

-1 

139.0 

1 

3.8 

3.9 

16.7 

11 

USX 

4957.0* 

16 

9415.0 

13 

250.0 

17 

546.0 

48 

5.0 

5.0 

16.7 

11 

Whitman 

935.8 

13 

1815.2 

16 

45.3 

30 

84.9 

40 

4.8 

4.2 

21.8 

20 

6  CONSUMER  PRODUCTS 

INDUSTRY  COMPOSITE 

38164.3 

20 

73933.8 

19 

2414.5 

12 

4419.9 

13 

6.3 

6.7 

23.9 

16 

2 

(a)  APPAREL 

GROUP  COMPOSITE 

4463.9 

II 

8931.3 

12 

176.3 

-IS 

347.6 

-16 

3.9 

5.2 

20.5 

14 

1 

Angelica  (1 1| 

90.4 

1 1 

171.1 

8 

4.8 

8 

8.4 

7 

5.3 

5.5 

11.1 

14 

Brown  Group (ni 

436.6 

10 

899.2 

6 

7.3 

-15 

8.4 

-65 

1.7 

2.2 

8.6 

20 

Crystal  Brands 

166.0 

92 

398.9 

130 

-2.4 

NM 

3.7 

787 

NM 

NM 

7.9 

18 

Farah  (2) 

87.7 

-4 

152.4 

-2 

1.6 

44 

0.2 

-64 

1.8 

1.2 

-5.9 

NM 

-< 

Fruit  of  the  loom 

379.6 

29 

661.6 

31 

25.8 

43 

33.5 

60 

6.8 

6.1 

32.5 

9 

1 

Hartmarx  (1) 

304.5 

12 

631.8 

10 

3.1 

-62 

12.9 

-25 

1.0 

3.0 

9.2 

14 

1 

Interco(iO) 

468.7 

-4 

951.8 

-4 

-41.5 

NM 

-83.6 

NM 

NM 

4.8 

NM 

NM 

—5 

Kellwood  |8| 

199.2 

17 

389.8 

14 

9.7 

18 

16.0 

16 

4.9 

4.9 

17.5 

11 

/ 

L.  A.  Gear  (II 

169.6 

207 

235.7 

182 

16.1 

200 

21.4 

203 

9.5 

9.7 

77.9 

15 

4 

Leslie  Fay 

155.0 

21 

358.3 

21 

0.3 

NM 

9.9 

124 

0.2 

NM 

19.4 

10 

1 

Nike  (7) 

413.4 

17 

878.1 

28 

36.5 

20 

85.3 

47 

8.8 

8.6 

31.6 

10 

4 

Oxford  Industries  (7| 

131.6 

-12 

264.5 

-8 

2.5 

NM 

3.6 

NM 

1.9 

NM 

9.2 

13 

C 

Phillips- Van  Heusen  ( 1 1 1 

148.1 

20 

312.2 

12 

3.0 

61 

6.3 

142 

2.0 

1.5 

42.7 

14 

1 

Reebok  International 

431.5 

-7 

920.0 

0 

40.8 

-10 

90.2 

-3 

9.4 

9.8 

18.3 

1  1 

1 

Russell 

149.5 

34 

296.4 

29 

10.0 

18 

23.0 

16 

6.7 

7.6 

15.9 

15 

1 

Stride  Rite(:i 

121.6 

25 

235.7 

28 

13.1 

33 

24.7 

49 

10.8 

10.2 

31.0 

15 

1 

VF 

611.1 

-5 

1 173.9 

-5 

45.5 

1 

83.8 

2 

7.4 

7.0 

15.8 

14 

2 
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MPANY 


SALES 


PROFITS 


2ND 
QUARTER 
1989 
SMIL. 


CHANGE 
FROM 
1988 


6 

MONTHS 
1989 
$  Mil 


CHANGE 
FROM 
1988 


2ND 
QUARTER 
1989 
(  MIL 


CHANGE 
FROM 
1988 


MONTHS 
1989 
$  Mil 


CHANGE 
FROM 
1988 


MARGINS 

2N0  2ND 
QUARTER  QUARTER 
1989  1988 


RETURN  ON 
COMMON 

EQUITY 
12  MONTHS 

ENDING 
6-30 


PRICE- 
EARNINGS 
RATIO 
7  21 


12 

MONTHS' 
EARNINGS 
PER 
SHARE 


ILIANCES  &  HOME  FURNISHINGS 


>UP  COMPOSITE 

3368.1 

24 

6683.7 

23 

81.1 

-S 

184.5 

-4 

2.4 

3.1 

13.2 

17 

1.00 

tgheny  International  (3) 

234,9 

0 

503.2 

3 

-15.3 

NM 

-19.9 

NM 

NM 

NM 

NM 

NM 

-5.60 

sett  Furniture  Industries  ( 1 1 

119.1 

6 

227.8 

0 

5.1 

15 

8.2 

14 

4.3 

4.0 

7.2 

17 

2.32 

tBuy  |9| 

107.2 

-4 

212.9 

-2 

-1.2 

NM 

-3.6 

NM 

NM 

NM 

1.7 

54 

0.13 

uit  City  Stores  |ioi 

408.0 

25 

971.5 

23 

10.7 

20 

41.0 

25 

2.6 

2.7 

26.0 

16 

1.56 

>rson  Radio  (9) 

221.2 

35 

392.3 

33 

3.5 

215 

5.6 

NM 

.1.6 

0.7 

13.4 

15 

0.34 

ders 

1 25.7 

1 00 

232.7 

94 

7.9 

76 

1 4.7 

74 

6.3 

7. 1 

23.9 

1  1 

1.21 

ig-Meyers  (10) 

99.1** 

8 

188.0 

9 

6.0 

1 

8.5 

5 

6.0 

6.4 

1 1.0 

12 

1.63 

^land  Superstores  (i  i) 

196.5 

8 

512.4 

14 

-8.5 

NM 

-4.1 

NM 

NM 

0.2 

-1.2 

NM 

-0.09 

rmark  |9) 

208.7** 

7 

383.4 

5 

0.3 

-66 

-6.9 

NM 

0.1 

0.4 

-0.6 

NM 

-0.04 

f  Raw  ^h#iir  IQt 

L**Doy  wnair  lu) 

1 59  2 

2 

294  0 

g 

1 0  5 

25 

1  5  9 

6  6 

5  4 

1  4  1 

1 3 

1  54 

d  Furniture 

96.7 

-2 

190.2 

-1 

6.9 

0 

12.7 

-6 

7.2 

7.0 

19.2 

1 1 

1.28 

gett  &  Piatt 

259.6 

32 

496.8 

30 

12.1 

19 

23.5 

16 

4.6 

5.1 

16.3 

13 

2.38 

813.5 

69 

1492.1 

63 

28.2 

-20 

62.3 

-6 

3.5 

7.3 

13.1 

14 

1.51 

1  luipOrTS  1  lUf 

113  9 

]  7 

225  6 

24 

6  7 

25 

116 

39 

5  9 

20  1 

1 5 

0  72 

204.7 

-2 

360.9 

0 

8.2 

5 

15.1 

9 

4.0 

3.7 

22.1 

10 

2.06 

ERAGES 

tup  COMPOSITE 

10854.0 

II 

19983.6 

10 

9S7.5 

IS 

1651.0 

20 

8.8 

8.5 

23.6 

18 

2.64 

leuser-Busch 

2479.8 

7 

4684.9 

7 

233.7 

10 

400.8 

10 

9.4 

9.1 

23.7 

16 

2.62 

wn-Forman(8| 

196.3 

-18 

469.3 

-8 

21.3 

12 

79.2 

67 

10.8 

7.9 

26.5 

14 

5.15 

a-^oia 

2429. 1 

5 

441  4,3 

6 

345.5 

1 4 

605.3 

1 8 

1 4.2 

1 3. 1 

38. 1 

20 

3.16 

o-Cola  Bottling 

105.2 

14 

190.0 

17 

1.6 

-50 

-1.0 

NM 

1.5 

3.4 

-1.8 

NM 

-0.41 

c-Cola  Enterprises 

1088.5 

-1 

1948.1 

0 

38.8 

-5 

52.3 

-3 

3.6 

3.7 

8.7 

17 

0.99 

rs  (Adolph) 

425.5 

1 1 

749.6 

12 

16.9 

-13 

12.1 

-48 

4.0 

5.0 

3.4 

19 

0.98 

era!  Cinema  (2) 

536.9 

1 7 

976.6 

1 4 

34.9 

116 

72.4 

1 02 

6.5 

3.5 

15.7 

2 1 

1 .3 1 

siCo 

3592.7 

24 

6551.0 

22 

264.9 

21 

430.0 

29 

7.4 

7.6 

26.4 

18 

3.25 

SOKALCARE 

)UP  COMPOSITE 

4606.8 

10 

8938.9 

9 

276.2 

9 

501.3 

9 

6.0 

6.1 

26.1 

18 

2.23 

erto-Culver(3) 

182.2 

18 

362.8 

19 

8.3 

18 

14.6 

22 

4.5 

4.5 

19.5 

21 

2.15 

>n  Products 

777.7 

10 

1482.6 

12 

39.5 

10 

45.7 

9 

5.1 

5.1 

46.4 

22 

1.54 

:k  Drug  (9) 

105.2 

4 

213.4 

10 

11.3 

5 

22.3 

8 

10.7 

10.7 

14.7 

14 

2.58 

fned 

1  D  1 .  t 

7  0 

1 9 

1  Z.O 

1  0 
1  o 

4.(3 

5.6 

1  /  .y 

1 5 

2.34 

rch  &  Dwight 

95.7 

13 

186.7 

12 

2.1 

-46 

4.1 

-53 

2.2 

4.7 

10.7 

23 

0.55 

)ate-Palmolive 

1289.7 

9 

2493.4 

7 

73.6 

41 

140.8 

36 

5.7 

4.4 

16.7 

20 

2.75 

ab 

359.8 

7 

595.2 

6 

1 1.9 

-27 

4.1 

-63 

3.3 

4.8 

8.9 

21 

1.37 

ette 

903.9 

5 

1844.9 

4 

62.5 

-8 

140.1 

-2 

6.9 

7.8 

NM 

16 

2.65 

ene  Curtis  Industries  ( ioi 

160.2 

16 

330.8 

20 

2.2 

36 

6.4 

52 

1.4 

1.2 

1  1.4 

16 

3.47 

Hiai 

150.8 

16 

300.4 

14 

9.2 

18 

18.6 

19 

6.1 

6.0 

17.9 

1 1 

4.06 

cell 

127.4** 

4 

283.8 

6 

11.8 

4 

28.9 

7 

9.3 

9.3 

20.4 

16 

1.30 

ihotne 

137.0 

17 

256.0 

10 

10.4 

12 

18.8 

1 1 

7.6 

7.9 

30.1 

13 

2.08 

brands 

166.1 

11 

296.0 

5 

26.2 

7 

44.2 

-3 

15.8 

16.3 

23.5 

16 

3.77 

ACCO 

)UP  COMPOSITE 

14871.6 

33 

29396.7 

32 

923.4 

20 

1735.6 

19 

6.2 

6.9 

27.2 

14 

6.66 

erican  Brands 

2722.6* 

0 

5968.5 

2 

120.2 

1 1 

292.4 

11 

4.4 

4.0 

21.5 

12 

5.93 

)ro 

249.8*** 

-2 

480.0 

1 

2.9 

-12 

4.1 

-6 

1.2 

1.3 

0.1 

NM 

0.03 

lett  Group  (9) 

131.0* 

7 

252.5 

8 

5.3 

0 

10.2 

-5 

4.1 

4.4 

36.5 

8 

1.26 

ip  Morris 

1 1595.0* 

46 

22365.0 

46 

745.0 

22 

1335.0 

21 

6.4 

7.7 

28.8 

15 

10.21 

173.1* 

9 

330.7 

9 

50.0 

20 

94.0 

19 

28.9 

26.2 

38.7 

18 

1.53 

•NTAINERS  &  PACKAGING 


USTRY  COMPOSITE  5312.3       16      10111.6         15        341.8         -5      692.1  6        6.4      7.8         21.3  9  3.73 


SS,  METAL  &  PLASTIC 

)UP  COMPOSITE  1347.4         4        2503.6  4  36.4       -30        64.5       -29        2.7      4.0  9.0         22  1.46 


hor  Glass  Container 

267.2 

1 

516.5 

4 

-10.3 

NM 

-14,4 

NM 

NM 

0,7 

-35,7 

NM 

-1,87 

337.2 

10 

594.5 

9 

15.0 

-12 

22.7 

-22 

4.4 

5,6 

62 

27 

1,12 

star  International 

141.5 

4 

277.2 

5 

3.9 

37 

7.5 

23 

2.8 

2,1 

15,5 

13 

2,15 

wn  Cork  &  Seal 

514.7 

-1 

946.5 

1 

27.2 

-3 

46.4 

0 

5.3 

5,4 

15,5 

14 

3,47 

Dorn 

86.9 

15 

168.8 

2 

0.6 

-75 

2.4 

-61 

0.7 

3,1 

8,5 

18 

0,96 

ER 

>UP  COMPOSITE 

3964.9 

20 

7608.0 

19 

305.4 

-I 

627.5 

12 

7.7 

9.4 

24.2 

8 

4.32 

lis 

280.4 

2 

545.5 

5 

12.5 

27 

20.3 

22 

4,5 

3,6 

17,8 

20 

1,64 

era!  Paper  Board 

308.8 

24 

593.5 

20 

51.4 

78 

98.5 

94 

16,6 

1 1,6 

28,7 

5 

4,69 

^lord  Container  (31 

193.5 

3 

371.5 

9 

10.9 

-12 

16.9 

-25 

5,6 

6,6 

26,4 

5 

2,68 

if  Bros.  12) 

1 10.8 

7 

215.9 

10 

7.4 

-17 

12.6 

-14 

6,6 

8,5 

11,9 

19 

2,30 

erson  Smurfitf 

334.7 

4 

654.5 

3 

36.9 

1 

71.8 

4 

11,0 

1 1,4 

43,3 

8 

3,80 

gview  Fibre  {2i 

168.6 

-1 

338.5 

10 

15.5 

-47 

34.8 

-24 

9,2 

17,3 

22,7 

9 

7.72 

atch 

296.1 

1  1 

593.5 

13 

25.7 

5 

61.6 

21 

8,7 

9,2 

18,0 

8 

4,40 

oco  Products 

415.4 

1 

848.6 

8 

28.6 

9 

53.1 

10 

6.9 

6,4 

21,5 

15 

2.30 

ne  Container 

1379.9 

61 

2507.3 

44 

63.6 

-19 

150.4 

5 

4.6 

9,1  . 

30,9 

5 

5.80 

ipie-lnland 

476.6** 

6 

939.2 

7 

52,9 

0 

107.4 

9 

11.1 

11.8 

18,3 

8 

7.49 
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COMPANY  SAIES   PROFITS 


MARGINS 

RETURN  ON 

COMMON 

2ND 

CHANGE 

6 

CHANGE 

2N0 

CHANGE 

6 

CHANGE 

2ND 

2ND 

EQUITY 

PRICE- 

^ 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

QUARTER 

12  MONTHS 

EARNINGS 

F, 

1989 

1988 

1989 

1988 

1989 

1988 

1989 

1988 

1989 

1988 

ENDING 

RATIO 

$  MIL 

% 

$  Mil 

$Mll, 

i  MIL, 

% 

% 

6-30 

7-21 

8  DISCOUNT  &  FASHION  RETAILING 

INDUSTRY  COMPOSITE 

53182.3 

13  118677.2 

15 

1240.6 

4 

4236.1 

22 

2.3 

2.5 

15.2 

16 

Alexander  s  (5) 

91.7** 

-13 

264.2 

-12 

-2.6 

NM 

14.6 

NM 

NM 

NM 

18.7 

14 

Ames  Department  Stores  ( n  i 

1 1 12.0** 

125 

2883.0 

150 

-12.3 

NM 

10.5 

-54 

NM 

1.2 

5.0 

28 

Diair 

1 1 4.5 

7 

216.9 

6 

7.9 

—6 

14.2 

—  12 

6.9 

7.9 

31.2 

9 

Burlington  Coat  Factory  (2) 

135.3 

21 

416.9 

23 

2.4 

0 

24.0 

16 

1.8 

2.2 

12.7 

1 1 

Carson  PIrie  Scott  (i  i) 

209.1** 

5 

554.2 

10 

-18.4 

NM 

-9.1 

NM 

NM 

NM 

-12.4 

NA 

Carter  Hawtey  Hole  Stores  (5) 

595.4** 

9 

1526.1 

8 

-3.2 

NM 

18.7 

17 

NM 

NM 

NM 

41 

Charming  Shoppes  (i  i) 

1 72  3 

15 

393.8 

1 8 

6  9 

101 

23  9 

1  1  0 

/.J 

17  7 

on 

Child  World  (11) 

131.7 

10 

540.0 

6 

-5.1 

NM 

17.8 

28 

NM 

N.M 

5.8 

19 

\»fV»L  vroup  (5) 

89  4 

10 

210.2 

1 2 

2  3 

2 

T.J 

1 5.7 

1 2 

1316 

3 

347.4 

—1  1 

1 3  1 

27 

0  9 

13  6 

1  D 

Costco  NA^holesale  (4) 

658.1 

46 

1354.9 

46 

4,6 

NM 

13.7 

105 

0.7 

0.0 

17.9 

29 

CVNI41 

162.8 

25 

355.1 

20 

6.5 

246 

13.2 

59 

4.0 

1.4 

10.4 

26 

Doyton  Hudson  [i  ii 

2826.0** 

1 1 

6925.8 

1 1 

40.0 

30 

222. 1 

35 

1  4 

1.2 

1 5.8 

Diliard  Department  Stores  {i  I) 

598.1** 

16 

1480.1 

14 

19.6 

22 

85.3 

30 

3.3 

3.1 

15.2 

18 

Dollar  General  (1 1| 

129.9 

5 

319.9 

2 

-0.4 

NM 

5.5 

22 

NM 

NM 

9.3 

21 

Family  Dollar  Stores  (4) 

187.6 

8 

383. 1 

9 

4.7 

-42 

12.5 

-28 

2.5 

4.7 

13.1 

13 

Gap(i  1) 

309.9 

28 

733.6 

22 

15.1 

241 

47.2 

81 

4.9 

1.8 

30.5 

18 

Genescod  ii 

105.0 

3 

233.8 

9 

-0.2 

NM 

9.3 

81 

NM 

NM 

15.9 

8 

Grossman's 

343.9 

4 

563.4 

6 

10.7 

-9 

3.2 

24 

3.1 

3.6 

14.7 

15 

Hechingerii  1) 

274.9 

1  c 
1  0 

27 

7.3 

-17 

20.2 

3 

2.7 

3.7 

12.6 

14 

Hills  Department  Stores 

397.9 

25 

971.3 

18 

-15.7 

NM 

6.0 

-63 

NM 

NM 

NM 

NM 

Home  Depot  (1 1) 

641.5 

44 

1166.3 

42 

25,9 

35 

44.8 

27 

4.0 

4.3 

20.3 

27 

Home  Shopping  Network  (4) 

178.7 

386  3 

3 

-7,7 

NM 

-2.5 

NM 

NM 

3.5 

4.2 

53 

Jacobson  Stores  i  n  i 

86.4** 

^ ' 

12 

2.1 

14 

9.7 

28 

2.4 

2.3 

14.5 

14 

Jamesway  |1 1| 

161.9 

10 

425.4 

13 

-1.1 

NM 

2.6 

-38 

NM 

0.2 

6.5 

15 

K  martii  1) 

6068.2** 

4 

14485.5 

7 

94.0 

-22 

487.0 

10 

1.5 

2.1 

15.5 

10 

Kay  Jewelers 

91.2 

8 

1 70.6 

9 

-1.0 

NM 

-4.8 

NM 

NM 

0.2 

18.4 

13 

Lands'  End  mi 

108.1 

32 

297. 1 

39 

4.7 

-20 

20.8 

23 

4.4 

7.2 

32.2 

19 

Limited  (1 1| 

964.6 

19 

2320.6 

27 

45.2 

89 

165.3 

90 

4.7 

2.9 

27.2 

23 

Lowe's  |i  11 

602.1 

2 

1 171.7 

7 

14.6 

_3 

26.4 

68 

2.4 

2.6 

1 1.5 

14 

May  Department  Stores  mi 

2632.0** 

20 

6683.0 

22 

63.0 

5 

339.0 

17 

2.4 

2.7 

19.4 

13 

Melville 

1675.3 

1 4 

3204  4 

12 

61.6 

2 

85.9 

4 

3.7 

4.1 

21.0 

14 

Mercantile  Stores (i  ii 

478.6** 

3 

1244.8 

6 

27.0 

-3 

84.4 

14 

5.6 

6.0 

14.4 

12 

Meyer  (Fred)  (i  ii 

620.1 

10 

1188.5 

13 

5.7 

1 

21.0 

8 

0.9 

1.0 

13.9 

14 

Neiman-Marcus  Group  |3| 

342.6 

24 

791 .9 

22 

4.7 

37 

18.5 

-2 

1.4 

1.2 

NM 

NM 

Nordstrom  |i  i| 

512.2 

1 9 

1 277-3 

24 

23.0 

20 

70.5 

34 

4.5 

4.4 

19.3 

23 

Pace  Membership  Warehouse  |1 1|     3; 8. 6** 

36 

808.1 

33 

1.0 

182 

6.7 

70 

0.3 

0.2 

8.3 

23 

Penney  (J.  C.)  (i  ii 

3408.0 

4 

8358.0 

2 

128.0 

-2 

563.0 

37 

3.8 

4.0 

23.8 

10 

Petrie  Stores  (i  i| 

279.1 

7 

664.8 

8 

7.0 

8 

25.9 

-15 

2.5 

2.5 

5.7 

27 

Price  |4i 

1086.0** 

15 

2121.2 

19 

21.0 

13 

46.6 

17 

1.9 

2.0 

20.0 

19 

Rose's  Stores  (111 

327.5 

6 

773.1 

10 

4.6 

-28 

11.1 

44 

1.4 

2.1 

7.1 

10 

Ross  Stores  111) 

153.9 

18 

355.2 

16 

3.4 

NM 

19.7 

87 

2.2 

0  2 

32.1 

16 

Sears,  Roebuck 

13281.3** 

9 

25441.8 

10 

334.9 

-1 

591.2 

12 

2.5 

2.8 

8.0 

15 

Service  Merchandise 

716.9 

7 

1282.3 

7 

13.9 

72 

9.4 

NM 

1.9 

1.2 

24.2 

12 

Spiegel 

316.7 

21 

632.1 

28 

6.7 

138 

13.0 

35 

2.1 

1.1 

17.2 

14 

Strawbridge  &  Clothierd  i| 

190.5** 

4 

513.2 

9 

1.6 

-26 

22.5 

8 

0.8 

1.1 

12.7 

12 

TJXmi 

466.4 

18 

1033.6 

20 

19.2 

53 

29.5 

19 

4.1 

3.2 

10.9 

17 

Toys'R'Usmi 

767.7 

19 

2657.1 

21 

27,1 

21 

223.7 

27 

3.5 

3.5 

19.4 

22 

U.  S.  Shoe  mi 

571.8 

8 

1255.7 

10 

7,7 

149 

25.7 

91 

1.3 

0.6 

3.4 

53 

Wal-Mart  Stores  mi 

537:  . 

25 

1 1904.0 

28 

198,3 

29 

521.5 

30 

3.7 

3.6 

27.8 

27 

Wholesale  Club  mi 

107.4** 

39 

239.7 

42 

-0,2 

NM 

2.7 

23 

NM 

0.4 

7.6 

26 

Woolworth(F.  W.)mi 

1877.0** 

9 

4423.0 

12 

36,0 

3 

180.0 

8 

1.9 

2.0 

15.9 

12 

9  ELECTRICAL  &  ELECTRONICS 

INDUSTRY  COMPOSITE 

25642.4 

7 

49662.2 

8 

1440.0 

-2 

2792.5 

0 

5.6 

6.2 

12.2 

16 

1 

|a)  ELEaRIC^  L  «>RODUaS 

GROUP  COMPOSITE 

6222.9 

10 

11750.0 

8 

409.0 

-2 

726.2 

-2 

6.6 

7.4 

17.7 

13 

Ametek 

145.2 

9 

289,2 

10 

10.9 

9 

22.2 

6 

7.5 

7.5 

19.5 

17 

Cooper  Industries 

1349,9** 

29 

2389.1 

21 

71.8 

19 

109.8 

19 

5.3 

5.8 

13.6 

14 

Genlyte  Group 

128.5 

3 

257.8 

3 

3.4 

14 

6.3 

1 

2.6 

2.4 

30.4 

14 

Hubbell 

168.3 

7 

330.1 

7 

20.9 

'  1 

40.1 

12 

12.4 

12.0 

18.9 

14 

National  Service  Industries  (4| 

385.5 

8 

762,4 

9 

24.2 

10 

45.8 

10 

6.3 

6.1 

15.8 

14 

Raychem  (6) 

300.8 

-4 

570.9 

-3 

13.0 

-75 

15.3 

-81 

4.3 

16.8 

5.0 

34 

Square  D 

454.4 

1 1 

885.7 

1 1 

32.2 

4 

59.8 

2 

7,1 

7.6 

19.5 

12 

Thomas  Industries 

1 12.5 

24 

200,0 

16 

4.3 

-6 

9.7 

0 

3.9 

5.1 

13.8 

12 

Westinghouse  Electric 

3177.7 

4 

6064.9 

5 

228.3 

6 

417.3 

5 

7,2 

7.1 

21.7 

12 

lb)  ELECTRONICS 

GROUP  COMPOSITE 

lOIOI.O 

8 

19937.5 

9 

639.9 

16 

1205.8 

9 

6.3 

5.9 

13.6 

13 

E-Systems 

395.9 

9 

790.9 

18 

19.4 

1 

38.5 

1 1 

4,9 

5.3 

15.5 

13 

General  Instrument  iio) 

345.6 

10 

674.4 

1 1 

22,2 

4 

42,8 

5 

6,4 

6.8 

13.7 

14 

Hughes  Electronics 

2851.0 

1 

5825  8 

8 

240,3 

19 

450.4 

4 

8,4 

7.1 

10.5 

15 

Litton  Industries  (SI 

1267.3 

6 

2472.0 

5 

44,7 

6 

88.1 

7 

3,5 

3.5 

14.5 

13 
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•PANY  SAiES   PROFITS  

MARGINS         RETURN  ON 

COMMON  12 


2ND 

CHANGE 

6 

CHANGE 

2ND 

CHANGE 

6 

CHANGE 

2ND 

2ND 

EQUITY 

PRICE- 

MONTHS' 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

QUARTER 

12  MONTHS 

EARNINGS 

EARNINGS 

1989 

1988 

1989 

1988 

1989 

1988 

1989 

1988 

1989 

1988 

ENDING 

RATIO 

PER 

$  Mil. 

$  Mil 

$  Mil 

S  MH 

6-30 

7-21 

SHARE 

(9) 

232.7 

-9 

559.6 

-2 

16.6 

36 

33.3 

21 

7.1 

4.8 

12.5 

15 

2.29 

>rola 

2385.0 

14 

4560.0 

13 

154.0 

28 

277.0 

18 

6.5 

5.7 

14.0 

15 

3.75 

lieon 

2290.0 

12 

4362.8 

9 

133.7 

9 

254.5 

8 

5.8 

6.0 

23.5 

10 

7.69 

III  ^^aswtiuica  iJj 

333.5 

12 

692.1 

16 

9  1 

-23 

21.1 

Q 

2.7 

4  0 

12.4 

10 

2.56 

lUMENTS 

IP  COMPOSITE 

4693.1 

7 

933S.6 

6 

171.5 

129 

338.1 

66 

3.7 

1.7 

0.0 

NM 

0.01 

1  Group 

94.0 

6 

182.9 

12 

3.2 

25 

5.6 

NM 

3.4 

2.9 

5.6 

13 

0.89 

man  Instruments 

200.5 

3 

399.5 

5 

1 1.4 

-6 

22.1 

0 

5.7 

6.2 

18.1 

12 

1.50 

oro 

158.9 

17 

296.8 

10 

4.1 

82 

7.1 

1 19 

2.6 

1.7 

7.1 

30 

1.1 1 

»ral  Signal 

488.5 

12 

966.9 

13 

18.7 

NM 

38.5 

330 

3.8 

NM 

11. 7 

21 

2.64 

ywell 

1784.0 

2 

3447.5 

-1 

74.8 

137 

137.7 

54 

4.2 

1.8 

-21.9 

NM 

-9.14 

ndustries 

200.9 

1 9 

379.2 

1 7 

9. 1 

47 

17.0 

51 

4.5 

3.7 

1 1 .4 

10 

1 .92 

ion  Controls  (3) 

910.6 

15 

1774.3 

15 

23.5 

-3 

42.9 

_1 

2.6 

3.1 

1 1.7 

13 

2.81 

)or6 

167.0 

8 

327.8 

9 

13.5 

3 

25.9 

4 

8.1 

8.5 

14.9 

17 

1.99 

n-Elmeri5i 

198.7 

12 

515.4 

8 

10.4 

7 

27.6 

15 

5.2 

5.5 

8.4 

23 

1.18 

onix  (7) 

JO  1 .0 

f\ 
u 

Q 

/yo.o 

ri 
V 

—2. 1 

NM 

4.3 

NM 

NM 

NM 

3.7 

35 

0.66 

ly  ne 

128.3 

18 

249.5 

15 

5. 1 

381 

9.4 

328 

3.9 

1 .0 

1.4 

91 

0.13 

CONDUaORS 

IP  COMPOSITE 

4625.4 

3 

8639.2 

6 

219.5 

-49 

522.4 

-30 

4.7 

9.6 

12.3 

16 

1.52 

meed  Micro  Devices 

274.9 

-1 1 

544.5 

-8 

12.1 

-54 

22.1 

-52 

4.4 

8.5 

-2.3 

NM 

-0.19 

723.3 

5 

1435.8 

7 

65.8 

-22 

143.1 

- 1 1 

9.1 

12.2 

19.7 

1 5 

2.80 

>9  Devices  [2j 

1 15.0 

5 

229. 1 

9 

10.2 

7 

19.7 

24 

8.8 

8.7 

1 1.6 

1 2 

0.88 

1 11.1 

1 

213.7 

-1 

8.1 

15 

14.5 

14 

7.3 

6.4 

14.0 

9 

2.19 

747.3 

3 

1460.4 

7 

99.3 

-24 

196.3 

-13 

13.3 

18.0 

18.4 

13 

2.29 

(vestment  Group 

156.3 

4 

300.2 

2 

3.4 

67 

20.3 

494 

2.2 

1.4 

78.2 

5 

4.83 

>9<c 

140.9 

52 

274.8 

66 

4.5 

-38 

12.5 

5 

3.2 

7.8 

7.3 

14 

0.59 

>n  Technology  (4| 

119.2 

39 

233.0 

62 

28.8 

-2 

58.0 

25 

24.2 

34.2 

29.1 

4 

3.69 

inai  Semiconductor  |7| 

419.1 

-1 

293.2 

7 

-97.8 

NM 

-149.8 

NM 

NM 

5.4 

-27.9 

NM 

-2.09 

]ue  Technologies 

1 18.7 

-7 

256.3 

1 

-35.1 

NM 

-34.7 

NM 

NM 

4.1 

-9.3 

NM 

-1.67 

s  instruments 

1563.5 

0 

3124.6 

3 

106.1 

16 

190.8 

8 

6.8 

5.9 

19.0 

9 

4.13 

as  &  Betts 

136.2 

3 

273.6 

6 

14.1 

-12 

29.6 

-5 

10.4 

12.2 

17.8 

16 

3.37 

(TRY  COMPOSITE 

48348.3 

15 

93690.2 

15 

1298.4 

6 

2440.6 

7 

2.7 

2.9 

23.3 

19 

2.10 

DISTRIBUTION 

P  COMPOSITE 

6685.1 

11 

12356.8 

11 

64.8 

-8 

132.8 

3 

1.0 

1.2 

15.1 

16 

1.75 

>rgio 

305.3 

19 

565.1 

13 

2.9 

17 

4.5 

2 

0.9 

1.0 

11.6 

17 

1.86 

lational  MultifoodsiiO) 

502.9 

8 

982.7 

7 

4.5 

-47 

11.6 

-29 

0.9 

1.8 

10.4 

13 

2.26 

>od  Holdings  (S) 

375.0 

4 

671.2 

12 

-5.9 

NM 

-4.2 

NM 

NM 

0.2 

-3.0 

NM 

-0.14 

ff-Sexton  (81 

336.0 

12 

653.2 

13 

5.5 

17 

10.0 

17 

1.6 

1.6 

11.8 

16 

1.75 

'  Food  Services  (4| 

391.4** 

8 

773.0 

7 

3.2 

10 

6.6 

1 1 

0.8 

0.8 

15.5 

14 

2.15 

Rite  Foods  (10) 

200.9 

16 

41 1.2 

21 

2.4 

16 

4.7 

18 

1.2 

1.2 

17.7 

16 

1.54 

Valu  Stores  110) 

3273.5 

10 

5780.5 

1 1 

41.1 

6 

78.4 

1 1 

1.3 

1.3 

17.7 

15 

1.84 

jrau  (9) 

1300.0 

18 

2520.0 

12 

11.1 

10 

21.1 

12 

0.9 

0.9 

19.2 

15 

1.87 

PROCESSING 

P  COMPOSITE 

21524.6 

11 

41690.9 

12 

1049.8 

18 

1922.0 

17 

4.9 

4.6 

23.2 

18 

2.88 

icon  Maize-Products 

166.8 

16 

303.9 

18 

58 

76 

7.9 

116 

3.5 

2.3 

3.7 

25 

0.86 

■n 

1873.9 

5 

3677.8 

9 

83.9 

14 

143.0 

13 

4.5 

4.1 

17.6 

16 

4.44 

bell  Soup  (5) 

1454.5 

20 

3036.8 

19 

43.6 

95 

138.4 

29 

3.0 

1.9 

13.9 

27 

2.17 

!  &  Cooke 

693.0 

10 

1256.1 

6 

35.2 

-6 

47.7 

-23 

5.1 

6.0 

12.6 

25 

1.69 

gra|7| 

2971.9 

16 

5762.2 

21 

65.4 

42 

102.9 

34 

2.2 

1.8 

21.7 

15 

2.45 

iternational 

1255.4 

2 

2518.6 

9 

83.1 

15 

150.8 

16 

6.6 

5.9 

24.8 

17 

3.96 

Foods  (7) 

437.7 

9 

868.5 

9 

22.2 

166 

34.5 

71 

5.1 

2.1 

21.8 

15 

2.28 

■al  Mills  |7| 

1439.1 

15 

2825.5 

16 

57.7 

7 

144.9 

14 

4.0 

4.3 

43.1 

18 

3.85 

!r  Products  (9) 

273.0 

10 

563.3 

1 1 

26.8 

46 

50.7 

51 

9.8 

7.4 

28.4 

18 

4.80 

(H.  J.)  18) 

1630.2 

1 1 

2996.7 

10 

1 17.2 

15 

220.2 

14 

7.2 

6.9 

27.6 

18 

3.34 

ey  Foods 

485.5 

20 

1057.7 

18 

25.1 

23 

64.8 

14 

5.2 

5.1 

14.8 

20 

1.69 

;l  (Geo.  A.)  (2) 

526.2 

-2 

1077.5 

-1 

9.8 

29 

23.5 

19 

1.9 

1.4 

14.7 

16 

1.66 

in  Foods  (3) 

177.5 

23 

319.7 

22 

13.6 

127 

17.6 

NM 

7.6 

4.2 

32.9 

7 

2.17 

2341.5 

3 

4576.8 

4 

8.6 

298 

9.9 

-39 

0.4 

0.1 

11.5 

12 

1.18 

iai  Holly  (9) 

177.0 

18 

331.8 

31 

4.1 

NM 

13.0 

NM 

2.3 

NM 

27.3 

6 

4.41 

>g 

1234.0 

14 

2368.1 

12 

129.7 

15 

241.1 

3 

10.5 

10.4 

32.4 

19 

3.97 

103.1 

9 

200.1 

10 

11.0 

1 

19.5 

-3 

10.7 

11.5 

19.0 

19 

1.22 

rmick  id 

291.7 

2 

569.7 

2 

8.0 

138 

15.5 

113 

2.7 

1.2 

12.2 

19 

1.93 

n's  Pride  (3) 

176.2 

33 

334.2 

32 

13.6 

932 

15.2 

NM 

7.7 

1.0 

27.9 

9 

0.86 

it  Hi-Bred  International  (4) 

608.1 

9 

744.7 

13 

1 14.6 

-19 

126.8 

-4 

18.8 

25.3 

14.3 

16 

2.56 

in  Purina  (3) 

1624.1 

16 

3213.4 

14 

83.8 

15 

174.6 

8 

5.2 

5.2 

NM 

16 

5.80 

r  Foods  (2) 

93.7 

4 

185.5 

10 

0.1 

NM 

-0.8 

NM 

0.2 

NM 

-21.6 

NM 

-2.70 

•ard 

128.1 

28 

251.4 

37 

8,7 

-7 

14.7 

70 

6.8 

9.4 

17.5 

8 

20.85 

'ield  Foods  18) 

181.2 

-6 

389.5 

-9 

0.9 

-71 

5.9 

-51 

0.5 

1.6 

24.5 

1 1 

1.32 

er  (J.  M.)  IB) 

93.5 

18 

178.5 

15 

6.8 

13 

12.8 

14 

7.3 

7.6 

19.1 

18 

3.75 

Foods  (3) 

606.1 

22 

1 141.0 

19 

27.5 

30 

49.1 

26 

4.5 

4.2 

24.6 

15 

1.46 

rsal  Foods  (3) 

219.8 

22 

421.4 

23 

8.9 

1 1 1 

17.3 

74 

4.1 

2.3 

19.5 

16 

2.26 

jy(Wm.)Jr. 

261.8 

8 

520.8 

14 

34.1 

13 

60.5 

19 

13.0 

12.5 

31.5 

19 

2.46 
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COMPANY 


SALES 


PROFITS 


2ND 
QUARTER 
1989 
S  Mil, 


CHANGE 
FROM 


MONTHS 
1989 
J  Mil 


CHANGE 
FROM 


2ND 
QUARTER 
1989 
$MIL 


CHANGE 
FROM 


MONTHS 
1989 
S  Mil 


CHANGE 
FROM 


WMtKOIWS 

2ND  2ND 
QUARTER  QUARTER 
1989  1988 


RETURN  ON 
COMMON 

EQUITY  PRICE- 
12  MONTHS  EARNINGS 

ENDING  RATIO 


(c|  FOOD  RETAILING 


GROUP  COMPOSITE 

20138.6 

20 

39643.2 

20 

183.8 

-31 

385.8 

-25 

0.9 

1.6 

30.6 

26 

Albertson's  11 1) 

1813.2 

17 

3702.6 

20 

44.4 

25 

96.3 

27 

2.4 

2.3 

20.7 

19 

American  Stores  i  n  i 

5213.2 

45 

10602.1 

43 

21.5 

-20 

41.7 

-43 

0.4 

0.8 

7.9 

27 

Casey's  General  Stores  (8| 

105.8** 

24 

205.7 

25 

-1.2 

NM 

0.5 

-87 

NM 

2.2 

10.0 

14 

Circle  K  (B| 

931.3** 

39 

1852.6 

42 

-23.1 

NM 

-10.3 

NM 

NM 

2.1 

3.0 

57 

Dairy  Mart  Convenience  ( 1 1 1 

125.0* 

2 

249.3 

0 

-1.3 

NM 

-1.7 

NM 

NM 

0.8 

6.5 

NM 

Food  Lion 

1069.5 

23 

2080.3 

26 

32.0 

16 

60.7 

23 

3.0 

3.2 

26.0 

28 

Foodarama  Supermarkets  (2) 

132.6 

1 1 

263.7 

9 

0.6 

-6 

0.6 

-58 

0.4 

0.5 

8.4 

15 

General  Nutrition  ii  i| 

89.0 

7 

205.2 

4 

6.8 

110 

11.7 

NM 

7.6 

3.9 

16.7 

21 

Giant  Food  iioi 

724.5 

10 

1691.1 

10 

26.5 

29 

62.2 

31 

3.7 

3.1 

24.3 

18 

Great  Atlantic  &  Pacific  Tea  |10) 

3439.6 

14 

5873.0 

12 

45.4 

19 

76.0 

20 

1.3 

1.3 

13.9 

17 

Hannaford  Brothers 

373.1** 

23 

721.2 

25 

10.7 

52 

19.3 

37 

2.9 

2.3 

18.2 

16 

Kroger 

4425.9 

-2 

8916.7 

1 

1.4 

-98 

-17.6 

NM 

0.0 

1.3 

NM 

NM 

Marsh  Supermarkets  |9| 

220.9* 

10 

427.9 

5 

2.6 

50 

4.2 

42 

1.2 

0.9 

14.9 

15 

Mayfair  Super  Markets  (4) 

151.1 

7 

303.8 

6 

2.4 

-21 

3.2 

-49 

1.6 

2.2 

19.4 

21 

Penn  Traffic  (i  i) 

514.1** 

211 

954,5 

190 

-12.4 

NM 

-15.1 

NM 

NM 

0.3 

NM 

NM 

Ruddickoi 

338.7 

20 

653.6 

19 

5.9 

21 

10.3 

11 

1.7 

1.7 

12.8 

12 

Village  Super  Market  isi 

162.6 

7 

329.7 

8 

0.9 

-12 

2.5 

-13 

0.5 

0.7 

11.5 

10 

Weis  Markets 

308.7 

7 

610.2 

7 

20.7 

4 

41.1 

5 

6.7 

6.9 

16.3 

19 

11  FUEL 

INDUSTRY  COMPOSITE 

90820.8 

6 

178547.0 

5 

3504.3 

-16 

9246.9 

6 

3.9 

4.9 

14.3 

13 

(o)COAL 

GROUP  COMPOSITE 

988.9 

18 

1 864.9 

14 

34.9 

-8 

73.3 

-13 

3.5 

4.5 

11.8 

13 

Nacco  Industries 

257,9 

71 

408.7 

57 

13.4 

-18 

21.2 

-9 

5.2 

10.8 

17.4 

9 

Nerco 

164.2 

13 

321.1 

0 

18.2 

75 

34.5 

-33 

1 1.1 

7.2 

14.3 

10 

Pittston 

412.9** 

5 

831.5 

8 

4.1 

-60 

15.0 

4 

1.0 

2.6 

8.4 

20 

wesf  moreiano  v«oai 

1 53.8 

2 

303.6 

6 

-0.8 

NM 

2.6 

NM 

NM 

0.7 

5.0 

26 

(blOIL&GAS 

GROUP  COMPOSITE 

86921.8 

6 

171075.6 

5 

3318.1 

-16 

8906.0 

6 

3.8 

4.8 

14.5 

13 

Amerada  Hess 

1473.9** 

67 

2958.7 

38 

133.5 

NM 

353.7 

739 

9.1 

NM 

18.5 

7 

American  Petrofina 

847,4 

29 

1566.3 

24 

41.8 

22 

67.6 

4 

4.9 

5.2 

13.2 

9 

Amoco 

6078.0 

13 

11989.0 

14 

497.0 

-25 

955.0 

-16 

8.2 

12.3 

13.9 

13 

Ashland  Oil  (3) 

2093.8** 

3 

3872.0 

3 

43.5 

-24 

29,7 

-62 

2.1 

2.8 

16.5 

11 

Atlantic  Richfield 

4334.0* 

-5 

8296.0 

-10 

467.0 

17 

1 171.0 

46 

10.8 

8.7 

29.2 

9 

Burlington  Resources 

423.8 

0 

866.0 

-17 

31.1 

-72 

88.4 

-44 

7.3 

26.5 

NA 

35 

Chevron 

8200.0*** 

12 

15900.0 

7 

404.0 

-22 

717.0 

-39 

4.9 

7.1 

8.8 

15 

Crown  Central  Petroleum 

303.2 

-1 

587.5 

4 

6.3 

-13 

9.1 

19 

2.1 

2.3 

15.2 

7 

Diamond  Shamrock  R&M 

549.7 

18 

1016.2 

15 

26.9 

126 

41.8 

489 

4.9 

2.5 

23.1 

6 

Exxon 

2361 1.0*** 

9 

45855.0 

5 

160.0 

-87 

1430.0 

-46 

0.7 

5.5 

13.0 

15 

Holly  151 

88,8 

-2 

167.4 

-8 

6.0 

3 

12.3 

22 

6.8 

6.5 

45.1 

10 

Kerr-McGee 

821.2 

17 

1538.3 

13 

35.1 

20 

69.0 

74 

4.3 

4.2 

8.5 

18 

Louisiana  Land  &  Exploration 

204.9** 

7 

401.0 

2 

8.3 

NM 

28.9 

NM 

4.1 

NM 

-5.3 

NM 

Lyondell  Petrochemical 

1486.0 

21 

2754.0 

16 

103.0 

-20 

237.0 

5 

6.9 

10.4 

NM 

NA 

Mapco 

535.0* 

19 

1003.4 

13 

28.4 

-3 

63.8 

0 

5.3 

6.5 

18.3 

13 

Maxus  Energy 

149.9 

-1 

295.7 

-6 

3.6 

NM 

-7.0 

NM 

2.4 

NM 

NM 

NM 

Mitchell  Energy  &  Dev.  in) 

158.2 

4 

310.9 

1 

6.1 

-9 

11.2 

-1 

3.8 

4.4 

0.1 

NM 

Mobil 

14003.0*** 

0 

28023.0 

1 

401.0 

-17 

830.0 

-20 

2.9 

3.5 

11.7 

12 

Murphy  Oil 

434.9** 

17 

821.4 

13 

16.8 

78 

23.2 

681 

3.9 

2.5 

7.9 

22 

Occidental  Petroleum 

5050.0 

6 

10193.0 

11 

84.0 

-3 

160.0 

-19 

1.7 

1.8 

4.4 

29 

Oryx  Energy 

304.0** 

-8 

610.0 

-8 

17.0 

NM 

34.0 

NM 

5.6 

NM 

0.4 

NM 

Phillips  Petroleum 

3264.0 

15 

6316.0 

11 

197.0 

16 

387.0 

29 

6.0 

6.0 

32.7 

8 

Quaker  State 

211.8 

-10 

406.7 

-12 

7.2 

257 

7.8 

47 

3.4 

0.9 

5.7 

22 

Sun 

2920.0*** 

20 

5560.0 

15 

105.0 

NM 

186.0 

NM 

3.6 

NM 

9.9 

12 

Texaco 

8449.0** 

-9 

18059.0 

0 

366.0 

-21 

1821.0 

148 

4.3 

5.0 

26.8 

6 

Tosco 

334.2 

2 

608.9 

3 

18.2 

-20 

13.0 

-58 

5.5 

6.9 

36.3 

11 

Union  Texas  Petroleum 

366.5 

23 

673.3 

2 

85.9 

198 

135.7 

103 

23.4 

9.7 

69.0 

11 

Valero  Energy 

225.9 

17 

427.3 

6 

18.5 

252 

29.9 

126 

8.2 

2.7 

6.2 

13 

Ic)  PETROLEUM  SERVICES 

GROUP  COMPOSITE 

2910.4 

-3 

5606.7 

-1 

151.4 

-6 

267.6 

1 

5.2 

5.4 

10.6 

28 

Baker  Hughes  oi 

589.0 

4 

1  157.5 

5 

15.7 

61 

31.5 

1 17 

2.7 

1.7 

7.1 

33 

Dresser  Industries  (2i 

1016.5 

-5 

1864.3 

0 

34.0 

60 

56.0 

84 

3.3 

2.0 

9.7 

20 

Ocean  Drilling  &  Exploration 

108.0** 

10 

206.3 

5 

-3.2 

NM 

-7.1 

NM 

NM 

NM 

-2.7 

NM 

Schlumberger 

1196.9 

-5 

2378.6 

-5 

104.8 

-27 

187.1 

-24 

8.8 

11.5 

14.4 

26 

12  HEALTH  CARE 

INDUSTRY  COMPOSnE 

29090.7 

8 

58457.8 

9 

2871.4 

7 

6021.0 

10 

9.9 

9.9 

23.9 

18 

(a)  DK-iS  DISTRIBUTION 

GROUP  COMPOSITE 

4959.3 

13 

10145.0 

13 

104.8 

18 

250.2 

17 

2.1 

2.0 

16.7 

17 

Bergen  Brunswig  |4| 

987.0** 

1 1 

1957.4 

1 1 

13.5 

43 

24.9 

39 

1.4 

1.1 

18.8 

13 

Big  Bill] 

105.6 

51 

188.6 

34 

2.3 

-17 

4.5 

-26 

2.1 

3,9 

9.9 

21 

Bindley  Western  industries 

374.3 

23 

736.5 

20 

1.0 

0 

1.9 

-12 

0.3 

0.3 

7.1 

18 

Cardinal  Distribution  (9) 

203.3 

31 

401.5 

32 

2.4 

58 

5.4 

65 

1.2 

1.0 

13.8 

15 
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APANY 


COMMON  12 


2ND 

CHANGE 

6 

CHANGE 

2ND 

CHANGE 

6 

CHANGE 

2ND 

2ND 

EQUITY 

PRICE- 

MONTHS' 

QUARTER 

MUN  1  Mi 

MONTHS 

QUARTER 

QUARTER 

1 2  MONTHS 

EARNINGS 

EARNINGS 

1989 

1988 

1989 

1988 

1989 

1988 

1989 

1988 

1989 

1988 

ENDING 

RATIO 

PER 

$  MIL 

$  Mil 

$  MIL 

$  MIL 

6-30 

7-21 

SHARE 

Emporium  (10) 

1 13.9 

20 

226.6 

18 

1 .8 

33 

4.8 

56 

1 .5 

1 .4 

TQ  A 
1  0.4 

on 

u.oo 

-Fillauer  Medical 

173.3 

22 

345.2 

22 

3.4 

37 

6.2 

39 

2.0 

1.8 

18.6 

13 

1.62 

5(11) 

131.1 

7 

281.0 

7 

1.4 

48 

6.1 

32 

1.0 

0.7 

17.5 

16 

0.76 

ovese  Drug  Stores  ( 1 1 1 

113.3 

14 

221.1 

20 

1.1 

-3 

3.7 

21 

1.0 

1.2 

15.8 

14 

0.82 

sDrug  Stores  (ill 

492.8 

10 

1042.3 

10 

14.4 

9 

31.4 

11 

2.9 

2.9 

18.1 

15 

2.82 

/  Drug  Stores  (2) 

159.3 

1 

343.6 

3 

0.7 

163 

4.9 

136 

0.5 

0.2 

-11.5 

NM 

-0.54 

Aid  (10) 

754.6 

11 

1573.8 

15 

24.4 

3 

60.5 

1 

3.2 

3.5 

15.1 

17 

2.32 

green  (4| 

1350.7 

11 

2827.4 

10 

38.5 

25 

95.8 

22 

2.9 

2.5 

19.7 

19 

2.48 

iS  &  RESEARCH 

IP  COMPOSITE 

1 10S9.8 

6 

22355.4 

8 

1 746.0 

1 1 

3606.9 

12 

15.8 

IS.I 

26.8 

19 

3.24 

rican  Home  Products 

1400.7 

2 

2920.6 

5 

236.7 

1 0 

500.5 

1 1 

1 6.9 

1 5.7 

3 1 .7 

1 5 

A  AO 

o.oy 

138.4 

8 

267.7 

5 

13.6 

16 

22.6 

15 

9.8 

9.2 

15.6 

15 

3.09 

93.9 

9 

181.2 

15 

9.6 

-38 

17.0 

-45 

10.2 

18.0 

1.7 

NM 

0.08 

(Eli) 

1121.5 

1 1 

2346.5 

12 

217.1 

20 

501.8 

21 

19.4 

17.8 

24.7 

20 

2.97 

An  1  nknmtnriAQ  iA\ 

260.5 

25 

503.8 

26 

70.5 

77 

125.5 

59 

27.1 

19.1 

44.6 

24 

1.46 

ck 

1585.2 

3156.6 

7 

396.6 

25 

737.0 

25 

25.0 

21.1 

44.5 

22 

3.42 

sr 

1302.7 

-3 

2739.0 

4 

135.7 

-36 

376.5 

-13 

10.4 

15.9 

16.4 

14 

4.36 

r  Group 

277.0 

10 

518.2 

10 

12.4 

9 

22.2 

12 

4.5 

4.5 

14.5 

19 

2.03 

ring-Plough 

805.5 

7 

1637.3 

9 

120.5 

19 

246.2 

22 

15.0 

13.4 

24.8 

18 

3.86 

iKIine  Beckman 

1255.5 

10 

2497.3 

9 

1 18.6 

20 

248.8 

-6 

9.4 

8.7 

13.4 

35 

1.70 

>b 

710.0 

10 

1 372.7 

1 1 

133.0 

1 7 

239.5 

1 7 

1 8.7 

1 7.7 

32. 1 

1 8 

4.70 

ex  (5) 

347.5 

7 

678.4 

7 

74.8 

2 

158.3 

3 

21.5 

22.7 

51.7 

17 

2.78 

hn 

736.5** 

2 

1491.6 

8 

94.6 

8 

197.6 

8 

12.8 

12.2 

19.8 

15 

1.99 

ner-Lambert 

1024.7 

8 

2044.4 

9 

112.4 

23 

213.5 

22 

11.0 

9.6 

37.0 

18 

5.58 

TH  CARE  SERVICES 

IIP  COMPOSITE 

3994.8 

9 

7803.8 

9 

88.6 

-45 

244.4 

-22 

2.2 

4.4 

10.8 

23 

1.09 

rican  Medical  Intl.  (4) 

720.1 

-1 1 

1398.3 

-11 

21.1 

-37 

39.2 

-32 

2.9 

4.2 

8.0 

32 

0.79 

iriy  Enterprises 

523,6 

4 

1034.7 

4 

-97.9 

NM 

-107.3 

NM 

NM 

0.0 

-28.8 

NM 

-2.45 

munity  Psychiatric  Centers  (i) 

111.6 

21 

209.6 

23 

23.5 

19 

44.0 

20 

21.0 

21.4 

19.7 

20 

1.70 

ana  (4) 

1065.2 

20 

2070.7 

19 

72.3 

13 

134.7 

13 

6.8 

7.2 

20.1 

15 

2.49 

ime 

107.8 

17 

213.1 

15 

2.3 

78 

3.7 

65 

2.1 

1.4 

9.4 

19 

1.08 

iqOl 

87.9** 

12 

175.7 

14 

3.0 

61 

6.5 

42 

3.4 

2.4 

-8.3 

NM 

-0.20 

onci  Medical  Enterprises  (7) 

989.6** 

14 

1928.6 

14 

54.8 

29 

104.2 

21 

5.5 

4.9 

17.6 

13 

2.58 

Healthcare 

242.0 

34 

472.6 

33 

6.6 

NWl 

1 1.9 

NM 

2.7 

NM 

10.3 

44 

0.31 

ersal  Health  Services 

147.0 

7 

300.5 

6 

2.9 

30 

7.4 

21 

2.0 

1.6 

4.8 

20 

0.52 

CAl  PRODUCTS 

IP  COMPOSITE 

9076.8 

18153.7 

7 

932.0 

9 

1919.5 

12 

10.3 

10. 1 

24.2 

17 

2.60 

ott  Laboratories 

1318.5 

7 

2614.0 

8 

212.6 

15 

410.5 

15 

16.1 

15.1 

31.9 

18 

3.58 

or^  1  ri 

Z\J  1  .u 

4 

/  1  .o 

1  u 

4o.  1 

1 1 
1 J 

1  u.o 

I  U.J 

^  J./ 

1  c 
I  J 

1  49 

ch  &  Lomb 

0  1  0.  1 

Oft 

29 

27  4 

1 6 

46  6 

1 6 

8  6 

9  5 

16  7 

1 7 

3  48 

er  International 

1856.0 

10 

3630.0 

9 

104.0 

14 

205.0 

13 

5.6 

5.4 

11.1 

15 

1.38 

t/ICKIIiaOn  [Jj 

442  8 

] 

905  7 

4 

39  0 

_2 

80  6 

8.8 

9.0 

16. 1 

1 4 

3  90 

1 534.5 

5 

3136.7 

5 

212.5 

1 1 

449.6 

12 

1 3.8 

1 3. 1 

24.3 

]7 

3.05 

>er(2) 

115.2 

-25 

245.9 

-21 

-31.2 

NM 

-35.3 

NM 

NM 

NM 

-36.0 

NM 

-7.09 

ison  &  Johnson 

2390.0 

4 

4835.0 

5 

297.0 

10 

614.0 

12 

12.4 

11.8 

28.7 

16 

3.10 

tronic  (8) 

197.9 

5 

384.7 

8 

25.5 

11 

49.3 

1 1 

12.9 

12.2 

21.6 

15 

7.30 

i  Safety  Appliances 

101.7 

0 

204.3 

5 

7.2 

12 

13.3 

24 

7.1 

6.3 

1 1.5 

14 

4.07 

^ns  &  Minor 

218.7 

23 

414.5 

17 

0.0 

NM 

0.9 

-78 

0.0 

1.2 

6.7 

20 

0.63 

ns(A.  H.) 

187.2 

-2 

414.1 

1 

2.8 

-68 

19.1 

-18 

1.5 

4.6 

NM 

13 

2.30 

Surgical 

86.4 

15 

165.7 

15 

9.5 

53 

15.6 

36 

11.0 

8.2 

20.0 

17 

2.38 

tmark  International 

109.1 

25 

210.5 

18 

4.0 

92 

7.3 

77 

3.7 

2.4 

5.7 

28 

1.34 

USING  &  REAL  ESTATE 


ISTRY  COMPOSITE 

8774.2 

3 

16531.9 

6 

512.1 

2 

791.7 

2 

5.8 

5.9 

21.4 

12 

2.00 

MNG  MATERIALS 

IIP  COMPOSITE 

6873.7 

4 

12898.1 

7 

456.1 

-I 

707.4 

-2 

6.6 

7.0 

25.8 

11 

2.33 

Ton  ID 

104.2 

6 

190.2 

12 

4.5 

-11 

4.9 

-10 

4,3 

5.1 

8.6 

13 

2.84 

es  Group 

134.1 

3 

262.9 

3 

6.1 

6 

9.6 

-1 

4,5 

4.4 

15.1 

12 

3.02 

176.6** 

7 

329.2 

3 

17.1 

49 

30.3 

18 

9,7 

7.0 

12.4 

15 

1.96 

oto 

121.1 

-2 

220.2 

-1 

0.2 

-95 

1.6 

-73 

0.2 

3.3 

-1.1 

NM 

-0.29 

les  Supply  (11) 

126.2 

8 

251.8 

9 

2.0 

-8 

4.5 

-3 

1.6 

1.8 

10.3 

10 

1.96 

on 

168.7 

-7 

337.3 

1 

3.9 

-29 

9.7 

23 

2.3 

3.0 

18.5 

12 

0.79 

rge 

394.5 

8 

601.9 

10 

38.0 

9 

18.3 

14 

9.6 

9.6 

14.5 

9 

1.97 

'  Star  Industries! 

96.2 

-12 

154.5 

-10 

6.6 

6 

-9.7 

NM 

6.9 

5.7 

5.2 

16 

1.95 

iville 

564.6 

7 

1072.9 

8 

45.3 

42 

79.7 

20 

8.0 

6.1 

29.9 

10 

0.78 

ind 

121.6 

0 

226.4 

2 

1.8 

-20 

2.3 

-29 

1.4 

1.8 

4.7 

19 

1.18 

ins-Corning  Fiberglas 

721.0 

-2 

1386.0 

1 

55.0 

2 

89.0 

9 

7.6 

7.3 

NM 

7 

4.83 

5em  Industries 

139.9 

32 

238.2 

22 

3.6 

-43 

5.8 

-40 

2.6 

6.0 

11.7 

12 

1-06 

Industries 

1490.0 

3 

2949.4 

4 

127,3 

-5 

257.1 

2 

8.5 

9.2 

21.4 

10 

4.25 

1(7) 

96.7 

10 

178.8 

9 

5.2 

15 

7,7 

13 

5.4 

5.1 

16.7 

16 

1.08 

win-Williams 

584.0 

7 

1048.8 

9 

38,7 

7 

47,5 

7 

6.6 

6.6 

17.5 

13 

2.39 

hdown 

159.7** 

-12 

289.8 

19 

3,6 

-30 

7,3 

16 

2.3 

2.8 

10.2 

13 

2.19 

mseh  Products 

398.8 

34 

801.7 

36 

25.5 

41 

47,2 

25 

6.4 

6.1 

12.6 

10 

14.56 

Footnotes  on  page  109 


ATE  SCOREBOARD  BUSINESS  WEEK/AUGUST  14,  1989  117 


COMPANY  SALES   PROFITS 


MARGINS         RETURN  ON 


COMMON 


2ND 

CHANGE 

6 

CHANGE 

2ND 

CHANGE 

6 

CHANGE 

2ND 

2ND 

EQUITY 

PRICE- 

M0(,' 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

QUARTER 

12  MONTHS 

EARNINGS 

EAR^,s 

1989 

1988 

1989 

1988 

1989 

1988 

1989 

1988 

1989 

1988 

ENDING 

RATIO 

$  Ml. 

S  Mil 

i  MIL 

$Mll 

6-30 

7-21 

SH 

Texas  Industries  |7| 

184.1 

6 

341.1 

8 

6.3 

7 

7.9 

22 

3.4 

3.4 

6.4 

22 

1 

TJ  International 

95.4 

10 

163.2 

12 

5.9 

3 

7.9 

4 

6.2 

6.6 

22.7 

14 

2.' 

USG 

569.7 

1 

1 107.7 

-1 

9.4 

-71 

10.4 

-84 

1 .7 

5.7 

NM 

16 

0 

Valspor  (2) 

1 33  0 

2 

234  9 

c 

J 

O.O 

9  2 

ou 

K  n 
o.u 

4. 1 

20.4 

16 

1 

Vulcan  Materials 

293.7 

3 

51 1.2 

5 

43.6 

-5 

59.2 

-4 

14.8 

16.2 

21.2 

14 

3 

(b|  CONSTRUaiON  &  REAL  ESTATE 

GROUP  COMPOSITE 

1900.5 

-4 

3633.9 

3 

56.0 

36 

84.2 

61 

2.9 

2.1 

7.0 

18 

0. 

Blount  II 01 

194.8** 

-31 

439.9 

-17 

1.1 

NM 

2.6 

NM 

0.6 

NM 

-48.2 

NM 

-5. 

Centex  (9| 

464.6** 

6 

951.6 

15 

15.3 

134 

28.4 

147 

3.3 

1.5 

12.7 

1  1 

3 

Champion  Enterprises (ioi 

86.5 

-4 

1 62.6 

4 

-I.O 

NM 

-7.3 

NM 

NM 

NM 

-20.5 

NM 

-1 

Fairfield  Communities 

99.7** 

16 

160.7 

1 1 

-0.9 

NM 

-4.4 

NM 

NM 

1.9 

-0.6 

NM 

-0. 

Grubb&  Ellis 

91.7** 

-3 

168.7 

2 

0.3 

-68 

-1.4 

NM 

0.4 

1.1 

1.8 

54 

0. 

Kaufman  &  Broad  Home  (i| 

247.2** 

—  14 

42 1 .2 

20.0 

74 

31.5 

70 

8  1 

4  0 

25  6 

2. 

Lennar(ii 

94.0** 

4 

167.0 

0 

6.4 

7 

12.2 

1 

6.9 

6.7 

11.7 

8 

2. 

Ryland  Group 

341.4 

5 

635.9 

8 

10.5 

-2 

15.1 

-7 

3.1 

3.3 

23.0 

8 

3. 

Skyline  |7| 

107.9 

1 1 

190.7 

20 

5.5 

16 

8.5 

43 

5.1 

4.8 

11.2 

1 1 

1 

U.  S.  Home 

172.6 

-6 

335.6 

-5 

-1.3 

NM 

-1.0 

NM 

NM 

1.0 

1.8 

22 

0. 

14  LEISURE  TIME  INDUSTRIES 

INDUSTRY  COMPOSITE 

14392.4 

11 

28084.1 

11 

920.3 

-4 

1660.3 

2 

6.4 

7.4 

17.6 

22 

H 

(a)  EATING  PLACES 

GROUP  COMPOSITE 

2699.8 

9 

5227.5 

9 

235.8 

3 

412.5 

4 

8.7 

9.2 

19.2 

18 

l.< 

Bob  Evans  Farms  (8| 

104.6 

7 

210.3 

4 

7.0 

-8 

15.1 

-8 

6.7 

7.8 

14.9 

14 

1 

Church's  Fried  Chicken 

99.4** 

0 

187.6 

1 

-4.5 

NM 

-8.5 

NM 

NM 

2.2 

-11.0 

NM 

-0. 

Collins  Foods  International  (8) 

124.8** 

10 

285.0 

0 

7.3 

-4 

14.2 

13 

5.9 

6.8 

12.8 

16 

1 

Jerrico  (6) 

169.5** 

4 

332.7 

5 

7.2 

359 

1 2.5 

1 23 

4.2 

1 .0 

10.6 

1 5 

1 

Korcher  (Carl)  Enterprises  ( 1 1 ) 

148.8 

21 

259.8 

23 

5.7 

-15 

9.9 

9 

3.8 

5.5 

32.2 

17 

0. 

McDonald's 

1521.2 

7 

2883.7 

9 

196.0 

1 1 

337.7 

1 1 

12.9 

12.5 

19.7 

17 

1 

Morrison  (7| 

230.6** 

31 

437.6 

24 

8.5 

1 3 

1 7.4 

18 

3.7 

4.3 

18.9 

17 

1 

Shoney's(2i 

203.2** 

1  0 

440-2 

1 1 
1 J 

4.5 

— OO 

7.5 

—/J 

2.2 

o.u 

NM 

1 7 

0. 

TGI  Friday's 

97.7** 

-1 

190.5 

-3 

3.9 

20 

6.7 

21 

4.0 

3.3 

11. 0 

19 

0.; 

lb)  ENTERTAINMENT 

GROUP  COMPOSITE 

4554.4 

23 

9083.5 

23 

31 1.5 

29 

594.9 

26 

6.8 

6.5 

15.8 

25 

2. 

Commtron  (4) 

1 28.7** 

5 

252.6 

10 

1.6 

75 

3.2 

1 18 

1.3 

0.8 

13.6 

11 

0. 

Disney  (Walt)  (3) 

1 167.6 

28 

2205.5 

30 

193.3 

]  7 

342.3 

20 

16.6 

18.0 

23.6 

22 

"1 

MCA 

861.4** 

34 

1596.7 

27 

42.0 

419 

69.3 

98 

4.9 

1.3 

11.6 

22 

2. 

MGM/UA  Communications  |4| 

267.8 

53 

509.6 

53 

-7.1 

NM 

-21.9 

NM 

NM 

NM 

-28.6 

NM 

-1 

Orion  Pictures  I  ioi 

128.8 

16 

290.2 

13 

4.0 

60 

1 1.6 

85 

3.1 

2.3 

9.3 

27 

o: 

Paramount  Communications  (2| 

699.1 

13 

1472.2 

11 

-5.3 

NM 

6.4 

-65 

NM 

0.4 

1 1.4 

25 

2 

I 

Warner  Communications 

1301.0 

15 

2756.7 

20 

83.0 

19 

184.0 

33 

6.4 

6.2 

25.1 

22 

2 

(c)  HOTEL  &  MOTEL 

GROUP  COMPOSITE 

2996.7 

9 

5784.5 

8 

172.0 

-30 

287.1 

-16 

5.7 

8.9 

43.0 

24 

2.;! 

Caesars  World  (Si 

221.8 

14 

435.6 

1 1 

17.4 

18 

27.7 

-9 

7.8 

7.5 

29.8 

15 

2. 

Circus  Circus  Enterprises  n  1 1 

127.5 

-1 

243.1 

2 

19.0 

-9 

30.6 

-7 

14.9 

16.2 

46.1 

19 

2. 

Hilton  Hotels 

265.0** 

6 

490.1 

6 

42.0 

3 

55.1 

-19 

15.8 

16.4 

14.4 

41 

2 

i 

Holiday 

408.4** 

0 

775.7 

—4 

24.9 

—77 

59.3 

—44 

6. 1 

25.8 

NM 

2 1 

2 

Marriott 

1887.0 

]  1 

3673.0 

10 

67.0 

4 

1 13.0 

3 

3.6 

3.8 

33.2 

19 

2.; 

Showboat 

87.2 

17 

167.0 

21 

1.7 

NM 

1.4 

NM 

2.0 

NM 

7.0 

46 

0 

Id)  OTHER  LEISURE 

GROUP  COMPOSITE 

4141.5 

3 

7988.6 

4 

201.0 

-19 

365.7 

-11 

4.9 

6.2 

12.8 

19 

1. 

American  Greetings  (10) 

283.5 

-5 

596.9 

-1 

17.5 

13 

31.8 

95 

6.2 

5.2 

8.1 

18 

1 

Anthony  Industries 

99.1 

30 

189.4 

40 

3.4 

35 

5.4 

41 

3.4 

3.2 

18.0 

11 

1 

Brunswick 

771.9 

-13 

1563.0 

-11 

20.5 

-74 

37.7 

-72 

2.7 

8.9 

10.3 

14 

1 

Carnival  Cruise  Lines  |1) 

284.7 

79 

516.5 

66 

41.6 

-20 

87.9 

-10 

14.6 

32.7 

23.7 

16 

1 

L 

Coachmen  Industries 

87.1 

-28 

178.9 

-21 

-0.4 

NM 

2.4 

-60 

NM 

3.2 

0.3 

NM 

0 

Fleetwood  Enterprises  (8| 

425.5 

13 

772.3 

13 

17.7 

18 

30.3 

32 

4.2 

4.0 

18.2 

9 

3 

Harley-Dovidson 

234.1 

14 

431.1 

14 

10.9 

25 

18.7 

26 

4.6 

4.2 

24.1 

8 

3 

Hasbro 

301.4 

-2 

589.7 

-1 

18.2 

10 

36.9 

1 1 

6.0 

5.3 

10.3 

16 

1 

Huffy 

127.3 

34 

243.1 

24 

5.3 

155 

9.6 

78 

4.2 

2.2 

10.3 

18 

1 

Mattel 

272.3 

31 

467.6 

18 

16.6 

41 ) 

20.9 

497 

6.1 

1.6 

39.8 

15 

1 

Outboard  Marine  (3| 

465.9 

0 

939.7 

9 

6.8 

-76 

18.7 

-61 

1.5 

6.1 

7.0 

15 

2 

Polaroid 

486.6 

1 

928.9 

4 

42.7 

72 

68.6 

76 

8.8 

5.1 

-3.9 

NM 

0 

Tonka 

189.4 

-5 

351.6 

-4 

0.1 

NM 

-6.0 

NM 

0.1 

NM 

7.8 

23 

0 

\ 

Winnebago  Industries  (4) 

1 12.9 

-16 

220.0 

-4 

0.3 

-94 

2.9 

-54 

0.3 

3.7 

3.5 

35 

0. 

15  MANUFACTURING 

INDUSTRY  COMPOSITE 

21544.0 

13 

40905.3 

13 

1280.4 

7 

2383.7 

14 

5.9 

6.3 

17.1 

13 

3. 

la)  GENIUS  AL  MANUfAaVRINC 

GROUP  COMPOSITE 

8039.1 

II 

15698.8 

12 

616.0 

-I 

1187.0 

7 

7.7 

8.7 

18.8 

15 

3. 

Avery  International  1 1 ) 

446.0 

9 

859.9 

10 

24.1 

9 

44.4 

12 

5.4 

5.4 

16.5 

14 

1 

Bic 

95.5 

2 

175.9 

8 

7.7 

-22 

14.2 

-17 

8.0 

10.6 

12.9 

13 

1 

Corningt 

579.8 

16 

IH3.3 

17 

69.4 

-14 

1  10.5 

-6 

12.0 

16.2 

18.0 

13 

3 
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WESTMD 

JEHIND  THE  FAX 


To  most  people,  fax  machines  are  pretty 
ich  the  same.  They  look  alike.  They 
ind  alike.  And  they  all  send  your  docu- 
^nts  anywhere  in  a  matter  of  seconds. 
So  when  it  comes  time  to  buy  one  for 
ur  business,  how  do  you  choose? 
here  really  any  difference? 
Most  definitely 
vice.  AT&T  stands 
hind  their  fax 
icliineswitha 
ionwide 
twork 


service  people  and  24  hour  "hot  line"  service. 
We're  not  saying  that  an  AT&T  fax  will  break  down, 
^'re  just  saying  that  if  it  ever  does,  we'll  back  you  up, 
id  that's  a  big  difference. 
To  find  out  which  fax  is  right  for  your  business, 
1  AT&T  at  1  800  247-1212,  Ext.  137. 


AT&T 

The  right  choice. 


COMPANY  SAI.ES   PROFITS  

MARGINS         RETURN  ON 


COMMON 


2N0 

CHANGE 

6 

CHANGE 

2ND 

CHANGE 

6 

CHANGE 

2ND 

2ND 

EQUITY 

PRICE. 

MOl)' 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

QUARTER 

12  MONTHS 

EARNINGS 

EARf  ;s 

1989 

1988 

1989 

1988 

1989 

1988 

1989 

1988 

1989 

1988 

ENDING 

RATIO 

P 

$  Mil, 

$Mll, 

% 

$  Mli 

$  MIL. 

6.30 

721 

Crane 

383.9 

22 

732. 1 

24 

1 6. 1 

20 

26.8 

1 8 

4.2 

4.3 

19.6 

1  1 

7: 

Fluorocarbon  ( 1 1 ) 

85.7 

42 

151.3 

36 

2.6 

-16 

4.3 

-2 

3.0 

5.0 

16.1 

1  1 

] 

Harsco 

1  n 

70  A 
/  ZJ.KJ 

^  y 

—  1  4.0 

1  -U 

07 

— y  / 

NM 

6.7 

—1.3 

NM 

-C 

Hexcel 

1 10.8 

9 

212.1 

5 

3.5 

-22 

5.0 

-35 

3. 1 

4  4 

10.7 

1 5 

1 

Hillenbrand  Industries (i) 

292.4 

23 

486.2 

1 3 

21.8 

1 7 

38.5 

3 

7.4 

7.8 

18.7 

20 

1 

Illinois  looi  worKs 

572.8 

1 4 

1 066.6 

1  1 

44.4 

1 3 

81.4 

1 5 

7.8 

7.8 

19.2 

14 

2 

Minnesota  Mining  &  Mfg. 

3025.0 

4 

6042.0 

6 

327.0 

6 

645.0 

10 

10.8 

10.6 

22.5 

14 

Newell 

275.7 

18 

547.6 

17 

17.1 

50 

31.2 

46 

6.2 

4.9 

16.8 

17 

^} 

Norton 

392.3 

8 

780.5 

9 

28.7 

18 

57.6 

13 

7.3 

6.7 

15.7 

13 

4, 

Oneida  (1 1) 

106.3 

20 

205.7 

20 

5.8 

52 

8.3 

-20 

5.4 

4.3 

16.6 

1 1 

1 

Philips  Industries  (9) 

255.9 

14 

501.5 

26 

15.6 

4 

24.1 

5 

6.1 

6.7 

18.9 

13 

1 

 A  /LI    LJ  \ 

Robertson  (H.  n.) 

123.3 

41 

232.5 

30 

1.0 

NM 

-3.4 

NM 

0.8 

NM 

-7.3 

NM 

-0.1 

Rubbermaid 

333.6 

18 

682.6 

17 

28.2 

16 

57.5 

15 

8.5 

8.6 

20.0 

24 

1 

Air 

99.1 

13 

194.8 

1 4 

-2.3 

4.9 

—64 

8  2 

10  0 

9 

2. 

T^rhnAlAfliAC 

1 10.6 

2 

220.8 

4 

5.9 

4 

10.7 

10 

5.4 

5.2 

1 1.9 

13 

4. 

Teleflex 

90.6** 

1 1 

181.0 

14 

7.2 

1 5 

14.0 

17 

8.0 

7.7 

18.3 

13 

2 

I  W  vw  1 1  %M  \«WWI  1 II  T  1  '  ■-'I 

105.1 

147 

198.4 

1 38 

0.7 

-57 

0.8 

-81 

0.7 

3  9 

7  1 

1 7 

0. 

X/nlmnnt  Inniictn^c 

WUIIIIWIII  IIIUWSII  lO 

199.6 

22 

389. 1 

23 

6. 1 

72 

10.3 

55 

3.0 

2.2 

22  6 

1 0 

3. 

(b)  MACHINE  &  HAND  TOOLS 

fiPOUP  COMPOSITE 

VKWWr  ^WinrW9l  ■  E 

2246*8 

19 

41 57.7 

13 

82.1 

—  18 

192.5 

1 

3.7 

5.3 

14.5 

13 

2.1 

Black  &  Decker  (3) 

854.7 

58 

1425.4 

32 

-5.2 

NM 

20.6 

-52 

NM 

4.0 

10.6 

15 

1 

r- 

Cincinnati  AAilacron 

1 93  5 

382  6 

4  0 

-32 

9  6 

—  1 1 

2  1 

1  u.o 

0 

■i 

^luiK  CvfUipFllcril 

356  2 

9 

669  9 

1 0 

1 6  5 

52 

30  0 

69 

4  6 

3  3 

1 3  1 

1 2 

3.1- 

Kennametal  (6| 

124.5 

11 

249.1 

1 1 

8.7 

24 

18.2 

34 

70 

6.2 

15.0 

12 

Snap-on  Tools 

226.4** 

3 

458.5 

6 

27.3 

-6 

58.7 

0 

12.1 

13.3 

21.5 

12 

2 

Stanley  Works 

491.5 

1 

972.1 

2 

30.8 

18 

55.4 

17 

6.3 

5.4 

15.7 

14 

2 

|c|  SPECIAL  MACHINERY 

b 

GROUP  COMPOSITE 

91 53.9 

15 

1 7037.4 

15 

513.0 

21 

889.0 

22 

5.6 

5.4 

16.2 

12 

3.' 

Iv 

Allied  Products 

1 57.5 

o 
y 

317  1 

9 

1  .u 

— oy 

J./ 

24 

u.o 

*)  0 

z.z 

3.4 

1 9 

0 

]> 

Applied  Materials  (2) 

1 22.8 

49 

229.5 

57 

1 3.9 

59 

27.4 

90 

11.3 

10.6 

23.0 

8 

Caterpillar 

3041.0 

17 

5721.0 

15 

141.0 

-3 

282.0 

7 

4.6 

5.6 

14.7 

9 

$ 

Commercial  Intertech  (2) 

110.0 

8 

211.2 

16 

5.7 

39 

8.9 

55 

5.2 

4.0 

12.3 

14 

if 

Deere  (2) 

1670.4 

15 

281 1 ,9 

13 

130.5 

51 

178.9 

43 

7.8 

6.0 

13.0 

13 

4 

Dover 

549.5 

12 

1064.2 

11 

42.1 

11 

74.2 

-1 

7.7 

7.7 

20.3 

16 

2  - 

FMC 

917.1 

3 

1754.2 

9 

55.6 

47 

89.6 

44 

6.1 

4.2 

NM 

10 

41" 

Goulds  Pumps 

131.6 

7 

245.5 

10 

7. 1 

6 

13.6 

17 

5.4 

5.5 

12.7 

17 

1 

I J            •        L*                  IJ  «•   

Harnischfeger  Industries  (2) 

353.9 

15 

674.8 

18 

13.0 

19 

22.1 

57 

3.7 

3.6 

8.4 

14 

Inn  ArcMll_D  #inn 

907  4 

1 6 

1 709  2 

]  5 

52  4 

3 1 

93  1 

26 

5  8 

5  1 

13  7 

1 4 

3iM 

IntAplnl/A 
111  ItfilUKc 

227  8 

461  9 

9  9 

_5 

1 8  1 

_3 

4  4 

4  8 

1 4.5 

1 4 

3^ 

Pentair 

303.9 

49 

578.7 

45 

10.3 

5 

19.3 

3 

3.4 

48 

16.6 

8 

3k 

Terex 

122.6 

54 

225.7 

53 

5.3 

46 

8.9 

44 

4.4 

4.6 

23.1 

7 

Tyco  Laboratories  |7| 

538.4 

19 

1032.6 

21 

25.1 

21 

47. 1 

25 

4.7 

4.6 

19.5 

18 

2.|.(, 

(d)  TEXTILES 

'  lid 

GROUP  COMPOSITE 

2104.2 

6 

4011.4 

3 

69.2 

50 

1 15.2 

87 

3.3 

2.3 

13.3 

13 

i.ir 

Albany  International 

130.3 

10 

248.5 

9 

1 2.9 

4 

22.3 

19 

9.9 

10.5 

21.9 

13 

1 

Burlington  Holdings  |3| 

585.0 

-2 

1131.8 

-9 

3.5 

NM 

5.7 

NM 

0.6 

NM 

-5.7 

NA 

-0 

Fieldcrest  Cannon 

346.4 

7 

642.7 

1 

7.7 

86 

10.7 

479 

2.2 

1.3 

7.6 

15 

1 

Salem  Carpet  AAills 

1 09. 1  ** 

4 

1 98.3 

—  1 

Z.4 

1 1 

7 

0  1 
Z.  1 

o 
y 

Shaw  Industries  16) 

330.0 

7 

613.1 

1 0 

1 7.2 

33 

26.9 

38 

5.2 

4.2 

27.9 

1 2 

1 

w 

Springs  Industries 

488.9 

7 

960.8 

9 

16.7 

12 

32.0 

26 

3.4 

3.3 

10.8 

13 

3 

Unit  i  (6) 

1 1 4.4 

40 

216.1 

38 

8.7 

26 

14.5 

15 

7.6 

8.4 

23.8 

14 

2 

16METALS  At  MINING 

. 

It! 

r—- 

INDUSTRY  COMPOSITE 

14128.3 

13 

27906.1 

18 

1335.0 

2 

2545.8 

20 

9.4 

10.4 

23.4 

6 

s.jli; 

(o|  ALUMINUM 

GROUP  COMPOSITE 

6091.1 

21 

1 17I2.S 

26 

593.5 

—4 

1 1 15.2 

17 

9.7 

12.3 

25.1 

5 

9. 

L 

Aluminum  Co.  of  America 

2757.8 

1 1 

5382.2 

17 

285.2 

20 

561.2 

35 

10.3 

9.5 

21.5 

6 

Amax 

1080.8 

5 

2060.4 

6 

130.9 

-45 

245.1 

-23 

12.1 

23.1 

36.7 

3 

Maxxamt 

576.5 

901 

1 148.7 

968 

26.7 

170 

33.7 

205 

4.6 

17.2 

23.6 

11 

\ 

Reynolds  Metals 

1676.0** 

14 

3121.2 

19 

150.7 

12 

275.2 

34 

9.0 

9.2 

23.4 

5 

10 

/hi  STEEL 

(g 

GROUP  COMPOSITE 

5800.4 

3 

1 1 706. 1 

8 

433.2 

_1 

734.2 

5 

7.5 

7.8 

22.5 

7 

3, 

'ii' 

Acme  Steel 

104.8 

-1 

213.9 

7 

5.0 

-1 5 

10.4 

18 

4.7 

5.5 

1 4.8 

6 

3 

DO 

Allegheny  Ludlum 

333.8 

5 

697.7 

18 

36.7 

40 

71.1 

52 

1 1 .0 

8.3 

52.3 

6 

5 

ti 

Armco 

665.6 

-19 

1565.4 

-1 

120.6 

136 

161.6 

214 

18.1 

6.2 

28.0 

5 

2l«f 

Bethlehem  Steel 

1433.6 

3 

2836.1 

4 

84.1 

-41 

148.8 

-35 

5.9 

10.2 

18.8 

6 

3 

iV 

Carpen  rer  Technology  (6) 

171.2 

3 

340.8- 

8 

13.6 

25 

14.1 

-22 

7.9 

6.5 

9.4 

16 

3 

ir 

Chaparral  Steel  (7| 

129.2 

23 

241.6 

22 

13.3 

17 

25.0 

19 

10.3 

10.9 

32.7 

8 

1 

% 

Commercial  Metals  |4| 

334.9 

12 

650.9 

9 

6.2 

-23 

13.1 

-14 

1.9 

2.7 

14.5 

9 

2 

Fee 

Cyclops  Industries 

301.5 

19 

608.3 

23 

12.1 

49 

21.3 

48 

4.0 

3.2 

80.8 

5 

5 

illL 

Inland  Steel  Industries 

1110.5 

6 

221 1.9 

10 

45.3 

-43 

94.7 

-27 

4.1 

7.6 

12.8 

7 

•i 

»s 

Lulcens 

162.7 

6 

322.3 

10 

8.9 

4 

16.1 

5 

5.5 

5.6 

18.7 

7 

A 

»'s 

Nucor 

336.2 

23 

646.1 

25 

16.3 

-14 

32.2 

-1 1 

4.8 

6.9 

12.3 

19 

3 
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PANY  SALES   PROFITS  

MARCINS         RETURN  ON 

COMMON  12 


2ND 

CHANGE 

6 

CHANGE 

2ND 

CHANGE 

6 

CHANGE 

2ND 

2ND 

EQUITY 

PRICE- 

MONTHS' 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

QUARTER 

12  MONTHS 

EARNINGS 

EARNINGS 

1989 

1988 

1989 

1988 

1989 

1988 

1989 

1988 

1989 

1988 

ENDING 

RATIO 

PER 

$  Mil 

J  MIL 

% 

S  MIL 

% 

$  MIL, 

% 

% 

% 

6-30 

7-21 

SHARE 

ex  (i) 

131.7 

9 

247.1 

1  1 

8.7 

39 

15.8 

107 

6.6 

5.2 

23.3 

7 

2.37 

ling-Pittsburgh  Steel 

301.1 

3 

588.6 

6 

41.8 

0 

73.2 

0 

13.9 

14.3 

NM 

0 

33.03 

lington  Industries  |7| 

283.7 

8 

535.3 

9 

20.8 

7 

36.7 

8 

7.3 

7.4 

20.4 

14 

1.58 

METALS 

P  COMPOSITE 

2236.8 

21 

4487.4 

25 

308.3 

25 

696.3 

46 

13.8 

13.3 

21.7 

6 

4.08 

0 

539.3 

22 

1 157.5 

30 

50.8 

17 

119.3 

36 

9.4 

9.8 

17.2 

5 

5.67 

land-Cliffs 

115.8 

5 

199.3 

13 

17.9 

20 

30.8 

47 

15.5 

13.5 

30.0 

6 

4.71 

s  Minerals 

453.5 

38 

889.3 

51 

61.7 

44 

142.7 

105 

13.6 

13.0 

21.3 

4 

5.85 

ort-McMoRan  Copper 

95.5 

66 

179.5 

37 

24.4 

77 

49.2 

53 

25.5 

24.0 

76.7 

6 

2.60 

stake  MIningt 

114.2** 

5 

212.8 

6 

6.5 

-67 

11.8 

-67 

5.7 

18.0 

5.1 

33 

0.40 

ia  Copper 

162.9 

22 

285.5 

3 

13.0 

1 1 

35.8 

26 

8.0 

8.8 

15.8 

3 

2.06 

s  Dodge 

643.9 

16 

1336.4 

19 

126.4 

36 

292.3 

58 

19.6 

16.8 

29.3 

4 

15.73 

on  Castports  |9) 

111.6 

1 

227.2 

4 

7.7 

13 

14.4 

-10 

6.9 

6.2 

15.7 

18 

1.79 

IBANK  FINANCIAL 


TRT  COMPOSITE 

44828.5 

23 

85809.5 

20 

2167.6 

-10 

3954.0 

-7 

4.8 

6.6 

12.5 

11 

3.19 

CIAL  SERVICES 

•  COMPOSITE 

25014.4 

33 

47244.3 

28 

1447.1 

38 

2238.7 

4 

5.8 

5.6 

16.5 

1 1 

3.31 

lany 

260.6 

8 

496.9 

7 

17.4 

24 

24.4 

31 

6.7 

5.8 

9.2 

12 

8.16 

can  Express 

6357.0** 

26 

12224.0 

24 

316.0 

22 

568.0 

13 

5.0 

5.2 

20.5 

8 

4.29 

icial 

397.4 

20 

756.1 

15 

30.6 

12 

58.3 

7 

7.7 

8.3 

13.1 

12 

4.39 

(H&R)(8| 

515.2** 

9 

654.6 

1 0 

1 1 5.5 

9 

1 05.8 

1 1 

22.4 

22.4 

29.2 

1 7 

1 .90 

>n  &  Black 

110.1** 

10 

229.7 

11 

6.2 

-25 

18.3 

-81 

5.6 

8.2 

17.7 

16 

2.30 

ord 

91.6 

25 

172.0 

18 

7.3 

71 

13.4 

49 

8.0 

5.8 

22.4 

18 

1.32 

ds(A.  G.)lio) 

148.6** 

23 

282.5 

23 

14.5 

314 

25.9 

185 

9.8 

2.9 

14  8 

1 2 

2  23 

X 

212.1 

1 5 

407  6 

1 2.0 

26 

20  5 

28 

5.7 

5.2 

16  8 

22 

1 .57 

al  Natl.  Mortgage  Assn. 

2820.4** 

7 

5574  6 

g 

1 93  0 

60 

358  2 

62 

6  8 

4  6 

26  6 

1 2 

7  84 

1  &  McLennan 

606.3** 

6 

1229.0 

5 

77.3 

0 

165.6 

-3 

12.7 

13.5 

37.2 

16 

4.06 

1  Lynch 

3138.3** 

26 

6139.4 

25 

70.2 

31 

107.4 

-12 

2.2 

2.1 

12.2 

8 

4.20 

in  Stanley  Group 

1516.1** 

45 

2754.9 

36 

112.1 

-17 

193.3 

-17 

7.4 

12.9 

23.6 

8 

9.00 

Webber  Group 

727.1** 

29 

1404.7 

20 

15.1 

NM 

24.3 

16 

2.1 

0.0 

3.0 

28 

0.74 

ica 

1401.7** 

489 

2640.1 

465 

63.4 

99 

1 14.8 

88 

4.5 

13.4 

10.8 

7 

3.42 

on 

2328.0** 

63 

3867.0 

27 

253.0 

216 

225.0 

-1 1 

10.9 

5.6 

6.8 

18 

1.49 

lb  (Charles) 

139.0** 

OA  1  A 
ZO  1 .4 

OO 

A  O 

1  r\r\ 

1 

O.J 

1  rio 

J.U 

o  o 

7. 1 

0  R 

0.42 

>on  Lehman  Hutton  Holding  3289.0** 

31 

6292.0 

26 

55  0 

45 

40.0 

-65 

1.7 

1.5 

-0.1 

NM 

-0.02 

it  Loan  Marketing  Assn. 

829.2 

57 

1608.3 

62 

62.5 

14 

123.7 

14 

7.5 

10.4 

38.4 

19 

2.33 

te 

126.7 

16 

249.4 

17 

21.8 

-6 

43.5 

-7 

17.2 

21.3 

23.7 

16 

0.93 

ftNCE 

•COMPOSITE 

12299.6 

8 

23892.1 

8 

839.6 

19 

1610.7 

10 

6.8 

6.1 

12.8 

9 

4.56 

Life  &  Casualty 

5012.4 

4 

9570.2 

6 

169.6 

25 

343.2 

28 

3.4 

2.8 

11.0 

9 

6.45 

se 

911.0** 

29 

1 759.0 

28 

30.0 

20 

56.0 

1 9 

3.3 

3.5 

9.5 

5 

2.87 

can  General 

1065.0 

1 7 

I  0 

1 04.0 

u 

on  1  f\ 
zu  1  .u 

o 
—J 

o  a 
v.o 

1 1 .4 

9. 1 

1 1 

3.2 1 

can  National  Insurance 

255.2 

505  6 

10 

26  2 

_7 

52  4 

10  3 

12  0 

6  4 

]  ] 

3.44 

993.2** 

1 

1985.2 

2 

107.1 

29 

212.0 

14 

10.8 

8.5 

16.9 

7 

9.39 

in's  Fund 

880.0 

-6 

171 1.0 

-1 1 

46.0 

-10 

82.0 

-35 

5.2 

5.5 

12.5 

9 

3.77 

>rd  Steam  Boiler 

124.9 

242.9 

9 

19.6 

14 

39.4 

]7 

15.7 

15.2 

27.3 

1 2 

3  74 

tssive 

365.3 

o 

V 

/  lA.Z 

1  u 

J  J.  / 

cc 

'\Q  0 

Q 

O  Q 

y.o 

A  Q 
O.O 

0  A 

7 

4. 1 7 

736.5** 

y  ] 

1 451  6 

g 

73  7 

1 6 

139  3 

] 

1 0  0 

9  6 

15  7 

g 

4  01 

il 

924.3 

3 

1872.6 

7 

102.6 

35 

192.8 

17 

1 1.1 

8.5 

19.1 

7 

7.91 

lark 

413.1 

5 

815.9 

5 

53.5 

23 

105.1 

10 

13.0 

11.1 

23.9 

13 

3.57 

104.8 

9 

205.2 

8 

5.9 

-33 

14.5 

-25 

5.6 

9.1 

9.8 

9 

2.79 

312.3 

9 

595.4 

10 

23.5 

12 

39.0 

12 

7.5 

7.4 

8.1 

1 1 

4.25 

ms  (A.  L.) 

201.7** 

123 

381.4 

115 

42.3 

87 

75.8 

69 

21.0 

25.0 

15.2 

8 

2.21 

SS  &  LOAN 

'COMPOSITE 

7514.5 

18 

14673.5 

18 

-119.2 

NM 

104.7 

-83 

NM 

10.5 

4.6 

17 

1.08 

nson  (H.  F.) 

1078.3** 

23 

2058.5 

23 

39.7 

-19 

78.9 

0 

3.7 

5.6 

10.6 

1 1 

2.05 

can  Savings  Bank 

112.6** 

10 

218.7 

10 

7.4 

-26 

13.9 

-23 

6.6 

9.8 

13.0 

4 

3.99 

1 

794.2** 

23 

1545.5 

22 

19.1 

-50 

36.6 

-50 

2.4 

6.0 

7.1 

6 

3.92 

and  Savings 

384.2** 

17 

758.1 

14 

3.8 

-83 

15.6 

-73 

1.0 

6.7 

2.6 

8 

1.55 

avings  Bank  of  N.  Y. 

296.1 

20 

578.0 

17 

2.2 

-83 

8.4 

-70 

0.8 

5.3 

3.5 

12 

1.12 

!y  Savings  &  Loan  Assn. 

102.1** 

44 

199.4 

40 

5.8 

22 

26.8 

145 

5.7 

6.7 

19.5 

7 

4.17 

!  of  America 

285.3** 

12 

600.0 

17 

-49.1 

NM 

-51.2 

NM 

NM 

NM 

-53.8 

NM 

-5.39 

!st  Financial 

142.9** 

36 

276.4 

37 

10.8 

379 

16.3 

237 

7.5 

2.1 

13.5 

5 

2.56 

iai  Corp.  of  Santa  Barbara 

114.1** 

-1 

233.3 

-1 

-10.3 

NM 

-9.0 

NM 

NM 

0.6 

-28.0 

NM 

-1.67 

•d(6) 

723.1** 

14 

1375.1 

13 

29.2 

-43 

49.4 

-43 

4.0 

8.1 

10.4 

6 

3.92 

me 

272.7** 

-21 

614.9 

-12 

-225.4 

NM 

-264.3 

NM 

NM 

NM 

NM 

NM 

-12.64 

t  West  Financial 

484.6 

42 

922.0 

39 

40.2 

1  1 

75.3 

14 

8.3 

10.7 

15.9 

10 

4.70 

'Vmerican  Bank 

421.1 

19 

817.9 

12 

-10.0 

NM 

1.1 

-95 

NM 

NM 

4.5 

8 

1.22 

Western  Financial 

980.5** 

26 

1867.0 

23 

51.9 

-20 

109.1 

-10 

5.3 

8.3 

1 1.7 

10 

1.85 

=ed 

481.3** 

23 

929.5 

24 

28.1 

6 

58.6 

15 

5.8 

6.8 

12.1 

7 

5.53 

al  Corp.  of  America 

298.1** 

8 

604.1 

1 1 

-35.8 

NM 

-35.9 

NM 

NM 

3.4 

-14.2 

NM 

-2.74 

:ast  Savings  19) 
n's 

192.2** 

1 1 

383.7 

11 

-0.8 

NM 

0.7 

-89 

NM 

1.1 

-9.6 

NM 

-4.98 

100.0** 

-2 

197.8 

1 

-39.5 

NM 

-52.0 

NM 

NM 

5.2 

-51.7 

NM 

-2.84 

ird  Federal  Bank 

250.9** 

18 

493.5 

18 

13.4 

-20 

26.3 

-10 

5.3 

7.9 

13.0 

6 

1.80 
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COMPANY  SALES   PROFITS 


MARGINS         RETURN  ON 

COMMON 


2ND 

CHANGE 

6 

CHANGE 

2ND 

CHANGE 

6 

CHANGE 

2ND 

2ND 

EQUITY 

PRICE- 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

QUARTER 

12  MONTHS 

EARNINGS 

1989 

1988 

1989 

1988 

1989 

1988 

1989 

1988 

1989 

1988 

ENDING 

RATIO 

i  Mil. 

$  MIL 

J  MIL 

I  MIL 

% 

% 

6-30 

7-21 

18  OFFICE  EQUIPMENT  &  COMPUTERS 


INDUSTRY  COMPOSHE 

39995.8 

II 

75829.5 

II 

2315.4 

-II 

4465.6 

-II 

5.8 

7.2 

14.6 

14 

3, 

(a|  BUSINESS  MACHINES,  SERVICES  &  SUPPLIES 

GROUP  COMPOSITE 

3766.9 

12 

7403.8 

12 

208.9 

15 

406.0 

13 

5.5 

5.4 

16.6 

15 

1 

American  Business  Products 

97.7 

13 

196.0 

12 

3.1 

1 

6.5 

4 

3.2 

3.6 

13.7 

13 

] 

Businessland  |6| 

322.6 

21 

615.8 

19 

7.4 

136 

15.9 

87 

2.3 

1.2 

16.7 

10 

1 

Deluxe 

310.8 

13 

627.7 

12 

34.2 

15 

64.7 

2 

11.0 

10.8 

24.9 

18 

1 

Dennison  Mfg. 

196.6 

8 

376.9 

9 

10.2 

4 

16.7 

7 

5.2 

5.4 

15.3 

13 

2 

Diebold 

1 16.9 

6 

231.3 

6 

8.9 

45 

16.4 

27 

7.6 

5.5 

9.5 

16 

2 

f^iinlAV  PrnHiirtcf9l 

85.8 

10 

165.7 

13 

3.8 

23 

7.1 

22 

4.5 

4.0 

10.6 

14 

1 

Esselte  Business  Systems 

338.7 

-2 

705.6 

0 

12.5 

-9 

29.0 

-4 

3.7 

4.0 

12.4 

12 

2 

Harland(JohnH.) 

89.3 

4 

173.0 

4 

15.0 

17 

29.2 

14 

16.8 

14.9 

22.4 

16 

1 

flwri  InuUSTrleS 

140.6 

1  1 

287.6 

1 1 

7.6 

84 

17.2 

100 

5.4 

3.3 

26.4 

15 

' 

Inocomp  ComputGr  CGntcrs  (5} 

93.3 

38 

177.9 

38 

1 .8 

43 

3.8 

31 

1 .9 

1  8 

13  5 

1 3 

Intelligent  Electronics  (2) 

157.8 

468 

252  3 

427 

2  0 

79 

3  1 

67 

1  3 

4  1 

25  7 

20 

Miller  (Herman)  (7) 

205.0 

10 

397.6 

8 

9. 1 

-18 

20.0 

-12 

4  4 

5  9 

15  6 

1 2 

M  u 
NGSnUQ 

245  7 

—0 

40  J. 0 

—J 

4  7 

—45 

/.J 

—55 

1 .9 

3.5 

10.6 

1 4 

2 

Pitney  *Bowes 

704.0 

7 

1373.7 

10 

61.8 

9 

1 15.3 

1 1 

8.8 

8.6 

19.5 

15 

Reynolds  &  Reynolds  (3) 

143.9 

-5 

299.5 

-1 

5.6 

310 

13.1 

436 

3.9 

0.9 

15.5 

8 

3 

Savin 

94.1 

4 

183.3 

4 

0.1 

NM 

-0.8 

NM 

0. 1 

NM 

-40.2 

NM 

bottsel  L.oinputer  Kroaucts 

1 42  0 

36 

289.7 

36 

2. 1 

28 

4.7 

36 

1 .5 

1 .6 

23.0 

9 

C 

StnnHnrH  RAni^t^r 

1 76.0 

347.6 

7 

9.5 

_1 

1 8.0 

_2 

5.4 

5.8 

12.4 

1 5 

] 

Wallace  Computer  Services  (5) 

106.1 

10 

217.0 

13 

9.4 

1 1 

18.9 

12 

8.8 

8.8 

15.4 

15 

3 

(b)  COMPUTERS  &  PERIPHERALS 

GROUP  COMPOSITE 

32966.9 

10 

61995.7 

9 

1819.4 

-17 

3482.7 

-17 

5.5 

7.3 

13.7 

13 

4,. 

AM  International  (5} 

223.0 

4 

429  8 

8.1 

72 

1  3  9 

43 

3  6 

2  2 

0  2 

NM 

nil 

Amdahl 

470.6 

941 .0 

19 

32.8 

-38 

78.4 

—18 

7.0 

12.4 

19  3 

9 

Apple  Computer  (3) 

1248.2 

26 

2495. 1 

34 

96.1 

5 

152.5 

-1 1 

7.7 

9.2 

33.3 

13 

AST  Research  (6) 

123.5 

-9 

237.3 

-2 

2.5 

-68 

1.2 

-91 

2.0 

5.7 

-6.9 

NM 

Compaq  Computer 

722.1 

CO 

58 

1 404,9 

57 

0*5  o 

oj.y 

1 67, 1 

';q 
Oo 

1 1 .6 

1 2.8 

32. 1 

i  2 

Conner  Peripherals 

164.0 

227 

294  8 

218 

9  4 

114 

1 5  1 

95 

5  8 

8  8 

1  J 

C 1 

Control  Data 

804.3 

-15 

1647.8 

-1 1 

-497.3 

NM 

-493.8 

NM 

NM 

1.0 

-48.4 

NM 

-12i 

Cray  Research 

128.3 

-5 

244.4 

-13 

4.4 

-77 

5.9 

-87 

3.4 

14.2 

17.2 

12 

Data  Oeneral  (3) 

306.1 

_7 

648  8 

_2 

—23  1 

NM 

—  16  1 

0  2 

n  ft 

—  1  0.0 

— 

Dell  Computer{]  i) 

87.5 

86 

1 67  6 

75 

2  1 

—28 

5  4 

—1 1 

2  3 

6  1 

17  8 

1 0 

Digital  Ec)uipment(6| 

3494.9 

5 

6620.6 

7 

313.2 

-22 

569.7 

-19 

9.0 

12.0 

14. 1 

1 1 

fi) 

Dynatech  (9) 

102.8 

4 

201.1 

1 

4.0 

-37 

4.1 

-69 

3.9 

6.4 

11.0 

13 

1' 

Everex  Systems  (5) 

98.8 

1 92.0 

46 

o 
o.y 

1  u.  / 

119 

o 

J./ 

1 6.4 

1 5 

C  ■ 

Hewlett-Packard  [2] 

2864.0 

1 5 

552 1  0 

1 8 

203  0 

Q 

396  0 

7  ^ 

8  1 

Intergraph 

219.2 

3 

404  9 

7 

20.4 

-13 

40.0 

_] 

9.3 

1 1 .5 

13.5 

1 

International  Business  Machines 

1 52 1 3.0 

9 

27943.0 

8 

1340.0 

39 

2290.0 

21 

8.8 

6.9 

15.3 

11 

Maxtor  (9) 

108.5 

35 

206.2 

24 

2.2 

10 

3.6 

-56 

2.0 

2.5 

4.1 

35 

NCR 

1527.1 

2 

2777.6 

0 

1 10.4 

-2 

171.5 

-8 

7.2 

7.5 

19.6 

11 

i ! 

Prime  Computer 

382.0 

-6 

768.9 

0 

-19.0 

NM 

-24.0 

NM 

NM 

1.8 

-4.9 

NM 

-C. 

Quantum  (9) 

91.8 

136 

169.5 

109 

1 1.6 

NM 

18.5 

NM 

12.6 

1.5 

23.8 

13 

1: 

Seagate  Technology  (6) 

370.5 

1 

728.0 

3 

24.0 

45 

45.5 

15 

6.5 

4.5 

0.1 

NM 

0 

85.2 

84 

153.6 

74 

4.8 

39 

7.9 

15 

5.6 

7.5 

7.3 

28 

Ci' 

Storage  Technology 

236.0 

1 3 

450  1 

1 0 

4  4 

—22 

5  9 

—59 

1  9 

2  7 

110 

g 

Tandem  Computers  (3| 

420.7 

24 

784  1 

2 1 

30  8 

78 

47  6 

^  7 

7  3 

C  1 

J.  1 

115 

1  fi 
1  o 

1) 

3Com  (7) 

111.7 

46 

2 1 8.9 

53 

8.2 

1 2 

1 8.9 

36 

7.4 

9.6 

16.7 

1 4 

1 ' 

Unisys 

2574.5 

8 

4776.3 

0 

53.6 

-67 

-25.1 

NM 

2.1 

6.8 

7.1 

16 

1' 

Wyse  Technology  (9) 

112.4 

-26 

217.6 

-26 

-4.1 

NM 

-10.6 

NM 

NM 

5.6 

-22.2 

NM 

Zenith  Electronics 

676.4 

15 

1350.9 

16 

-13.0 

NM 

-17.0 

NM 

NM 

NM 

0.0 

NM 

(; 

(c)  COMPUTER  SOFTWARE  &  SERVICES 

GROUP  COMPOSITE 

3262.2 

24 

6430.4 

25 

287.1 

25 

576.9 

23 

8.8 

8.7 

24.8 

17 

•t 

Comdisco  131 

420.0** 

31 

857.0 

36 

29.0 

38 

54.0 

32 

6.9 

6.5 

21.1 

11 

Computer  Associates  Intl.  (9) 

244.0 

31 

555.4 

42 

26.7 

58 

81.8 

61 

11.0 

9.1 

23.2 

17 

Computer  Sciences  (9) 

342.1 

14 

702.3 

15 

13.1 

12 

30.0 

17 

3.8 

3.9 

13.9 

16 

Electronic  Data  Systems 

1376.6** 

15 

2664.5 

15 

104.9 

10 

204.9 

11 

7.6 

8.0 

27.2 

16 

Lotus  Development 

132.2 

8 

252.2 

5 

10.3 

-41 

15.6 

-56 

7.8 

14.2 

19.3 

28 

Mentor  Graphics 

94.7 

31 

185.2 

33 

11.1 

37 

21.5 

44 

11.7 

11.2 

17.2 

16 

Microsoft  (6) 

220.2 

29 

417.3 

26 

45.4 

51 

86.5 

28 

20.6 

17.6 

33.5 

18 

Microamerica 

127.0 

33 

258.6 

33 

1.8 

-6 

4.4 

3 

1.5 

2.1 

10.8 

12 

Novell  121 

89.3 

31 

168.7 

38 

11.2 

31 

20.9 

49 

12.6 

12.5 

23.1 

21 

S 

Oracle  Systems  (7i 

215.9 

107 

369.3 

105 

33.5 

76 

57.5 

79 

15.5 

18.3 

42.4 

26  (1 

19  PAPER  &  FOREST  PRODUCTS 

INDUS  iV'iV  COMPOSITE 

20672.6 

1 1 

39967.9 

II 

1513.8 

12 

2963.0 

16 

7.3 

7.3 

17.7 

8 

41 

(a)FORESTPR  -OUCTS 

— r 

GROUP  COMPOSITE 

7648.5 

10 

14657.4 

II 

513.5 

19 

983.6 

23 

6.7 

6.2 

17.2 

9 

4^ 

Boise  Cascade 

1091.4 

8 

2190.5 

8 

75.3 

4 

153.5 

9 

6.9 

7.2 

17.5 

7 

Georgia-Pacific 

2640.0 

9 

5087.0 

12 

172.0 

46 

326.0 

46 

6.5 

4.9 

21.5 

8 

Louisiana-Pacific 

526.1 

11 

993.1 

12 

48.4 

24 

88.3 

31 

9.2 

8.2 

14.4 

9 
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CHANGE 

6 

CHANGE 
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6 
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2ND 
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EQUITY 

PRICE. 

MONTHS' 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

FROM 

MONTHS 
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QUARTER 

QUARTER 

12  MONTHS 

EARNINGS 

EARNINGS 

1989 

1988 

1989 

1988 

1989 

1988 

1989 

1988 

1989 

1988 

ENDING 

RATIO 
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$Mll. 

% 

$  MIL. 

'/„ 

$  MIL. 

% 

$  MIL. 

% 

% 

6-30 

7-21 

SHARE 

Talbot 

161.6 

32 

309.1 

30 

11.2 

63 

20.6 

39 

6.9 

5.6 

22.2 

8 

3.19 

haeuser 

2644.0 

8 

4965.2 

8 

154.9 

3 

302.9 

14 

5.9 

6.2 

14.1 

10 

2.86 

lette  Industries 

491.5 

16 

929.3 

12 

47.1 

11 

86.9 

5 

9.6 

10.0 

21.3 

7 

6.51 

idustries  18) 

94.0 

18 

183.2 

24 

4.7 

100 

5.4 

115 

5.0 

2.9 

24.5 

10 

1.40 

#AUDACITC 

13024*0 

12 

25310.5 

1 1 

1000.4 

3 

1 979.3 

13 

7.7 

7.9 

17.9 

g 

4.91 

er 

363.6 

3 

722.3 

4 

38.0 

-7 

76.9 

-2 

10.4 

1 1.6 

18.3 

6 

4.33 

ion  International 

1 289.3 

2 

2578.0 

2 

1 1 3.9 

1 

227.4 

6 

8.8 

8.9 

1 3.7 

7 

4.94 

jeake 

213.4 

16 

401.4 

16 

12.0 

1 

24.9 

1 4 

5.6 

6.4 

1 8.9 

o 

z.oo 

Idated  Papers 

238.5 

8 

480.9 

6 

43.6 

12 

87.0 

1 1 

18.3 

1 7.6 

2 1 .3 

1 1 

J. 04 

ter  (P.  H.) 

156.6 

9 

312.1 

12 

24.8 

18 

49.2 

25 

15.9 

14.6 

26.0 

12 

3.80 

siorthern  Nekooso 

988.4 

15 

1974.8 

16 

90.2 

6 

183.5 

12 

9.1 

10.0 

22.4 

6 

6.55 

itional  Paper 

3000.0 

25 

5600.0 

19 

229.0 

.  22 

452.0 

30 

7.6 

7.8 

17.7 

7 

7.55 

River  Corp.  of  Virginia  (8) 

1643.2 

18 

3029.6 

15 

74.3 

26 

133.3 

23 

4.5 

4.2 

11.4 

11 

2.87 

rIy-Clark 

1396.0 

4 

2817.8 

7 

101.3 

1 

204.4 

6 

7.3 

7.5 

20.5 

13 

4.84 

1207.4 

4 

2336.3 

4 

62.2 

-15 

1 14.8 

-17 

5.2 

6.3 

21.2 

8 

5.18 

oper 

1254.1 

8 

2523.0 

10 

71.5 

-5 

158.0 

6 

5.7 

6.5 

20.3 

9 

5.32 

lamp 

711.8 

8 

1418.0 

9 

81.4 

10 

161.1 

14 

1 1.4 

11.2 

19.6 

8 

4.57 

aco  (2) 

561.7 

5 

1116.3 

8 

58.2 

29 

106.8 

29 

10.4 

8.5 

16.0 

9 

3.47 

LISHING  &  BROADCASTING 

FRY  COMPOSITE 

10894.2 

6 

21053.2 

5 

1177.3 

11 

2105.4 

6 

10.8 

10.2 

18.5 

21 

2.78 

CASTING 

COMPOSITE 

2359.5 

6 

4549.6 

1 

293.0 

8 

456.5 

13 

12.4 

12.3 

15.9 

26 

4.96 

an  TV  &  Communications 

240.1 

19 

472.8 

20 

23.2 

12 

43.0 

12 

9.7 

10.3 

26.6 

69 

0.69 

1  Cities/ ABC 

1226.5 

6 

2346.9 

-4 

140.2 

23 

222.9 

21 

1 1.4 

9.8 

13.9 

21 

23.78 

771.9 

4 

1502.5 

5 

118.8 

-8 

175.1 

1 

15.4 

17.4 

12.2 

19 

1 1.09 

ledia 

121.0 

6 

227.3 

6 

10.8 

31 

15.4 

65 

8.9 

7.2 

NAA 

37 

2.67 

HING 

COMPOSITE 

8534.8 

5 

16503.6 

6 

884.4 

13 

1648.9 

5 

10.4 

9.7 

19.3 

20 

2.49 

ted  Publications 

137.7 

-2 

268.1 

0 

12.4 

-23 

21.3 

-22 

9.0 

11.5 

-18.5 

NM 

-0.50 

V.  H.) 

109.3 

8 

200.3 

6 

9.7 

59 

12.0 

73 

8.8 

6.0 

6.4 

48 

0.74 

arce  Clearing  House 

173.9 

11 

386.8 

14 

12.9 

-28 

41.7 

-6 

7.4 

11.3 

19.7 

21 

2.60 

>nes 

437.7 

6 

844.5 

5 

48.4 

-2 

248.4 

62 

11.0 

12.0 

24.2 

11 

3.23 

iradstreet 

1057.6 

0 

2117.4 

2 

150.4 

29 

293.7 

22 

14.2 

11.0 

26.1 

19 

2.95 

M 

904.2 

7 

1721.7 

7 

112.1 

15 

187.0 

9 

12.4 

11.5 

20.9 

20 

2.36 

ton  Mifflin 

110.4 

16 

154.0 

15 

10.5 

10 

-0.7 

NM 

9.5 

10.0 

14.6 

22 

1.77 

-Ridder 

578.7 

12 

1119.4 

1 1 

70.1 

67 

90.8 

21 

12.1 

8.1 

22.3 

17 

3.03 

Ichy  Newspapers 

97.3 

8 

184.2 

7 

10.0 

32 

14.8 

23 

10.3 

8.4 

12.0 

24 

1.10 

w-Hill 

482.2 

9 

898.3 

7 

50.8 

13 

73.9 

3 

10.5 

10.1 

20.3 

19 

3.86 

General 

149.9** 

-24 

299.2 

-22 

6.1 

-63 

17.9 

-35 

4.0 

8.2 

-0.3 

NM 

0.04 

ith  (6) 

208.9 

8 

405.6 

13 

7.4 

10 

12.1 

13 

3.5 

3.5 

9.1 

21 

1.75 

ork  Times 

460.3 

4 

883.4 

3 

39.2 

-10 

70.7 

-19 

8.5 

9.8 

16.5 

18 

1.83 

r  Publishing 

103.3 

3 

197.4 

4 

6.9 

8 

10.0 

13 

6.7 

6.4 

60.5 

14 

1.98 

s  (E.  W.) 

320.9 

5 

615.8 

5 

25.2 

9 

40.3 

18 

7.8 

7.6 

11.9 

25 

0.97 

1218.0 

11 

2354.0 

9 

94.0 

12 

143.0 

-5 

7.7 

7.6 

20.0 

28 

4.92 

Mirror 

861.3*' 

7 

1694.3 

9 

85.0 

8 

153.8 

0 

9.9 

9.8 

19.2 

16 

2.57 

e 

643.1 

5 

1196.1 

5 

69.2 

9 

106.0 

11 

10.8 

10.4 

18.7 

19 

2.97 

ngton  Post 

374.5 

8 

716.3 

7 

60.5 

23 

102.0 

-47 

16.2 

14.2 

19.9 

21 

13.77 

rn  Publishing  Group  (1 1) 

105.6*' 

-17 

246.6 

-6 

3.8 

-36 

10.2 

-10 

3.6 

4.6 

16.2 

16 

1.35 

flCE  INDUSTRIES 

FRY  COMPOSITE 

14024.7 

21 

26747.5 

20 

726.3 

21 

1297.4 

20 

5.2 

5.2 

15.9 

24 

1.48 

tUCTSON  &  ENGINEERING 

COMPOSITE 

4639.8 

27 

8707.7 

25 

90.3 

41 

169.6 

33 

1.9 

1.7 

-1.3 

NM 

-0.13 

e  Enterprises  110) 

130.1 

41 

252.4 

38 

2.8 

16 

6.0 

22 

2.2 

2.6 

16.5 

18 

1.03 

Mfg. 

142.1 

-10 

272.6 

-7 

2.9 

-19 

5.4 

-5 

2.0 

2.2 

12.2 

13 

3.34 

istion  Engineering 

1009.2 

1 1 

1875.6 

13 

20.3 

33 

31.9 

10 

2.0 

1.7 

-40.1 

NM 

-6.34 

410.7 

21 

801.6 

19 

17.5 

-8 

34.2 

-4 

4.3 

5.6 

20.6 

15 

2.26 

1 

1633.2 

42 

3053.6 

40 

23.9 

132 

45.5 

136 

1.5 

0.9 

12.7 

32 

1.04 

p  Engineering  Group  (3| 

228.6 

20 

419.3 

9 

2.6 

62 

5.0 

56 

1.1 

0.8 

16.5 

16 

1.67 

on  Knudsen 

570.4 

23 

1031.5 

18 

7.2 

306 

13.6 

53 

1.3 

0.4 

-14.1 

NM 

-2.97 

abrator  Group 

385.0 

50 

727.3 

45 

7.1 

45 

14.5 

34 

1.8 

1.9 

9.1 

29 

0.31 

idustries  (9) 

130.6 

27 

273.9 

34 

6.0 

18 

13.6 

31 

4.6 

4.9 

12.2 

20 

2.05 

RIAL  DISTRIBUTION 

COMPOSITE 

3668.8 

11 

7 1 87.5 

10 

169.6 

11 

330.5 

12 

4.6 

4.6 

19.0 

16 

2.05 

1 

113.4 

12 

215.7 

11 

7.4 

14 

13.4 

15 

6.5 

6.4 

14.9 

21 

1.56 

(A.  M.) 

131.0 

4 

272.3 

10 

2.7 

-43 

6.3 

-25 

2.0 

3.7 

17.0 

8 

1.99 

le  Parts 

812.3 

9 

1583.2 

9 

50.0 

10 

95.0 

11 

6.2 

6.1 

21.5 

16 

2.47 

Petroleum  (11) 

272.8 

3 

571.2 

-9 

7.7 

7 

17.4 

15 

2.8 

2.7 

25.4 

9 

2.40 

ler  (W.  W.) 

446.9 

13 

840.5 

13 

30.3 

4 

57.9 

9 

6.8 

7.3 

17.4 

15 

4.14 

isen  (Earle  M.) 

135.4 

14 

274.3 

18 

7.2 

168 

12.3 

123 

5.3 

2.3 

10.5 

12 

2.49 

all  Industries  (7) 

134.8 

1 1 

268.5 

17 

4.6 

-14 

10.0 

-3 

3.4 

4.4 

16.6 

6 

2.31 
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COMPANY 


SALES 


PROFITS 


MARGINS 


RETURN  ON 
COMMON 


CHANGE 

CHANGE 

CHANGE 

PRICE- 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

QUARTER 

12  MONTHS 

EARNINGS 

L, 

1989 

1988 

1989 

1988 

1989 

1988 

1989 

1988 

1989 

1988 

ENDING 

RATIO 

$  MIL, 

% 

$  MIL 

% 

$  MIL. 

$  MIL 

% 

A 

6-30 

7-21 

Morgan  Products 

1  14.8 

-1 

220.3 

3 

1.7 

-47 

1.9 

-58 

1.5 

2.7 

3.1 

48 

Premier  Industrial  (7) 

160.6 

10 

306.7 

1 1 

19.3 

5 

34.9 

4 

12.0 

12.6 

34.7 

19 

Safety-Kleen 

110.1 

16 

211.3 

15 

10.5 

16 

20.5 

14 

9.5 

9.5 

19.3 

24 

Stewart  &  Stevenson  Services  (1 1 

127.7 

75 

267.5 

29 

6.6 

481 

13.7 

60 

5.2 

1 .6 

24.1 

16 

TBC 

1 17.9 

_6 

229. 1 

_1 

4.0 

_3 

7.4 

1 

3.4 

3.3 

23.5 

10 

United  Stationers  |4| 

241.0 

13 

487.9 

14 

6.4 

18 

13.5 

20 

2.7 

2.5 

16.4 

12 

UnivardO) 

359.6 

1 1 

675.2 

13 

4.7 

16 

9.4 

42 

1.3 

1.3 

18.0 

14 

VWRdOi 

150.1 

-2 

291.7 

0 

1.0 

-49 

5.4 

15 

0.7 

1.2 

13.4 

12 

Willcox  &  (vibbs 

137.9 

53 

272.2 

50 

4.6 

36 

8.9 

31 

3.4 

3.8 

17.1 

15 

Wyle  Laboratories  (11) 

102.6 

0 

199.8 

3 

1.1 

-47 

2.6 

-25 

1.0 

2.0 

7.3 

13 

GROUP  COMPOSITE 

2383.2 

30 

4466.2 

29 

262.7 

24 

479.8 

23 

1 1.0 

1 1.6 

20.9 

26 

• 

Browning-Ferris  Industries  (3) 

661.1 

22 

1256.0 

23 

71.2 

16 

130.0 

16 

10.8 

11.3 

22.5 

23 

Chemical  Waste  Management 

221.8 

43 

411.6 

38 

34.5 

33 

63.5 

30 

15.5 

16.8 

22.6 

30 

Waste  Management 

1 1 18.8 

26 

2077.7 

26 

141.9 

23 

257.5 

22 

12.7 

13.0 

22.3 

26 

Wheelabrator  Technologies 

381.5 

51 

721.0 

45 

15.1 

60 

28.9 

57 

4.0 

3.7 

9.9 

27 

Id)  PRINTING  &  ADVERTISING 

GROUP  COMPOSITE 

1333.8 

9 

2594.2 

12 

90.2 

22 

140.9 

15 

6.8 

6.1 

16.0 

18 

Advo-System  oi 

157.8 

2 

297.1 

2 

5.4 

NM 

2.2 

NM 

3.4 

NM 

-22.3 

NM 

- 

Santa 

136.6 

1 1 

273.6 

38 

6.2 

15 

1 1.3 

8 

4.5 

4.4 

13.0 

14 

uonneiiey  \k,  k.)  &  sons 

722.3 

1 0 

1430.0 

10 

50.3 

1  1 

91 .0 

1 1 

7.0 

6.9 

1 6.3 

1 7 

317. 1  ** 

12 

593.6 

13 

28.3 

17 

36.3 

18 

8.9 

8.6 

20.4 

]  7 

(e)  OTHER  SERVICES 

GROUP  COMPOSITE 

1999.2 

27 

3791.8 

26 

113.5 

19 

176.7 

22 

5.7 

6.1 

23.9 

16 

Adia  Services 

148.0** 

21 

289.9 

22 

5.4 

19 

10.3 

19 

3.6 

3.7 

12.7 

17 

American  BIdg.  Maintenance  (2) 

156.4 

10 

308.4 

10 

2.0 

34 

3.4 

25 

1.3 

1.0 

12.0 

17 

CDI 

220.1 

20 

425.4 

24 

5.4 

37 

9.9 

47 

2.4 

2.1 

22.3 

18 

Handleman  (8| 

151.4 

10 

346.0 

19 

10.8 

11 

24.3 

21 

7.1 

7.0 

21.1 

14 

\ 

JWP 

393.5 

115 

738.4 

107 

9.0 

29 

16.8 

34 

2.3 

3.8 

20.8 

15 

Kelly  Services 

343.3 

9 

667.0 

9 

18.1 

18 

33.6 

22 

5.3 

4.8 

27.5 

18 

National  Education 

96.6 

-8 

196.1 

-4 

-1.5 

NM 

5.5 

-61 

NM 

7.2 

19.4 

12 

Rollins 

1 15.5 

4 

204.3 

4 

10.6 

-15 

13.6 

-11 

9.1 

11.1 

37.6 

19 

Sotheby's  Holdings 

169.7 

57 

220.1 

40 

51.2 

62 

56.4 

54 

30.2 

29.4 

57.8 

17 

Valcom 

87.9 

66 

169.1 

69 

1.3 

26 

2.7 

26 

1.5 

2.0 

18.4 

9 

Volt  Information  Sciences  (2| 

1 16.8 

-2 

227.0 

0 

1.3 

14 

0.1 

NM 

1.1 

1.0 

2.5 

NM 

22  TELECOMMUNICATIONS 

INDUSTRY  COMPOSITE 

38931.8 

7 

76260.5 

7 

3732.5 

5 

7208.4 

6 

9.6 

9.7 

11.0 

21 

|a)  EQUIPMENT  &  SERVICES 

GROUP  COMPOSITE 

13279.6 

II 

25755.9 

10 

973.9 

35 

1818.9 

36 

7.3 

6.0 

-3.6 

NM 

-J 

American  Telephone  &  Telegraph  9256.0 

5 

17915.0 

4 

699.0 

18 

1293.0 

19 

7.6 

6.7 

-12.1 

NM 

Communications  Satellite 

102.8 

16 

200.2 

16 

18.3 

4 

34.8 

9 

17.8 

19.9 

11.5 

11 

Communications  Transmission  |7) 

103.0 

123 

205.6 

217 

-3.0 

NM 

-6.6 

NM 

NM 

NM 

NM 

NM 

DSC  Communications 

104.0 

34 

194.1 

24 

8.1 

71 

13.3 

54 

7.8 

6.1 

11.3 

25 

M/A-Com  (3) 

102.3 

1 

208.4 

0 

2.0 

-53 

5.0 

-44 

2.0 

4.2 

5.8 

16 

MCI  Communications 

1594.0 

31 

3094.0 

32 

150.0 

142 

295.0 

146 

9.4 

5.1 

32.9 

19 

Telecom-USA 

164.8 

32 

319.8 

31 

9.0 

46 

17.5 

48 

5.5 

4.9 

18.9 

26 

United  Telecommunications 

1852.7 

19 

3618.8 

19 

90.5 

138 

166.9 

127 

4.9 

2.4 

12.1 

31 

(b)  TELEPHONE  COMPANIES 

GROUP  COMPOSITE 

2S652.3 

5 

50504.7 

5 

2758.6 

-3 

5389.5 

-1 

10.8 

11.6 

14.1 

14 

Alltel 

311.3 

17 

587.2 

1 1 

37.6 

-4 

76.6 

5 

12.1 

14.8 

16.4 

16 

Ameritech 

2552.9 

3 

5053.6 

3 

316.6 

-10 

617.4 

-5 

12.4 

14.2 

15.5 

13 

Bell  Atlantic 

2882.2 

6 

5648.9 

6 

360.8 

5 

709.6 

5 

12.5 

12.7 

14.6 

13 

BellSouth 

3468.5 

3 

6836.1 

4 

418.1 

6 

799.3 

-3 

12.1 

11.8 

128 

15 

Centel 

298.4 

12 

579.9 

1 1 

4.6 

-83 

5.3 

-91 

1.5 

10.0 

6.4 

52 

} 

Cincinnati  Bell 

227.4 

27 

449.9 

28 

24.0 

3 

48.6 

12 

10.6 

13.0 

17.6 

24 

J 

Contel 

755.0 

8 

1503.0 

10 

67.0 

-41 

131.0 

-25 

8.9 

16.2 

16.9 

18 

i 

GTE 

4323.5 

3 

8446.1 

4 

328.8 

10 

658.0 

12 

7.6 

7.1 

15.3 

15 

J 

Nynex 

3299.2 

4 

6533.9 

5 

279.0 

-14 

562.6 

-1 1 

8.5 

10.2 

13.1 

12 

3 

Pacific  Telesis  Group 

2407.0 

2 

4750.0 

2 

325.0 

1 

642.0 

3 

13.5 

13.6 

15.0 

15 

3 

Rochester  Telephone 

134.9 

14 

2658 

14 

13.1 

7 

25.5 

8 

9.7 

10.3 

15.5 

16 

5 

Southern  New  England  Tel. 

416.9** 

7 

824.0 

8 

63.9 

63 

105.2 

38 

15.3 

10.1 

15.7 

13 

Southwestern  Bell 

2140.5 

5 

4198.1 

4 

261.5 

23 

500.3 

16 

12.2 

10.5 

13.2 

U 

US  West 

2434.6 

8 

4828.2 

9 

258.6 

-23 

508.2 

-12 

10.6 

14.9 

14.2 

12 

23  TRANSPORTATION 

INDUSTRY  COMPOSITE 

27675.5 

15 

53042.7 

14 

1504.4 

63 

2523.1 

65 

5.4 

3.8 

14.2 

11 

: 

(a)  AIRLINES 

GROUP  COMPOSITE 

11921.8 

19 

22604.4 

19 

696.7 

36 

997.4 

73 

5.8 

5.1 

18.8 

9 

Alaska  Air  Group 
America  West  Airlines 
AMR 


226.6 
238.6 
2715.7 


12 
24 
26 


424.3 
471.7 
5166.7 


13 
30 

25 


10.5 
1.9 
177.9 


13 
NM 
26 


16.9 
8.4 

278.9 


109 
NM 

33 


4.7 
0.8 
6.6 


4.6 
NM 
6.5 


14.8 
16.4 
16.5 
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CORPORATE  SCORb' 


Imjn  Kod.ik  Compjnv.  1989 


An  imposing  majority  of  today's  magazines 
and  newspapers  are  designed  and  written  on 
the  screens  of  Kodak  Atex  computer  systems. 

Kodak  Atex  systems  have  been  the  favorite  of 
magazine  and  newspaper  journalists  around  the 
world  for  over  15  years.  Publications  large 
and  small  are  designed  and  written  on  computers 
driven  by  Atex  software.  The  latest  evolution: 
a  totally  integrated  PC-based  system  for  magazine 
art,  editorial  and  production/makeup  departments. 
Other  kinds  of  publications— instruction  and 
training  manuals  which  need  frequent  updating, 
for  example— are  created  on  the  screens  of  Kodak 
electronic  publishing  systems. 

We  are  more  than  photographs.  We  are  the 
world's  premier  graphics  imaging  company. 
For  more  details  on  enhancing  the  graphic  arts 
tradition,  call  1800  445-6325,  Ext.  960E. 


hfKo 


COMPANY  SALES   PROFITS 


MABCIMS        RETURN  ON 

COMMON 


2ND 

CHANGE 

6 

CHANGE 

2ND 

CHANGE 

6 

CHANGE 

2ND 

2ND 

EQUITY 

PRICE-  « 

n 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

QUARTER 

12  MONTHS 

EARNINGS  E 

H 

1 

1989 

1988 

1989 

1988 

1989 

1988 

1989 

1988 

1989 

1988 

ENDING 

RATIO 

$  Mil. 

SMIL, 

S  MIL 

SMIL 

% 

6-30 

7-21 

K 

Braniff  (1 1| 

139.9 

49 

265.4 

53 

-21.2 

NM 

-34.3 

NM 

NM 

NM 

NM 

NM 

C 

Delia  Air  Lines  (6| 

231 1.7 

23 

4349.8 

21 

190.8 

85 

275.8 

73 

8.3 

5.5 

18.9 

7 

Midway  Airlines 

126.5 

13 

243.7 

21 

5.0 

-39 

6.8 

140 

4.0 

7.4 

9.6 

20 

NWA 

1648.0 

19 

3125.8 

19 

70.8 

149 

83.3 

NM 

4.3 

2.1 

14.2 

15 

Southwest  Airlines 

263.6 

22 

493.0 

25 

19.2 

27 

38.9 

154 

7.3 

7.0 

14.7 

11 

UAL 

2516.5 

10 

4844.3 

1 1 

141.1 

14 

206.5 

36 

5.6 

5,4 

50.7 

7  : 

USAir  Group 

1734.7 

16 

3219.6 

17 

100.7 

9 

116.2 

58 

5.8 

6.2 

10.0 

11 

'c 

(b)  RAILROADS 

ftDAIID  f  AUDACITE 
VKVWI*  VWHIrWSI  I B 

1  C^'tC  ft 

AAA  ft 

ftft 
oo 

7  ft 

1 1  a 

12 

Burlington  Northern 

1155.0 

-2 

2280.5 

-3 

56.0 

-3 

89.2 

-9 

4.8 

4.9 

21.2 

9 

ti 

^■VllsOIIUUlVU  null 

881 .0 

Q 

1753.0 

3 

82.0 

—  15 

142.0 

_2 

9.3 

1 1  0 

7  4 

8 

11 

CSX 

1974.0 

4 

3818.0 

5 

130.0 

NM 

207.0 

NM 

6.6 

NM 

13.6 

9 

iP 

Kansas  City  Southern  Industries 

125.3 

0 

249.7 

1 

9.3 

66 

16.8 

132 

7.4 

4.5 

-12.6 

NM 

Norfolk  Southern 

1170.0 

6 

2281.8 

7 

173.7 

10 

307.5 

11 

14.8 

14.3 

12.9 

10 

Santa  Fe  Southern  Pacific 

722.2 

-7 

1412.3 

-6 

2.7 

-88 

-19.8 

NM 

0.4 

2.8 

14.9 

34 

Soo  Line 

133.4 

-7 

264.5 

-1 1 

-0.8 

NM 

-0.2 

NM 

NM 

3.3 

2.2 

30 

Union  Pacific 

1625.0 

10 

3176.0 

8 

152.0 

15 

290.0 

10 

9.4 

8.9 

13.1 

14 

(c)TRANSPORTATION  SERVICES 

4625*2 

23 

8720.0 

20 

1 10.4 

—  1 1 

199.4 

1  J 

2.4 

o  o 

Tr.Tr 

19 

( 

Airborne  Freight 

232.0 

24 

450.4 

24 

4.4 

320 

7.0 

128 

1.9 

0.6 

8.5 

19 

i6 

F^doral  FvBr^<<  (71 

1668.6 

59 

2952.3 

45 

41.0 

-25 

65.8 

-28 

2.5 

5.2 

1 1.6 

15 

18 

Gatx 

174.3** 

12 

329.3 

19 

15.3 

-2 

32.7 

31 

8.8 

10.0 

20.7 

12 

13 

International  Lease  Finance  (1| 

87.1** 

58 

146.0 

50 

15.7 

23 

21.5 

2 

18.1 

23.2 

14.4 

23 

'2 

PHH  (81 

469.7 

16 

882.6 

14 

14.7 

NM 

28.0 

NM 

3.1 

NM 

14.4 

13 

M 

Ryder  System 

1288.5 

0 

2511.2 

3 

32.5 

-43 

58.7 

87 

2.5 

4.4 

10.8 

14 

»6 

Subaru  of  America  (2) 

393.5 

-5 

820.7 

-12 

-27.0 

NM 

-39.3 

NM 

NM 

NM 

-46.6 

NM 

13 

Trinity  Industries  (9| 

311.6** 

54 

627.5 

68 

13.8 

171 

25.0 

120 

4.4 

2.5 

17.1 

20 

13 

Id)  TRUCKING  &  SHIPPING 

VKWr  WVIflrVSIIE 

3342.6 

25 

6482.5 

23 

92.4 

—30 

293.8 

28 

2.8 

4.9 

17.4 

11 

t 

Alexander  &  Baldwin 

152.4** 

-27 

489.2 

35 

21.5 

-59 

156.8 

89 

14.1 

25.0 

36.9 

8 

11 

American  President 

529.7** 

14 

1100.4 

12 

5.7 

-61 

11.5 

-68 

1.1 

3.2 

8.8 

14 

Carolina  Freight 

157.4 

8 

306.9 

5 

2.1 

NM 

3.6 

NM 

1.3 

NM 

10.1 

12 

Consolidated  Freightways 

1036.8 

59 

1762.9 

39 

8.4 

-65 

29.6 

-27 

0.8 

3.6 

13.1 

11 

Hunt  (J.  B.)  Transport  Services 

130.8 

33 

242.0 

30 

7.9 

-11 

12.9 

-12 

6.1 

9.0 

20.3 

15 

,.- 

Preston 

156.6 

5 

309.0 

7 

2.1 

-36 

3.2 

-15 

1.4 

2.2 

5.9 

12 

Roadway  Services 

614.2 

29 

1 177.4 

25 

26.2 

74 

42.0 

51 

4.3 

3.2 

14.1 

14 

Yellow  Freight  System 

564.7 

15 

1094.6 

15 

18.5 

32 

34.2 

46 

3.3 

2.9 

18.9 

10 

L 

24  UTILITIES 

INDUSTRY  COMPOSITE 

30180.5 

II 

63046.8 

7 

2825.9 

10 

6179.2 

-4 

9.4 

9.4 

10.5 

13 

18 

(a|  ELECTRIC 

GROUP  COMPOSITE 

26303.0 

8 

54588.7 

6 

2680.9 

9 

5694.1 

-4 

10.2 

10.0 

12.6 

12 

Allegheny  Power  System 

558.7 

11 

1148.8 

3 

47.2 

1 1 

1 14.3 

0 

8.4 

8.4 

13.2 

10 

American  Electric  Power 

1197.0 

9 

2460. 1 

6 

145.3 

7 

321.2 

-2 

12.1 

12.3 

14.5 

9 

Baltimore  Gas  &  Electric 

434.8 

12 

958.6 

7 

44.0 

1 

114.5 

-8 

10.1 

1 1.1 

13.7 

10 

!C 

Boston  Edison 

282.7 

10 

579.0 

4 

1.1 

-68 

12.9 

0 

0.4 

1.4 

8.4 

10 

Carolina  Power  &  Light 

558.0 

16 

1162.0 

11 

72.6 

14 

176.7 

10 

13.0 

13.2 

7.7 

18 

Centerior  Energy 

577.3 

19 

1132.5 

14 

94.8 

27 

179.4 

19 

16.4 

15.4 

-2.6 

NM 

Central  &  South  West 

597.0 

1 

1173.0 

2 

78.0 

-11 

158.0 

-2 

13.1 

14.9 

12.3 

10 

4C 

Cincinnati  Gas  &  Electric 

304.2 

6 

714.5 

1 

47.0 

1 

110.0 

-4 

15.4 

16.1 

16.7 

7 

CMS  Energy 

608.9 

6 

1531.4 

3 

68.7 

17 

180.4 

25 

11.3 

10.2 

17.5 

8 

It 

Commonwealth  Edison 

1309.8 

9 

2672.8 

12 

152.6 

57 

292.1 

22 

1 1.7 

8.1 

10.0 

12 

27. 

Commonwealth  Energy  System 

170.9 

18 

400.1 

14 

2.9 

-28 

23.6 

7 

1.7 

2.8 

11.4 

10 

6' 

Consolidated  Edison  Co.  of  N.  Y. 

1218.3 

1 1 

2605.0 

7 

65.6 

-22 

218.2 

-9 

5.4 

7.6 

12.7 

11 

37. 

Delmarva  Power  &  Light 

177.9 

3 

387.3 

4 

14.3 

-5 

38.1 

-5 

8.0 

8.7 

12.2 

12 

6< 

Detroit  Edison 

758.4 

5 

1548.6 

5 

96.1 

31 

198.9 

145 

12.7 

10.2 

-7.0 

NM 

Dominion  Resources 

850.8** 

1 1 

1776.6 

13 

66.0 

-22 

173.6 

-23 

7.8 

11.0 

11.8 

11 

91 

DPL 

206.2 

0 

489.4 

-4 

31.9 

-11 

88.1 

-8 

15.5 

17.3 

13.4 

10 

Bi 

Duke  Power 

877.3 

6 

1740.5 

0 

127.3 

33 

254.5 

10 

14.5 

11.5 

12.0 

12 

i: 

Florida  Progress 

523.9 

9 

996.9 

3 

49.5 

8 

91.2 

-3 

9.4 

9.6 

13.4 

11 

t/ 

FPL  Group 

1530.1 

5 

2895.9 

3 

122.2 

14 

203.9 

-3 

8.0 

7.3 

13.6 

10 

3/ 

General  Public  Utilities 

688.0 

5 

1431.7 

4 

60.9 

-4 

150.5 

-16 

8.9 

9.7 

12.4 

9 

Hawaiian  Electric  Industries 

216.9 

26 

417.0 

22 

16.2 

10 

34.7 

18 

7.5 

8.6 

13.0 

— : 

3( 

Illinois  Power 

280.3 

3 

607.7 

1 

-1.2 

NM 

-349.7 

NM 

NM 

9.4 

-18.8 

NM 

■& 

New  England  Electric  System 

371.9 

5 

799.5 

6 

24.6 

NM 

68.2 

NM 

6.6 

NM 

11.2 

13 

3£ 

New  York  State  Electric  &  Gas 

344.8 

4 

757.9 

9 

39.7 

-18 

107.4 

-5 

11.5 

14.5 

12.5 

10 

K 

Niagara  Mohawk  Power 

710.6 

1 

1559.0 

3 

34.1 

-27 

105.4 

-34 

4.8 

6.7 

5.6 

16  \ 

n 

Northeast  Utilities 

510.2 

9 

1069.8 

6 

50.0 

-7 

120.3 

0 

9.8 

11.5 

12.2 

10  f 

■A 

Northern  States  Power 

446.5 

1 

1007.1 

1 

36.9 

-16 

107.9 

0 

8.3 

9.9 

13.2 

12 

( 

Ohio  Edison 

512.6 

-1 

1059.3 

2 

85.4 

14 

187.0 

10 

16.7 

14.5 

8.1 

16 

9t 

Pentisylvania  Power  &  Light 

532.8 

2 

1 145.8 

1 

64.7 

-5 

166.0 

-8 

12.1 

13.1 

12.9 

11 

5 

Philadelphia  Electric 

777.5 

11 

1667.9 

8 

108.9 

-1 

252.3 

-7 

14.0 

15.7 

12.5 

11 

f 
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(man  Koc/a/c  C  omp.iny,  l')H') 


Bet  duse  they  c  omhine  high  quality  and 
ease  of  use,  Kodak  printing  plates  satisfy  the 
most  demanding  printers  and  <  ustomers 

Wh('(/i('r  the /)///i(/n^ /)f(  ss    ,i  ^mdll  '^heet-fed 
nnxk'l  oi  a  wch  ted  non^ei  thr'f     ,}  Kodak 
printing  f)lcUc  tt I  ttt  K< Hicik  plaU'^  ntli'i  wide 
exposure  and  pnn  css/n^  laliluck  and  con'iistent 
f)vrtarnian(.  (  ■  <  )ii  pir^^  I  hat  airans  /ess  downtimv 
tcwvr  iiiakeovci^  longvi  ajn^    all  On' things 
that  //)(  rt'dse  prodiH  tivH\  and  n)akv  printers  livp<. 
easier  and  inort  piotitable 

We  arc  more  than  photographs  We  are  the 
world's  preniiei  giaphii  s  imaging  <  ompany. 
For  more  details  on  enhancing  the  graphic  arts 
tradition,  tall  1  HOO  44S  6325  Ext  960H. 


The  new  vision  of  Kodak 


COMPANY  SALES   PROFITS  

MARGINS        RETURN  ON 


COMMON 


2ND 

CHANGE 

6 

CHANGE 

2ND 

CHANGE 

6 

CHANGE 

2ND 

2ND 

EQUITY 

PRICE-  1 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

QUARTER 

12  MONTHS 

EARNINGS  i 

1989 

1988 

1989 

1988 

1989 

1988 

1989 

1988 

1989 

1988 

ENDING 

RATIO 

J  Mil 

% 

$MIL 

% 

$MIL 

% 

J  MIL 

% 

% 

% 

6-30 

7-21 

359.8 

7 

692.3 

-3.2 

NM 

25.9 

-71 

15  4 

-2.9 

Portland  General 

176.0 

3 

397.1 

4 

3.7 

-53 

44.6 

-5 

2.1 

4.6 

10.5 

12 

Potomac  Electric  Power 

318.7 

6 

621.5 

3 

38.8 

-2 

66.6 

-7 

12.2 

13.1 

15.9 

10 

Public  Service  Co.  of  Colorado 

389.6 

1 1 

934.2 

5 

39.5 

34 

83.1 

-11 

10.1 

8.4 

11.6 

12 

1050.0 

15 

2348.8 

]  1 

120.9 

282.6 

3 

11.5 

12.6 

13  5 

10 

Puget  Sound  Power  &  Light 

186.7 

7 

461.0 

17 

25.6 

5 

76.1 

4 

13.7 

14.0 

13.0 

10 

Rochester  Gas  &  Electric 

184.6 

13 

429.5 

5 

3.3 

-74 

31.4 

-28 

1.8 

7.7 

10.4 

11 

San  Diego  Gas  &  Electric 

504.3 

2 

1003.7 

-1 

43.2 

8 

79.2 

-15 

8.6 

8.1 

13.4 

14 

Scana 

252.5 

11 

538.4 

2 

22.9 

18 

58.6 

-3 

9.1 

8.5 

13.2 

12 

SCEcorp 

1572.1 

16 

3102.4 

16 

152.4 

-4 

281.3 

-2 

9.7 

11.7 

15.0 

11 

Southern 

1882.1 

6 

3560.8 

3 

218.5 

1 4 

446.5 

18 

1 1.6 

10.8 

1 3.6 

9 

Southwestern  Public  Service  (4) 

203.3 

8 

388.0 

1 

29.5 

40 

50.6 

9 

14.5 

11.2 

16.3 

12 

Teco  Energy 

264.7 

3 

513.4 

1 

36.1 

9 

65.2 

2 

13.6 

12.9 

15.1 

12 

Union  Electric 

490.3 

1 

939.7 

-1 

65.6 

-12 

101.6 

-17 

13.4 

15.4 

13.1 

11 

Wisconsin  Energy 

334. 1 

-2 

762.3 

—2 

36.9 

—1 5 

101 .3 

—  14 

1 1.0 

12.8 

13.2 

12 

(b)GAS  &  TRANSMISSION 

GROUP  COMPOSITE 

3877.4 

38 

8458.1 

19 

144.9 

28 

485.0 

-6 

3.7 

4.0 

6.1 

53 

Brooklyn  Union  Gas  |3| 

173.3 

11 

539.7 

7 

-3.8 

NM 

52.1 

16 

NM 

NM 

13.5 

10 

Eastern  Enterprises 

197.2 

28 

454.4 

18 

11.4 

20 

42.9 

20 

5.8 

6.2 

11.7 

13 

Nicor 

266.2 

14 

955.4 

6 

15.2 

32 

69.8 

3 

5.7 

4.9 

16.6 

10 

Oneok(4i 

143.4 

7 

384.4 

6 

8.4 

28 

36.9 

18 

5.9 

4.9 

4.6 

24 

Pacific  Enterprises 

1545.0 

19 

3406.0 

22 

55.0 

10 

124.0 

3 

3.6 

3.9 

11.9 

13 

Panhandle  Eastern! 

603.4 

112 

937.0 

31 

-5.0 

NM 

28.0 

-74 

NM 

NM 

-30.7 

NM 

Piedmont  Natural  Gas  |2| 

155.6 

9 

316.4 

1 1 

17.7 

10 

36.7 

8 

11.4 

11.3 

12.6 

10 

Sonat 

640.7 

132 

1051.9 

38 

43.8 

103 

70.2 

28 

6.8 

7.8 

9.2 

16 

Wicor 

152.7 

5 

412.9 

-2 

2.2 

124 

24.4 

-1 

1.4 

0.7 

13.9 

9 

ALPHABETICAL  LIST  OF  COMPANIES 

The  number  following  each  company  name  identifies  the  Scoreboard  category  under  which  it  is  listed 


AAR  21b 

AbboH  Laborotories  12d 
Acme  Steel  1 6b 
Adia  Services  21  e 
Advanced  Micro  9d 
Advo-System  21  d 
Aetna  Life  &  Casualty  1 7b 
Affiliated  Pubs.  20b 
Ahmanson(H.  F.)  I7c 
Air  Products  &  Chemicals  4 
Airborne  Freight  23< 
Alaska  Air  Group  23a 
Albany  International  1  5d 
Alberto-Culver  6d 
Albertson's  lOc 
Aico  Standard  5 
Alcoo  16a 

Alexonder  &  Boldv/in  23d 
Alexander's  8 
Alleghany  1  7a 
Allegheny  International  6b 
Allegheny  Ludlum  1  6b 
Allegheny  Power  24a 
Allen  Group  9c 
Allied  Products  1  Sc 
Allied-Signal  5 
Alltel  22b 

AM  International  18b 
Amox  16a 
Ambose  1  7b 
Amdahl  18b 

Amerada  Hess  lib 
America  West  23a 
American  Bronds  66 
American  Building  21  e 
American  Business  18a 
American  Cyanamid  4 
American  Etectnc  24a 
Americon  Express  1  7a 
American  General  1 7b 


American  Greetings  14d 
American  Home  12b 
American  Maize  10b 
Americon  Medical  12c 
American  National  17b 
American  Petrofino  lib 
Americon  President  23d 
American  Savings  1  7c 
American  Stores  lOc 
American  TV  20a 
Ameritech  22b 
AmeriTrust  3b 
Ameron  13a 

Ames  Deportment  Stores  8 
Ametek  9a 
Amoco  lib 
AMP9d 
AMR  23a 
Analog  Devices  9d 
Anchor  Gloss  Container  7a 
Angelica  6a 
Anheuser-Busch  6< 
Anthony  Industries  14d 
Apogee  Enterprises  21a 
Apple  Computer  18b 
Applied  Materials  1 5c 
Arco  Chemical  4 
Aristech  Chemical  4 
Armco  16b 
Arvin  Industries  2b 
Asarco  16< 
Ashland  Oil  1  lb 
AST  Research  18b 
AT&T  22a 

Atlantic  Richfield  lib 
Avery  International  1  5a 
Avon  Products  6d 
AVX  9d 

B 


Baker  Hughes  lie 


Boll  7a 

Baltimore  G&E  24a 
Banc  One  3b 
Bandog  2c 
Bank  of  Boston  3a 
Bonk  of  New  England  3a 
Bonk  of  New  York  3a 
BankAmerico  3d 
Bankers  Trust  New  York  3a 
Banto  21  d 
6ord(C.  R.)  12d 
Barnes  Group  13a 
Bamett  Bonks  3c 
Bossett  Fumiture  6b 
Bausch  &  Lomb  12d 
Baxter  International  12d 
Beckmon  Instruments  9e 
Becton,  Dickinson  12d 
Bell  Atlantic  22b 
BellSouth  22b 
Beto(A.  H.)20b 
Bemis  7b 
Beneficial  17a 
Bergen  Brunswig  12a 
Best  Buy  6b 
Bethlehem  Steel  16b 
Betz  Laboratories  4 
Beverly  Enterprises  12c 
Bic  15a 
BigB  12a 

Bindley  Western  12a 
Black  &  Decker  1  Sb 
Blair  8 

Block  (H&R)  17a 
Block  Drug  6d 
Blount  13b 

Boatmen's  Bancshores  3b 
Bob  Evans  Forms  14a 
Boeing  1 

Boise  Cascade  19a 
Borden  lOb 


Boston  Edison  24a 
Bowater  19b 
Broniff  23a 
Bristol-Myers  12d 
Brooklyn  Union  Gas  24b 
Brown  Group  6a 
Brown-Forman  6c 
Browning-Ferris  21c 
Brunswick  14d 
BuHington  Coot  Factory  8 
Burlington  Holdings  1  5d 
BuHington  Northem  23b 
BuHington  Resources  lib 
Businessland  18a 
Butler  Mfg.  21a 


Cabot  4 

Caesars  WoHd  14c 
ColFed  1 7c 
ColMat  13a 
Campbell  Soup  10b 
Copitol  Cities/ABC  20a 
Cordinal  Distribution  12a 
Cariisle  2c 

Cornivol  Cruise  Lines  14d 
Caroline  Freight  23d 
Carolina  Power  24a 
Carpenter  Tech.  16b 
Carson  Pirie  Scott  8 
Carter  Hawley  Hale  8 
Corter  Wallace  12b 
Casey's  Genera!  10< 
Castle  &  Cooke  lOb 
Castle  (A.  M.)21b 
Caterpillar  1  5c 
CBS  20a 
CDl21e 
Centel  22b 
Centerior  Energy  24a 
Centex  13b 


Centrol  &  South  West  24a 
Champion  Ents,  13b 
Champion  InH.  19b 
Chaparral  Steel  16b 
Charming  Shoppes  8 
Chase  Manhattan  3a 
Chemed  6d 
Chemical  Banking  3a 
Chemical  Waste  21c 
Chesapeake  19b 
Chevron  lib 
Child  World  8 
Chubb  1 7b 
Church  &  Dwight  6d 
Church's  Fried  14a 
Gncinnati  Bell  22b 
Cincinnati  G&E  24a 
Gncinnati  Milacron  15b 
Grcle  K  10c 
Circuit  City  Stores  6b 
Grcus  Circus  14c 
Citicorp  3a 
Citizens  &  Southern  3c 
Clark  Equipment  15b 
Cleveland-OifFs  16c 
CMi.  Group  8 
CMS  Energy  24a 
Coachmen  Industries  14d 
Coca-Colo  6c 
Coco-Colo  Bottling  6c 
Coco-Cola  Enterprises  6c 
Colgate-Palmolive  6d 
Collins  Foods  14a 
Combustion  Eng.  21a 
Comdisco  18c 
Comerico  3b 
Commerce  Clearing  20b 
Commercial  Intertech  1  5c 
Commercial  Metals  16b 
Commonwealth  Ed,  24a 
Comm.  Energy  24a 


Commtron  14b 
Communs.  Trans,  22a 
Community  Psych.  12c 
Compaq  Computer  1 8b 
Computer  Associates  18c 
Computer  Sciences  18c 
Comsat  22a 
ConAgro  10b 
Conner  Peripherals  18b 
Consolidated  Edison  24a 
Cons.  Freightways  23d 
Consolidoled  Papers  19b 
Consolidoled  Roil  23b 
Consolidated  Stores  8 
Constor  International  7a 
Contel  22b 
Continental  Bank  3b 
Control  Data  18b 
Cooper  12d 
Cooper  Industries  9o 
Cooper  Tire  &  Rubber  2c 
Coors  (Adolph)  6c 
CoreStotes  Rnonciol  3a 
Coming  15a 
Corroon  &  Black  1  7a 
Costco  Wholesale  8 
CPC  Internotionol  10b 
Crane  1 5a 
Crawford  1 7a 
Croy  Research  18b 
Crestar  Financial  3c 
Crompton  &  Knowles  4 
CrossLand  Savings  1  7c 
Crown  Central  lib 
Oown  Cork  &  Seal  7a 
Crystal  Brands  6a 
CSX  23b 
Culbro  6e 
Cummins  Engine  2b 
CVN8 

Cyclops  industries  16b 


Cyprus  Minerals  16c 


Dairy  Mart  lOc 

Dana  2b 

Danoher  2b 

Dart  Group  5 

Data  General  1 8b 

Dayton  Hudson  8 

De  Soto  13a 

Dean  Foods  10b 

Deere  I5c 

Dell  Computer  18b 

Delmarva  Power  24a 

Delta  Air  Lines  23a 

Deluxe  18a 

Dennison  Mfg.  18a 

Detroit  Edison  24o 

Dexter  4 

Di  Giorgio  10a 

Diamond  Shamrock  lib 

Diebold  18a 

Digital  Equipment  18b 

Dillord  8 

Dime  Savings  Bonk  17c 
Disney  (Walt)  14b 
Dollar  Generol  8 
Dominion  Resources  24a 
Donaldson  2  b 
Donnelley  (R.  R.)21d 
Dover  15c 
Dow  Chemical  4 
Dow  Jones  20b 
Downey  Savings  17c 
DPL  24o 

Dresser  Industries  1 1c 
Drug  Emporium  12a 
DSC  Communs.  22a 
Du  Pont  4 
Duke  Power  24a 
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Harland  (John  H.)  I  So 
HaHey-Dovidson  I4d 
Harnischfeger  15c 
Harsco  1  So 
Hortford  Steam  1 7b 
Hartmorx  6a 
Hasbro  14cl 
Hawotion  Electric  24a 
Hechinger  8 
Heilig-Me/ers  6b 
Heinz  (H.  J.)  10b 
Helene  Curtis  Industries  6d 
Hercules  4 
Hershe/  Foods  lOb 
Hewlett-Packard  18b 
Hexcel  1  Sa 

Highland  Superstores  6b 
Hillenbrand  15a 
Hills  Department  Stores  8 
Hilton  Hotels  14< 
Himont  4 
Holiday  14< 
Holly  1  lb 
Home  Depot  8 
Home  Shopping  8 
HomeFed  17c 
Homestake  Mining  16c 
HON  Industries  18a 
Honeywell  9€ 
HormeUGeo.  A.]  10b 
Houghton  Mifflin  20b 
Hubbell  9a 
Hudson  Foods  10b 
Huffy 14d 

Hughes  Electronics  9b 
Hughes  Supply  13a 
Humana  12c 
Hunt  (J.  B.)23d 


IBM  18b 
IBP  10b 

Illinois  Power  24a 
Illinois  Tool  Works  1 5a 
Imo  Industries  9c 
Imperial  Corp.  1 7c 
Imperial  Holly  10b 
Inocomp  Computer  18a 
tngersolt-Rond  1  5c 
Inland  Steel  16b 
Intel  9d 

Intelligent  Electronics  18a 
Interco  6a 
Intergroph  18b 
Interloke  15c 
Intermark  6b 
Internationa)  Lease  23c 
Intl.  Multifoods  lOa 
International  Paper  19b 
Interpublic  Group  21d 


Jacobs  Engineering  21a 
Jacobson  Stores  8 
James  River  19b 
Jomeswoy  8 
Jefferson  SnriurPit  7b 
Jepson  13a 
Jerrico  14a 

Johnson  &  Johnson  12d 
Johnson  Controls  9c 
Jorgensen  [Eorle  M.)  21b 
JWP21e 


K  mart  8 
Kaman  1 


Konsos  City  Southern  23b 
Karcher(CaH)  14a 
Kaufman  &  Brood  13b 
Kay  Jewelers  8 
Kellogg  lOb 
Kellwood  6a 
Kelly  Services  21  • 
Kennometal  1 5b 
Kerr-McGee  lib 
KeyCorp  3a 
Kimberly-Clark  19b 
Knight-Ridder  20b 
Kroger  10c 


L.  A.  Gear  6a 
La-Z-Boy  Choir  6b 
Lodd  Furniture  6b 
Lafarge  13a 
Lomson  &  Sessions  2b 
Lance  10b 
Lands'  End  8 
Leggett  &  Piatt  6b 
Lennor  13b 
Leslie  Fay  6a 
Lifetime  12c 
Liggett  Group  6e 
Lilly  (Eli)  12b 
Limited  8 

Litton  Industries  9b 
Lockheed  1 
Loctite  4 

Lone  Star  Industries  13o 
Longs  Drug  Stores  12a 
Longview  Fibre  7b 
Loral  9b 

Lotus  Development  18c 
Louisiana  Land  lib 
Louisiona-Pocific  19a 
Lowe's  8 

LPL  Investment  Group  9d 
LSI  Logic  9d 
Lubrizol  4 
Lukens  16b 
Lyondell  lib 

M 


M/A-Com  22a 
Mock  Trucks  2a 
Magmo  Copper  16c 
Manufacturers  Hanover  3a 
Monufacturers  Natl.  3b 
Monville  13a 
Mapco  lib 

Marion  Laborotories  12b 

Morriott  14c 

Morsh  &  McLennan  1 7a 

Morsh  Supermarkets  lOc 

Marsholl  Industries  21b 

Martin  Marietta  1 

MaHel  14d 

Maxtor  18b 

Maxus  Energy  lib 

Maxxom  16a 

May  Department  Stores  8 

Moyfair  Super  Mkts,  lOc 

Maytag  6b 

MCA  14b 

McClotchy  News,  20b 

McCormick  lOb 

McDonald's  14a 

McDonnell  Douglas  1 

McGraw-Hill  20b 

MCt  Communications  22a 

Mead  19b 

Media  General  20b 

Mediq  12c 


Medtronic  12d 
Mellon  Bonk  3a 
Melville  8 

Mentor  Graphics  18c 
Mercantile  Stores  8 
Merck  12b 
Meredith  20b 
Merrill  Lynch  17a 
Meyer  (Fred)  8 
MGM/UA  14b 
Michigon  Notional  3b 
Microamerico  18c 
Micron  Technology  9d 
Microsoft  18c 
Midlantic  3a 
Midway  Airlines  23a 
Miller  (Herman)  18a 
Mitlipore  9c 
Mine  Safety  12d 
Minnesota  Mining  15a 
Mitchell  Energy  lib 
MNC  Financial  3a 
Mobil  1  lb 
Modine  Mfg.  2b 
Monsonto  4 
Morgan  (J.  P)  3a 
Morgan  Products  21b 
Morgan  Stonley  1 7a 
Morrison  14a 
Morrison  Knudsen  21a 
Motorola  9b 
Multimedia  20a 
Murphy  Oil  lib 


Nocco  Industries  11a 
Nolco  Chemical  4 
Noshuo  18a 
Notional  City  3b 
Notional  Educotion  21 0 
Notional  Intergroup  5 
National  Medical  12c 
Notional  Semicond.  9d 
National  Service  9a 
Novistar  Intemotionol  2a 
NCH6d 
NCNB  3c 
NCR  18b 

Neimon-Morcus  Group  8 
Nerco  11a 

New  England  Electric  24a 

New  York  Stale  E&G  34a 

New  York  Times  20b 

Newell  15a 

Niagara  Mohawk  24a 

Nicor  24b 

Nike  6a 

Noland  13a 

Nordstrom  8 

Norfolk  Southern  23b 

Northeast  Savings  17c 

Northeost  Utilities  24a 

Northern  States  24a 

Northern  Trust  3b 

Northrop  1 

Norton  15a 

Norwesf  3b 

Novell  18c 

Noxell  6d 

Nucor  16b 

NWA  23a 
Nynex  22b 


Occidental  Pet.  lib 
Oceon  Drilling  11c 


Ohio  Edison  24a 
Olin4 

Oneida  15a 
Oneok  24b 
Oracle  Systems  18c 
Orion  Pictures  14b 
Oryx  Energy  lib 
Oshkosh  Truck  2a 
Outboard  Marine  14d 
Owens  &  Minor  12d 
Owens-Coming  13a 
Oxford  Industries  6a 


Paccar  2a 
Pace  Membership  8 
Pacific  Enterprises  24b 
Pacific  Telesis  Group  22b 
PoineWebber  Group  1 7a 
Pall  5 

Panhandle  Eastern  24b 

Paramount  Comms.  14b 

Penn  Central  5 

Penn  Traffic  lOc 

Penney  (J.  C.)  8 

Pennsylvonio  Power  24a 

Pennwolt  4 

Pentoir  1 5c 

Pep  Boys  2b 

PepsiCo  6c 

Perk.n-Elmer9c 

Perry  Drug  Stores  12a 

Petrie  Stores  8 

Pfizer  12b 

Phelps  Dodge  16c 

PHH  23c 

Philadelphia  Electric  24a 
Philip  Morris  6e 
Philips  Industries  1  5a 
Phillips  Petroleum  lib 
Phillips-Van  Heusen  6a 
Piedmont  Noturol  24b 
Pier  1  Imports  6b 
Pilgrim's  Pride  lOb 
Pinnacle  West  24a 
Pioneer  Hi-Bred  10b 
Pitney-Bowes  18a 
Pittston  11a 
Ply-Gem  Industries  13a 
PNC  Financial  3a 
Poloroid  14d 
Pope  &  Tolbot  1 9a 
Portland  General  24a 
Potlotch  7  b 
Potomac  Electric  24a 
PPG  Indushies  13a 
Precision  Costports  16c 
Pre  mark  International  5 
Premier  Industrial  21b 
Preston  23d 
Price  8 

Prime  Computer  18b 
Primerico  17a 
Progressive  1  7b 
Public  Service  Col.  24a 
Public  Service  Ent.  24a 
Puget  Sound  Power  24a 
Pulitzer  Pub.  20b 


Quaker  State  lib 
Ouanex  16b 
Quantum  18b 
Quantum  Chemical  4 


Ralston  Purina  10b 
Roychem  9a 


Raytheon  9b 
Reebok  Intemotionol  6a 
Republic  New  York  3a 
Rexene  4 

Reynolds  &  Reynolds  18a 
Reynolds  Metols  16a 
Richfood  Holdings  10a 
Rite  Aid  12a 
Roadway  Services  23d  - 
Robertson  (H,  H.)  15a 
Robins  (A.  H.)  12d 
Rochester  Gos  24a 
Rochester  Telephone  22b 
Rockwell  International  5 
Rohm  &  Hoos  4 
Rohr  Industries  1 
Rollins  21e 
Rorer  Group  12b 
Rose's  Stores  8 
Ross  Stores  8 
RPM  13a 
Rubbermaid  1  5a 
Ruddick  lOc 
Russell  6a 
Ryder  System  23c 
Rykoff-Sexton  10a 
Ryland  Group  13b 
Rymer  Foods  lOb 


Safeco  17b 
Safety-Kleen21b 
Salem  Carpet  Mills  1 5d 
Salomon  1 7a 
Son  Diego  G&E  24a 
Santa  Fe  Southern  23b 
Savin  18a 
Scono  24a 
SCEcorp  24a 
Schering-Plough  12b 
Schtumberger  11c 
Schulmon  (A.)  4 
Schwab  (Charles)  17a 
Scott  Paper  19b 
Scripps(E.  W.)20b 
Sealxxird  10b 
Seagate  Technology  1 8b 
Sealed  Air  1 5a 
Seomen's  1  7c 
Seors,  Roebuck  8 
Security  Pacific  3d 
Service  Merchandise  8 
Shaw  Industries  1 5d 
Showmut  Notional  3a 
Sheorson  Lehman  17a 
Sherwin-Willioms  13a 
Shoney's  14a 
Showboot  14c 
Signet  Bonking  3c 
Silicon  Graphics  18b 
Skyline  13b 
Smith  (A.  O.)  2b 
Smith6eld  Foods  lOb 
SmithKline  Beckman  12b 
Smucker(J,  M.)  lOb 
Snap-on  Tools  1  5b 
Society  3b 

Softsel  Computer  18a 
Sonat  24b 
Sonoco  Products  7b 
Soo  Line  23b 
Sotheby's  Holdings  21  e 
Southdown  13a 
Southeast  Bonking  3c 
Southern  24a 
So.  New  Eng.  Tel.  22b 
Southwest  Airlines  23a 
Southwestern  Bell  22b 


Southwestern  PS  24a 
Sovran  Financial  3c 
Spiegel  8 

Sprague  Technologies  9d 
Springs  Industries  1  5d 
SPS  Technologies  1  5a 
Square  D  9a 
Squibb  12b 
St.  Paul  1 7b 
Standard  Federal  17c 
Standard  Motor  2b 
Standard  Register  18a 
Slanhome  6d 
Stanley  Works  1  5b 
Sterling  Chemicals  4 
Stewart  &  Stevenson  21b 
Stone  Container  7b 
Storage  Technology  18b 
Strawbridge  &  Clothier  8 
Stride  Rite  6o 
Student  Loon  Mktg.  17a 
Subaru  of  America  23c 
Sun  1  lb 
Sundstrond  1 
SunTrust  Bonks  3c 
Sup>er  Food  Services  10a 
Super  Rite  Foods  10a 
Super  Valu  Stores  10a 
Syntex  12b 


3Com  18b 
3M  15a 

Talley  Industries  1 

Tombronds  6d 

Tandem  Computers  18b 

TBC21b 

Teco  Energy  24a 

Tecumseh  Products  13a 

Tektronix  9c 

Telecom-USA  22a 

Teledyne  5 

Teleflex  15a 

Telerate  17a 

Temple-Inland  7b 

Tenneco  5 

Terodyne  9c 

Terex  1  5c 

Texaco  lib 

Texas  Industries  13a 

Texas  Instruments  9d 

Textron  5 

TGI  Friday's  14a 

Thomas  &  Betts  9d 

Thomas  Industries  9a 

Time  20b 

Times  Mirror  20b 

TJ  International  13a 

TJX  8 

Tonko  14d 

Torchmork  1  7b 

Toro  6b 

Tosco  lib 

Town  &  Country  1  5a 

Toys  'R'  Us  8 

Tribune  20b 

Trinity  Industries  23c 

Trinovo  2b 

TRW  5 

Tyco  Labioratories  1 5c 
Tyson  Foods  lOb 


U.  S.  Bancorp  3d 
U.  S.  Healthcare  12c 
U.  S.  Home  13b 
U.  S.  Shoe  8 
U.  S.  Surgicol  12d 


UAL  23a 

UJB  Finoncial  3a 
Unifi  1  Sd 
Union  Camp  19b 
Union  Carbide  4 
Union  Electric  24a 
Union  Pacific  23b 
Union  Texos  lib 
Unisys  18b 
United  Stationers  21b 
United  Technologies  1 
United  Telecomms.  22a 
Univar  21b 
Universal  Foods  10b 
Universal  Health  12c 
Upjohn  12b 
US  West  22b 
USAir  Group  23a 
USG  13a 
USLico  1 7b 
USLife  17b 
UST  6e 
USX  5 


Valcom21e 
Valero  Energy  lib 
Valley  Natipnol  3d 
Volmont  Industries  15a 
Vol  spar  13a 
Van  Dorn  7a 
Vorian  Associates  9b 
VF  6a 

Village  Super  Market  lOc 
Visto  Chemical  4 
Volt  Inf.  Sciences  2le 
Vulcan  Materials  13a 
VWR  21b 

w 


Wal-Mart  Stores  8 
Walgreen  12a 
Wallace  Computer  18a 
Warner  Communs.  14b 
Warner-Lambert  12b 
Woshington  Post  20b 
Waste  Management  21 C 
Weis  Markets  10c 
Wells  Fargo  3d 
Western  Publishing  20b 
Westinghouse  Electric  9a 
Westmork  Intl.  12d 
Westmoreland  Coal  11a 
Westvaco  19b 
Wetterou  lOa 
Weyerhaeuser  19a 
Wheelabrotor  Group  21a 
Wheelobrotor  Techs.  21c 
Wheeling-Pittsburgh  16b 
Whitman  5 
Wholesale  Club  8 
Wicor  24b 

Willamette  Industries  19a 
Willcox&Gibbs21b 
Wi;iioms(A.  L)  17b 
Winnebago  Inds.  14d 
Wisconsin  Energy  24a 
Woolwonh  (F.  W.)  8 
Worthington  Inds.  16b 
Wrigley  (Wm.)  Jr.  10b 
WTD  Industries  19a 
Wyle  Laboratories  21b 
Wyse  Technology  1 8b 

XYZ 


Yellow  Freight  23d 
Zenith  Electronics  18b 
Zum  Industries  21a 


TE  SCOREBOARD 
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Executive  Recruitment 


Changing  Jobs 

at  the  Senior  Level? 


If  you  have  decided  to  change  jobs 
and  want  to  leel  good  about  the  results 
you  can  expect  ...call  us  today.  Weglve 
our  clients  the  unique  ability  to  wcne 
quickly  and  confidently  by  lully 
guaranteeing  the  unique  job  change 
services  we  provide. 

Because  ol  the  superior  level  ol 
service  this  requires,  we  llmitour  practice 
to  no  more  than  3  new  clients  a  weel< 
in  each  o(  our  oHlces.  For  further 
inforrnatlon  call  1-800-359-1800. 

T^OTf  EXECUTIVE  RESOURCES 
i^gi     INTERNATIONAL,  INC 

1 22  E.  42ad  St.,  NY,  NY  10168 


Offices  In  major  dliei  and  Internationally. 


Computers/Office  Equipment 


._jlN  THECQUNTRY 


RAX  OP  AMERICA 

1-aOO-S4»AXX 


AMERICA  S  LOW  PtHCC  FAX  DISTRIBUTOft 


niimflRYmfld 


NDUSTRIESINC 


Our  I3th  Year  of  DISCOUNTS 
Computers  and  Cellular  Phones 
Freight  Prepaid— Save  Tax 
Toll  Free  800-231-3680 


TANDY-RadM/haek 


22511  Kay  Fwy  ,  Kaly  ( Houston  1  TX  77450 
1-713  392-0747  Fat  (713)  5 74-4567 


FAX  HOTLINE 

Next  Day  Delivery  Anywhere  In  U.S. 

ttURATA  PANAFAX  SHARP 

Mt200    .    J599  (Panasonic)  FO  220  $739 

M16CI0     ,    $699  150        $919  fO  300  S959 

IflCOH  155        J889  fO  420  $1159 

RF8U0S()ec/a/$659  250       $1349  UX  180  $899 

FAXIOE  $1019  120w/Ans  $929  UX  350  $1159 
FAX201      $1299  260  $1479 

FAX35E      $1549  TOSHIBA 

FAXeOt     $1649  CANON  30100  $869 

FAX70E     $2195  FAX8       $669  3300  $979 

Call  lor  Piices    FAX20     $899  3700  $1239 

01)15,25,65.75    fAX25  $1469 

All  Models  Brand  New.  Faclory  Fresh 
w/  Full  Manufacturer's  Warranty 

?II?n%TlT(718)821-2121 
kenco  electronics 

57  18  FLUSHING  AVE  .  MASPETH  NY  11378 


Inventories  Purchased 


REDUCE  YOUR  INVENTORY 
FOR  CASH  NOW! 

We  Buy  •  integrated  Circuits  •  Semiconductors 
•  Discrete  Components  •  Electromechanical  Equip. 
•  Computer  Parts  &  Peripherals 
•  Sub  Assemblies  to  Finished  Goods 

WO  RISK! 

For  a  spot  quote  or  further  information, 
Call:  (201 )  941  -5000,  or  |ust  Fax  your  list:  (201 )  939-891 8 

Attention:  Allan  Berkun 

AMERICAN  SURPLUS  TRADING 

815  Fairview  Avenue,  P.O.  Box  220,  Fairview,  NJ  07022 


Financial  Services 


BIG-NAME  STOCKS 
TO  UNLOAD  NOW: 

My  new  Performance  i 
Ratings  of  all  NYSE 
stocks  show  200  ex- 
tremely vulnerable 
stocks  (rated  8  or  9) 
—  including  some  very  | 
famous  names- 
whlch  I  believe  could  I 
"take  a  bath."  I'll  rush 
you  the  Performance 
Ratmgs  ($39  value)  as  a  bonus  with 
your  subscription  to  The  Zweig  Fore- 
cast. Time  is  crucial. 

Three-Month  Trial  $50.  One  Year 
$245.  Visa  or  MC  1-800-633-2252 
Ext.  9024. 

THE  ZWEIG  FORECAST 

P,0.  Box  360,  Bellmore,  N.Y.  11710 


MARTIN  ZWEIG 


ALL  DISCOUNT  BROKERS 
ARE  NOT  ALIKE! 

Muriel  Siebert  tailors  rales  to  your  needs 
Example  1000  shrs  @  5<t,  2000  to  4999 
shrs  @  4<t,  5000-H  shrs  @  3<t:  OTC  3«, 
5000-1-  21,  $50  mm  Trade  with  ttie  dis- 
count professionals  —  Muriel  Sieberl  &  Co  , 
Inc.  444  Madison  Ave,  NY,  NY  10022 
1-718-SIE-BERT  1-800-USA-0711  Member 
NYSE  1967.  SIPC  gW 


Be  A  Licensed 

STOCKBROKER 

F/P  time  for  our  firm 
Full  product  line 
License  course  available 

QUEST  CAPITAL 

(800)822-2280  CA(800)752-5535 


HARD  TO  BORROW? 

No  Credit  Check 
Guarantees  Provided 


We  do  not  make  loans 
Minimum  $100,000 
5-20  years 
The  Funding  Assistance  Corp. 
U.S.A.  (212)  755-9400 
Fax (212)  755-7339 


Business  Opportunities 


ALL  NEW  1 989  Franchise  Annual  Directory 
fully  describes  4,185  Franchisors.  Includes 
Handbook  concerning  what  you  should 
know  before  entering  franchise  agreement 
Completely  Updated  20th  yr  $26  95  plus 
$3  00  first  class  postage  Money  back 
Guarantee, 

INFO  FRANCHISE  NEWS 
728  Center  St  ,  Box  550 
Lewiston,  NY,  14092 


INCORPORATE  IN  DELAWARE! 


Specialists  in  setting  up  Delaware 
Corporations.  General,  Aircraft, 
Boat  &  Shelf  Corporations. 
Velmwrf   Ce'l^fNe  for  FREE  KIT: 

\  'R'mtrv      P  O-  Box  484-BW 
V  W        Wilmington,  DE  19899 
id  Lnd  300.321  <XIRP  •  302-652-6532 


Business  Opportunitit 


EXECUTIVE'S  FRANCHIS 


Enjoy  sales,  marketing,  consulting  tl 
porations''  Our  guaranteed  cost  reducing  I 
systems  are  francfiised  in  22  states.  Invel 
$23,000  to  $29,500  Strong  repeat  buj 
Complete  training,  ongoing  support  Q 
by  prospectus  only.  Call  for  information! 

j^PARSON-BISHOff 
w  Franchise  Dept, 
"  1-800-543-046811 
(Ohio  513-561-55 
Cincinnati,  Ohio 


EARN  POWERFUL  IN 

with  MULTI-PURE's  guarai 
finest  quality  water  filter 
Market  exploding!  PROFIT  I 
800-334-5543  Ext 

Providing  Pure  Walw  Iw  Bailer  Healti  Si 


Incorporate    Delaware  Law 

WHITTINGTON  &  AULGUR  $225  t 
Free  Info  Call  Or  Wnte  P.O  B 
Wilm.,  DE  19808  —  1  800-441  ■945' 


Business  Services 


Going  Public?  We  mobilize  stroi 
broker  support  Successful  tract- 
Robert  Dresser  (800)  552-2855. 


Ctiinese  •  Japarfi 

-Typesetting 
-Design  &  layout  I 
-Word  processinql 
-Translation 

(703)  823-971 

Ampac  Graphics,  \i 


IT  PAYS  TO  ADVERTISE 

IN  THE  BUSINESS  WEEK 

MARKET-PLACE 

The  Business  Week  Market-Place  Section  is  a 
special  advertising  feature  appearing  in  the  first 
issue  of  each  month.  The  Market-Place  provides 
an  ideal  Showcase'  for  advertisers  who  have 
products  or  services  that  appeal  to  Business 
Week  s  more  than  6.2  million  responsive  readers. 

For  rates  and  information  mail  the  coupon  below, 
or  call  Louisa  Lamperis  (312)  337-3090. 


MAIL  COUPON  TODAY 


BUSINESSWEEK  MARKET-PLACE 
100  East  Ohio  St.,  Suite  632 
Chicago,  IL  60611 

Name  

Company  

Address  

City  


State . 


Zip. 


FOR  AD  RATES 
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mmBUSINESSnWEEK 
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BUSINESS  WEEK 
MARKET-PLACE 
100  EAST  OHIO  STREET 
SUITE  632 
CHICAGO,  IL  6061 1 


Steel  Buildings 


^WHOLESALE 

W  steel  Buildings,  Inc. 
f  1-800-462-9992 

J0x12    $8,995* 

50x12    $11,500* 

150x16    $21,300* 

200x16    $36,000* 

'W  you  can  purchase  your  Steel 
ing  at  Wholesale  Prices  and  Save 
lousands  o(  Dollars.  Complete 
Idlng  Includes  AM  Steel  frames, 
llns,  qlrts  &  hardware.  (No  Wood 
red).  (MBMA)  Engr.  Approved.  Any 
Stze  or  Color.  Labor  Available.  Call 
oil-tree  or  FAX  716-632-2323. 
FOB  a  Cost  based  on  LL/WL 


Health/Fitness 


THE  ULTIMATE  CHAIR 

for  back  relief 
and  relaxatloni 


. .  .and  25  other  products 
for  a  healthy  back! 


RarlfSavfr    ^^^^  "  ps  catalog 

PdCIVJdVCr   1-800-251-2225  or  u,Tite 
53  Jeffrey  Aw..  Dept.  BUI-8.  Holliston.  MA  01746 
In  MA  508-429-5940 


Executive  Gifts/Merch. 


100%  Cotton/Your  Logo!— 

etter  Than  Lacoste  or  Ralph  Lauren! 

great  quality,  unconditionaily-guaranteed-polo  shirts  are  100%  cotton,  American 
■,  and  custom  embroidered  with  vour  logo  or  design.  Minimum  order  just  six  shirts, 
price  list,  brochure  and  information  about  our  other  great  products  call: 

1-800.274-4787 
The  Queensboro  Shirt  Company 

Dept  BW.5,  119  N  11th  St.,  Greenpoint,  NY  11211 


.Corporate 
Hes 

(150  pc.  minimum) 

iain  recognition  from 
eckties  customized 
iWh  company  logo. 

fee  literature  upon  request. 


VRNARD  Maine  ltd. 

J3  Mead  Ave.  •  Cos  Cob 
CT  06807.  U.S.A. 

 (203)  869  3006 


avel/Resorts/Hotels 


ELLING  ABROAD?? 


to  use  foreign  pfiones  without 
ling  a  foreign  language,  pay- 
es  wittiout  needing  coins  and 
phones  without  having  to  pay 
3ng  distance  surcharges. 

Write  for  a  free  pannphlet 

Pttone  Services  Overseas  - 
ailing  Home  from  Abroad" 

lit  Card  Calling  Systems,  Inc. 
e  2411 ,  67  Won  St.,  New  York 
NY  10005 


Weather  Computer 


EATHER 

DICITAR 

A  Power-Packed  Micro 
Weather  Computer 


0'*SI»(IS' 


ffedtfs  W/ntf  Speell{MPH/nPHI  ■  HI  Gusts  ■  Wina  Olreclmn  •  K»ml3tl 
Temperature  fPreseitt-Hi-Lowl  •  Wind  Ctllll  ■  Sans  All' 

Credit  Card  Orders  Call  Today  Toll  Free 
Nationwide1-800-882-7388     ">  6PM  psT, 


Executive  Maternity  Fashion 


Catalog  V 
$3,  refur 


MATERNITY  FASHIONS 

Catalog  with  swatches  and  tit  guide 
lable  with  order  Visit  our 
m  All^nta.  Arlington  Hts..  IL, 
limore,  Boston.  Ctiarlotte.  NC, 
Cliicigo.  Cleveland.  Oalliv 
Denver,  Fair  Oaks  Mali.  VA. 
Fl.  Uuderdale,  Harrisburg,  PA. 
W.  Hartford,  CT,  Houston, 
King  of  Prussia.  PA.  Los 
Angeles,  Minneapolis.  New 
OHeans,  Netv  York.  Ptiiladelptiia. 
Piliiburgh,  Princeton.  N.|.,  Si. 
Lout'..  San  Diego,  San  Francisco. 
Santa  Ana.  CA.  Stamford.  CT, 
Stanford.  CA,  Washington. 
D,C,Telephone2l5-£)25-0151 
I  ".oo  Noble  Street.  5th  Floor.. 
Dept  BU9H,  Phila  ,  PA  1912? 


Wine  Cellars 


WlNECELLARS-USA  g 

18  Models  -  We  won't  be  undersold!  " 
Immediate  shipment  on  most  models. 
Handmade  Wood  Cellars 


Visa/MC/AmEx/Discover 


Your  Coit 


296  Bottle  Credenza 

Ret:  $  2795 

$  1795 

440  Bottle  Capacity 

2495 

1695 

700  Bottle  Capacity 

3495 

1995 

Designer  Models  - 

Not  Handmade 

40  Bottle  Glass  Door 

$  599 

$  499 

60  Bottle  Glass  Door 

749 

659 

FurVault  holds  about 

8  Furs  $3495 

$  1895  1 

Custom  Cellars  &  Racking  Systems  -  Call  For  Catalog 

134  W  131ST  St.  Los  Angeles  •  800/777/VINO  (777-8466)  or  in  CA  213/719-9500 


Eurocave 

WIPiE  CELLARS 


Spoil  yourself,  not 
your  wines,  with  the 
perfect  temperature  and 
humidity  control  of  a 
Eurocave  wine  cellar. 

IMMEDIATE  DELIVERY 
on  units  up  to  2,000  bottles, 
prices  from  only  $995i». 

FREE  Cellar  Catalog 

800-356-VINO 

Dept.  P-1 


THE  WINE  ENTHUSlASr 

Box  39,  Pleasantville,  NY  10570 


Corporate  Gifts 


GOLF  BALL 


Designed  by  golf  s  foremost  designer.  We 
guarantee  that  you  will  hit  the  "Pirate"  longer 
than  any  ball  you've  played.  Geodesic  dimple 
design  with  432  dimples,  durable  two-piece 
construction  with  a  Hot  Core'. 

CUSTOM  IMPRINTING  AVAILABLE 
FACTORY  DIRECT-CALL  1-»00-344-0220 
Or  write  Cayman  Golf  Co. 
P.O.  Box  S2*7,  Albany,  GA  31706 


Ambassador  Lapel  Flags® 

24K  gold-plated,  full  colors 
Elegant  and  Exclusive 
For  worldwide  business/marketing  Customize 
any  2-llag  mix  with  company  logo  In  stock 
rectangular  panel  (shown),  round,  oval,  square, 
others  Or  send  own  preferred  design  100% 
USA-made.  3-5  weeks'  delivery  Best  value 

TI^E  Co  .  117  Park  Lane  Drive. 
Suite  101.  New  Millord.  CT  06776 
(203)  354-0686  Fax  (203)  354-2786 


Consulting/Marketing 
Sen^ices 


STOP  LOSINGI  START  WINNING  NOWl 
Instantly  Applicable  Negotiating  Principles 

The  BesI  Video  Learning/Training  Program  ever 

For  Personal,  Business  or  Sales 
Negotiating— Presented  by  Former  G  E  Corp 
Sales  Training  Professional— Clear  &  Crisp  with 
Graphics  &  Frequent  Summaries  (35  mm  '/?in  VHS) 
Video  Purchase  $59.00— -Rem  (3  Days)  $24.00 
Call  21  Hours— Toll  Free— Satislaction  Guaranteed 
I  eOO-552- 1 4 1 3-Fax  (404)  996  9972 
Market  Power,  Inc 
 Seminar  Inlormation  on  Request  


Corporate  Gifts 


EMBROIDERED 
CAP  SALE 

FROM 
$425 


The   --^^ 

Corporate 
Choicd*  ® 

Amenca's  top  companies  can't  afford 
to  look  second-rate  That's  why  they 
choose  our  distinctive  corporate  image 
products.  American  made  caps,  shirts, 
jackets  and  more  ..and  now  finely 
crafted  gilt  items,  too  each  with  your 
name,  logo  or  custom  design  Discover 
the  quality  difference 


CALL  FOR  FREE  CATALOG 
800-792-2277 
IN  CA  800-826-8585 
.  v^|p!!£|jj«     3952  POINT  EDEN  WAY 
HAYWARD.  CA  94545 
%Sm_f»»*       FAX  (415)  786-1111 
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usiness 


investing 


IPOs  ARE  BACK— AND  THEY'RE 
STILI A  TREACHEROUS  lOT 


It's  every  investor's  fanta- 
sy: buying  shares  of  a 
small,  obscure  company 
just  as  it  goes  public — then 
selling  out  after  the  price  has 
soared.  Yet  when  it  comes  to 
initial  public  offerings  (IPOs), 
reality  has  a  nasty  way  of  in- 
truding. Throughout  the 
1980s,  investors  gambled  on 
hundreds  of  new  issues  that 
were  introduced  amid  much 
fanfare  and  then  promptly  fiz- 
zled. "Everyone  looks  at  the 
IPO  that  went  up  50  times  and 
gets  excited,"  says  Richard 
Shuster,  a  principal  at  New 
York-based  Value  Equity  As- 
sociates.  "But  that's  the 


exception,   not  the  rule." 

Ever  since  the  October, 
1987,  stock  market  crash,  in- 
vestors have  had  few  opportu- 
nities to  win  or  lose:  The  IPO 
market  was  in  the  doldrums. 
But  with  Wall  Street  ap- 
proaching new  highs,  IPOs — 
and  the  brokers  who  aggres- 
sively hawk  them — are  back. 
NO  ENTREE.  Things  haven't 
reached  the  fever  pitch  of  the 
old  days,  when  such  celebrat- 
ed IPOs  as  Home  Shopping 
Network,  Metro  Mobile  CTS, 
and  Chips  &  Technologies  al- 
most tripled  their  offering 
prices  during  the  first  year  of 
trading.  Despite  a  few  stand- 


outs (table),  the  most  recent 
crop  of  IPOs  has  underper- 
formed  the  market:  For  the 
first  six  months  of  1989,  Stan- 
dard &  Poor's  New  Issues  In- 
dex was  up  13.37o,  while  the 
S&P  500  rose  14.5%'  for  the 
same  period,  according  to 
Robert  Natale,  editor  of  S&P's 
Emerging  &  Special  Situa- 
tions newsletter. 

Individual  investors  fre- 
quently don't  have  access  to 
the  best  new  issues.  "You're 
getting  the  stock  because  the 
professionals  didn't  want  it," 
says  Shuster.  "There's  a  limit- 
ed supply  of  stock,  and  insti- 
tutions are  usually  first  in 


line  to  receive  thi 
allocations." 

Still,  there's  money 
made  in  iPOs  if  you  r 
prospectus  carefully  ai 
a  list  of  operating  pr 
in  mind.  Is  the  compa 
dustry  being  inunda 
new  competitors?  If  s 
it  have  enough  resou 
develop  the  technoloj 
will  keep  it  ahead  of  ti 
petition?  Does  the  c< 
rely  on  one  or  two  cuj 
for  the  bulk  of  its  sj 
the  company's  success 
dent  on  one  key  n 
whose  contract  is  up 
newal  in  the  near  futui 
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en  want  to  attend  one 
e  company's  road 
-presentations  put  on 
lysts  and  investors  by 
lerwriter — so  that  you 
,  questions  to  manage- 
Irectly. 

:lear.  Check  the  "use- 
jeds"  section  in  the 
tus  and  find  out  how 
ipany  is  going  to  use 
ey,  says  Hartley  Bern- 
partner  at  New  York- 
law  firm  Brandeis 
m,  which  represents 
)mpanies  going  public 
iderwriters.  "If  the 
y  is  spending  99%  of 
ceeds  from  the  offer- 
pay  off  debts,  you 
ley're  out  of  operating 
'  And  if  some  of  the 
from  the  offering  is 
to  buy  out  existing 
ilders,  that's  a  signal 
!  company  is  unloading 
lems  onto  you.  Finally, 
ire  the  business'  stock 
;  offered  at  a  discount 


to  similar  companies  in 
the  same  industry. 

Most  experts  agree 
that  you  should  steer 
clear  of  closed-end 
funds,  which  have 
been  extremely  weak 
performers  this  year, 
and  avoid  thinly  traded 
stocks  listed  only  on 
pink  sheets.  These  list- 
ings are  available  only 
to  brokers,  making  the 
stocks  difficult  for  in- 
vestors to  follow  on  a 
day-to-day  basis.  You 
can  find  out  which 
companies  are  due  to 
go  public  by  checking  Inves- 
tor's Daily — it  lists  debt  and 
equity  issues  that  have  regis- 
tered with  the  SEC. 

Shuster  suggests  investing 
in  "fallen  angel"  IPOs.  These 
stocks  typically  fall  for  a  few 
months  after  the  offering  be- 
cause "everyone's  forgotten 
about  them,"  but  still  have  in- 
trinsic value.  Harley-Davidson 


THE  10  BEST  IPOs  OF  1989 


Company 

Price  at 
Issue 

Price 

7/31/89 

AMERIUN  BODY  ARMOR 

4 

6 

CHEMDESIGH 

131/2 

161/2 

CIRRUS  LOGIC 

10 

12% 

CLINICAL  TECHNOLOGIES 
ASSOCIATES 

5 

12% 

DUTY  FREE  INTERNATIONAL 

2OV2 

361/4 

INTERNATIONAL  BROADCAST 
SYSTEMS 

7 

9% 

MICROTEL  FRANCHISE  & 
DEVELOPMENT 

6 

81/2 

NETWORK  GENERAL 

8 

151/2 

SEVENSON  ENVIRONMENTAL 
SERVICES 

161/2 

25 

SYNETIC  INC. 

101/2 

131/2 

DATA:  BRIDGE  INFORMATION  SYSTEMS  INC 

went  public  in  July,  1986,  at 
11,  dropped  into  the  single 
digits  by  August,  rebounded, 
and  is  now  trading  at  28%. 
McCaw  Cellular  Communica- 
tions went  public  in  August, 
1987,  at  21%,  dropped  into  the 
low  teens  three  months  later, 
but  is  now  trading  at  38. 

Some  industries  are  produc- 
ing IPOs  where  the  only  place 


the  stocks  seem  to  go 
is  up.  Environmental 
services  companies 
have  had  the  best  af- 
ter-market perfor- 
mance during  the  first 
half  of  the  year,  ac- 
cording to  Norman 
Fosback,  editor  of  New 
Issues,  based  in  Fort 
Lauderdale,  Fla.  Tele- 
communications equip- 
ment and  retail  IPOs 
have  also  done  ex- 
tremely well. 

If  the  market  keeps 
rising,  underwriters 
will  try  to  take  more 
companies  public.  And  many 
brokers  will  try  to  steer  you 
into  an  IPO  instead  of  an  es- 
tablished stock:  They  make 
roughly  55$  a  share  on  new 
issues — about  10  times  their 
usual  commission.  That's  all 
the  more  reason  to  be  skepti- 
cal the  next  time  a  broker 
calls  with  a  tip  on  a  hot  new 
issue.  Laura  Zinn 


ng  your  employees 
I't  usually  the  best 
ly  to  run  your  compa- 
,  many  small  business 
discouraged  by  the 
st  of  health  insurance 
aplex  government  reg- 
.  are  doing  just  that, 
workers  aren't  out  on 
jet,  though.  They  are 
"rehired"  by  an  em- 
easing  firm  and  then 
)ack  to  the  company. 
)unds  like  a  drastic 
at  a  growing  number 
panies  are  taking  it. 
ee-leasing  firms  say 
m  provide  more  com- 
;ive  health  insurance 
lost  small  businesses 
et  on  their  own,  for  a 
or  lower  cost.  And 
•id  you  of  the  adminis- 
hassles  of  having  em- 
altogether. 

employee-leasing  firm 
n  the  duties  of  an  em- 
— preparing  payroll 
paying  payroll  taxes, 
■ing  vacation  and  sick 
Allowing  federal  and 
egulations,  and  filing 
ns.  You  work  together 
ig  and  firing. 
'  IN  NUMBERS.  Since 
firms  can  pool  all 
mployees — yours  and 
ids  more  from  other 


Entrepreneurs 

GIVE  YOUR  EMPIOYEES 

A  BREAK— BY  LEASING  THEM 


companies — insurance  carri- 
ers give  them  group  rates 
that  offer  more  coverage  for 
the  money.  Employee  leasing 
firms  may  also  offer  a  credit 
union  or  a  401(k)  program. 

Tampa-based  Action  Staff- 
ing negotiates  with  a  pool  of 
11,000  employees.  Twenty-two 
of  them  work  at  Magnus 
Manufacturing,  a  precision 
sheet-metal  shop  in  Islip, 


N.  Y.  "It's  costing  us  about 
what  we  used  to  pay  for  only 
major  medical,  and  their 
wraparound  program  adds  vi- 
sion and  prescription  cover- 
age," says  bookkeeper  Cyn- 
thia Williamson.  The  savings 
allowed  Magnus  to  keep  from 
eliminating  its  dental  plan. 

The  industry  is  young,  and 
there  are  no  real  standardized 
ways  of  billing.  Leasing  fees 


may  consist  of  cost  (taxes,  in- 
surance premiums,  and  so  on) 
plus  a  markup  based  on  a  per- 
centage of  gross  wages.  Oth- 
er companies  charge  cost  plus 
a  fixed  fee  per  employee — 
from  $5  to  $25  per  week. 

Leasing  employees  doesn't 
mean  you're  free  of  legal  re- 
sponsibilities as  an  employer, 
however.  If  an  employee  sues 
for  discrimination  or  wrongful 
discharge,  you  could  be  liable 
as  a  co-employer. 
WORST  CASE.  Be  sure  your 
leasing  firm  is  on  solid  finan- 
cial ground.  If  they  go  bank- 
rupt, and  "there  are  unpaid 
state  or  federal  taxes,  or  em- 
ployee benefits,  it  is  highly 
probable  that  the  client  would 
be  responsible  for  those  bene- 
fits and  taxes,"  says  Lee  Pat- 
erson,  senior  labor  attorney  at 
Los  Angeles  law  firm  Rich- 
ards, Watson  &  Gershon. 

The  National  Staff  Leasing 
Assn.  (818  788-2094)  can  sup- 
ply names  of  firms  in  your 
area.  Its  members  provide 
quarterly  verification  to  show 
that  taxes  and  wages  are  paid 
in  a  timely  manner.  That's  im- 
portant— because  leasing 
should  help  you  attract  and 
retain  valuable  employees, 
not  drive  them  away  from 
you.  Suzanne  Woolley 
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Smart  Money 

A  GOOD  BROKER 

IS  ALSO  A  GOOD  INVESTMENT 


After  the  October,  1987, 
stock  market  crash, 
brokerage  stocks  became  the 
black  sheep  of  Wall  Street. 
But  now  the  shares  of  firms 
that  sell  stocks  and  bonds  to 
investors  are  back  in  favor. 
"I'm  recommending  all  of 
the  brokerage  stocks  right 
now,"  says  Brenda  McCoy  of 
PaineWebber. 

The  key  to  the  revival  has 
been  the  renewed  interest  by 
individual  investors  in  the 
stock  market.  In  June,  daily 
average  volume  on  the  New 
York  Stock  Exchange  was 
180  million  shares — the  third- 
highest  month  since  the 
crash — followed  by  a  robust 
160  million  shares  in  July. 
That  has  helped  raise  the 
firms'  stock  prices  since 
January  (table). 

Among  the  major  broker- 
ages, analysts  say  Merrill 
Lynch's  shares  are  the  most 
undervalued.  Considering 


A  RALLY  FOR 
BROKERAGE  STOCKS 


Share 

price 

Share  price 

Jan.  2, 

1989  July  31,  1989 

MERRIIL  LYNCH 

24 

$34% 

SHEARSON  LEHMAN  HUTTON 

ISVs 

23y8 

PAINEWEBBER 

161/8 

23% 

A.G.  EDWARDS  &  SONS 

19V8 

27V4 

CHARLES  SCHWAB 

63/4 

161/2 

QUICK  &  REILLY 

10% 

161/2 

DATA  BRIDGE  INFORMATION  SYSTEMS  INC. 


Merrill's  retail-brokerage 
strength,  its  stock  should  be 
trading  in  the  40s,  says  Ali- 
son Deans  of  Kidder  Pea- 
body;  instead,  it's  in  the  mid- 
30s.  In  July,  Merrill's 
customer  assets  under  man- 
agement rose  $7  billion  to  a 
record  $304  billion — by  far 
the  most  of  any  firm.  Citing 
increased  investor  activity, 
Merrill  had  second-quarter 
earnings  of  62$,  up  from  47(t 
a  year  ago. 

Lawrence  Eckenfelder  of 
Prudential-Bache  Securities 


recommends  Shearson  Leh- 
man Hutton,  which  had  big 
problems  last  year  but  may 
be  poised  for  a  comeback. 
Eckenfelder  points  to  the  im- 
provement of  Shearson's 
Boston  Co.  unit,  a  money- 
management  firm.  The  sub- 
sidiary got  into  trouble  early 
this  year  when  it  overstated 
its  1988  earnings  by  $30  mil- 
lion. Now,  Eckenfelder  says, 
"The  Boston  Co.  has  turned 
the  comer  and  will  be  back 
on  track  by  the  fourth 
quarter." 

PUREST  PLAYS.  St.  Louis- 

based  A.  G.  Edwards  &  Sons 
is  the  analysts'  top  choice 
among  the  regional  firms. 
Its  earnings  are  steadier 
than  those  of  cyclical  invest- 
ment banking  firms.  Deans 
says  Edwards'  second-quar- 
ter return  on  equity  was 
197o,  far  better  than  the  in- 
dustry average  of  13%. 
Discount  brokerage  firms 
offer  the  purest  plays. 
The  small  investor  ac- 
counts for  most  of  the 
discounters'  business; 
large  firms  rely  main- 
ly on  trading  and  in- 
vestment banking  rev- 
enue sources.  Michael 
Blumstein  of  First 
Boston  likes  Charles 
Schwab,  the  biggest 
discounter,  and  Quick 
&  Reilly,  the  second- 
largest.  Schwab  aver- 
aged 11,900  daily 
transactions  in  the  second 
quarter,  compared  with 
10,400  a  year  ago.  In  its  first 
quarter  ended  May  26,  Quick 
&  Reilly  earned  31$  a  share, 
up  from  28$  in  the  same  peri- 
od last  year. 

With  their  runup,  do  the 
brokerage  stocks  still  have  a 
kick  left  in  them?  Analysts 
are  optimistic,  so  long  as  the 
market  keeps  rising.  If  the 
market  starts  to  weaken, 
however,  brokerage  stocks 
could  be  among  the  first 
casualties.        Jon  Friedman 


What's  In 


THESE  DAYS, 
SOME  LIKE  IT  DRY 


What's  wet  and  dry 
at  the  same  time? 
Dry  beer,  natural- 
ly, the  biggest  brew  to  come 
along  since  light  beer.  The 
stuff  isn't  really  new:  In  the 
1950s,  regional  beers  such  as 
New  York's  Rheingold  and  St. 
Louis'  Stag  called  themselves 
"dry."  But  most  folks  learned 
of  it  last  summer,  after  a 
wave  of  Japanese  imports  hit 
U.  S.  shores.  Their  success  en- 
couraged a  host  of  American 
brewers  to  give  dry  a  try. 

Dry  beer  is  brewed  twice  as 
long  as  usual,  so  that  more 
sugar  is  converted  into  alco- 
hol. As  a  result,  the  brew  be- 
comes lower  in  calories:  Mi- 
chelob  Dry,  for  example,  has 
133  calories  vs.  about  160  for 
regular  Michelob.  Dryer  also 
means  stronger;  some  of  the 
Japanese  beers  contain  5%  al- 
cohol by  weight.  And  while 
most  of  the  American  ver- 
sions get  watered  down, 
many  still  carry  an  extra  kick: 
Lone  Star  Dry  from  Texas 
has  an  alcohol  content  of 
3.9%,  compared  with  3.6%  for 
regular  Lone  Star. 
TASTE  TEST.  Even  when  it 
isn't  that  much  higher  in  alco- 
hol, dry  beer  often  tastes 
more  potent.  That's  due  to  the 
flavor  imparted  by  the  extra- 
long  brewing  process:  crisper. 


less  sweet.  The  mam 
with  dry  beer,  though, 
absence  of  a  heavy  afte 

Which  is  where  the 
versy  starts.  Some  peof 
to  keep  on  tasting  thei 
after  they  have  swallo^ 
Beer  preference  is  a  vei 
sonal  thing,  and  much 
strong  "dry"  sales  coi 
fleet  one-time  experim( 
The  reviews  are  dec 
mixed:  Some  folks  do 
clean  and  refreshing, 
call  it  dull  and  waterj 
then  there's  a  grouj 
thinks  a  brand's  dry 
tastes  just  like  its 
counterpart. 

Fans  of  Europeai 
brews  will  like  Holste 
from  Germany.  Those 
prefer  the  lighter  Ja 
style  will  go  for  Kirin  1 
you  like  beer  with 
tang,  there's  Asahi,  a 
Japanese  import.  And 
real  jolt,  try  Colt  45  Dr 
a  dry  malt  liquor). 

If  none  of  these  new 
is  to  your  liking,  don't  f 
of  touch.  In  Japan,  wh< 
revival  started,  dry-bee 
already  have  gone  flat, 
indefatigable  breweri( 
working  on  another  nev 
sensation.  Not  much  is  M 
about  it  yet,  but  they  i' 
Super  Yeast.  T,o. 
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ext  Time¥)uTravel; 
ake  Along  A  Little 

Peace  Of  Mind. 


¥.  /     when  you  travel  with  Gold  MasterCard^'  • 

you  automatically  receive  MasterRental,' " 
'       the  best  car  rental  insurance  and  assistance 
plan  any  card  offers.  And  you  save  up 
to  $15  a  day  in  insurance.  Yoxx  also  enjoy 
MasterAssistJ"  the  best  emergency  medical  assistance 
program  available.  And  we  o  ffer  one  toll-free 

24 -hour  phone  number  for  emergencies. 
;  No  other  card  does. 

Which  is  why  when  you  travel  with 
Gold  MasterCard,  you've  got  far  more  than  a 
piece  of  plastic.  You've  got  peace  of  mind. 

.  GoldMasteK^    ^ 


f'l  MintfrCiinl  Intr 


Piece  By  Piece  The  Best  Gold  Card. 

You  must  decline  rental  company's  collision  damage  waiver  insurance  for  our  coverage.  Insurance 
underwritten  by  BCS  Insurance  Co.,  in  the  state  of  Texas  dba  Medical  Indemnity  of  America,  Inc. 
Some  restrictions  and  exclusions  apply  Services  available  on  U.S.-issued  Gold  MasterCard  cards. 
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Books 


CURLING  UP 
WITH  A  GOOD 
BOOKSTORE 


A customer  recently 
asked  the  Tattered 
Cover  in  Denver  for  a 
copy  of  Ittle  Skittle  by  James 
Mason.  Without  blinking,  a 
clerk  handed  him  Helter  Skel- 
ter, about  killer  Charles  Man- 
son.  Unscrambling  requests 
for  titles  such  as  Roget  the 
Sorcerer  (Roget's  Thesaurus) 
is  routine  at  the  Tattered  Cov- 
er, one  of  the  city's  major 
tourist  attractions. 

Some  customers  arrange  to 
change  planes  in  Denver  just 
to  browse  among  the  100,000 
titles  in  the  store,  only  15  min- 
utes from  the  airport.  Clerks 
at  the  Tattered  Cover  (2955  E. 
First  Ave.)  have  been  known 
to  hand  pencil  and  paper  to 
customers  to  copy  informa- 
tion from  books  so  they  won't 
have  to  buy  them. 
STUFFED  CHAIRS.  If  you  think 
all  bookstores  today  are  mall 
outlets  with  only  best-sellers, 
you're  in  for  a  pleasant  sur- 
prise. America  still  stocks 
plenty  of  new  and  used  book- 
stores run  by  clerks  with  the 
minds  of  reference  librarians, 
where  shabby  overstuffed 
chairs  invite  you  to  read  to 
your  heart's  content. 

Take  John  K.  King  Books 
in  Detroit  (901  W.  Lafayette 
Blvd.),  a  renovated  glove  fac- 
tory whose  dingy  five 
stories  contain  1  million 
new  and  used  books — 
from  auto  history  to 
14th  century  manu- 
scripts. Ford  Chairman 
Donald  Petersen  often 
browses  among  the 
stacks.  So  does 
King's  resident  mutt, 
Sparky.  More  elegant 
is  Books  &  Books  in 
Coral  Gables,  Fla.  (296 
Aragon  Ave.),  just  out- 
side Miami.  B&B  stocks 
every  imaginable  sub- 
ject but  specializes  in 
architecture  and  art. 
Customers  can  call  305 
444-POEM  for  a  poem 


SINCE  THE  1920s,  NEW  YORK'S  GOTHAM  BOOK  MART  HAS  DRAWN  WRITERS  AND  THEATER  BUFFS 


and  news  of  upcoming  read- 
ings and  other  events. 

In  St.  Paul,  Minn.,  local 
celebrity  author  Garrison 
Keillor  reads  his  work  at  the 
Hungry  Mind  Bookstore,  1648 
Grand  Ave.  The  store  special- 
izes in  poetry,  small-press  lit- 
erature, women's  studies,  and 
Central  American  politics.  Ca- 
jun  chef  Paul  Prudhomme 
cooks  for  fans  at  Stuart  Brent 
Books  in  Chicago  (670  N. 
Michigan  Ave.). 

Not  all  authors  are  guests. 
One  sharp-eyed  customer 
spotted  playwright  Arthur 
Miller  browsing  through  the 
bookstalls  at  Whitlock  Farm 
Booksellers,  situated  on  a  40- 
acre  turkey  farm  in  Bethany, 
Conn.  Whitlock  has  two  barns 
of  used  books,  and  on  nice 
days  it  moves  stalls  outside 
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among  the  flowering  shrubs. 

In  New  York,  the  Gotham 
Book  Mart  at  41  W.  47th  St. 
has  been  a  midtown  institu- 
tion since  the  1920s.  Although 
founder  Frances  Steloff  died 
last  April  at  the  age  of  101, 
the  store  retains  the  charm 
that  has  kept  the  regular  cli- 
entele of  writers,  actors,  and 
playwrights  coming  back  for 
years.  Browse  through  Goth- 
am's shelves,  stocked  with 
hard-to-find  poetry,  fiction, 
and  theater  books.  The  sign 
over  the  doorway  reads: 
"Wise  Men  Fish  Here." 

THOUGHT   FOR   FOOD.  Beat 

Generation  poet  Lawrence 
Ferlinghetti  runs  a  bookstore. 
City  Lights,  in  San  Francis- 
co's North  Beach  (261  Colum- 
bus Ave.).  It's  well  stocked 
with  Beat  literature. 

City  Desk  Books  in 
Los  Angeles  (4763 
York  Blvd.)  specializes 
in  books  by  L.  A.  au- 
thors. It  celebrated 
Raymond  Chandler's 
100th  birthday  with  a 
party  and  screening  of 
The  Big  Sleep.  Trails 
West  in  Louisville, 
Colo.,  just  north  of 
Denver  (1032  S.  Boul- 
der Rd.),  and  Zion 
Books  in  Salt  Lake 
City  (254  S.  Main  St.) 
both  specialize  in  West- 
ern history. 

For  Southern  litera- 
ture ranging  from 
gothic  romances  to  the 


history  of  the  Civil  Wa 
Atlanta's  Oxford  Book  ; 
(2345  Peachtree  Rd. 
And  if  you  crave  mort- 
thought  for  food,  you  c: 
ruse  your  book  over  c; 
cino  or  a  hearty  sandw 
Oxford's  adjoining  rt . 
rant.  Cup  and 
Chaucer. 
Sandra  Atchison 


Worth  Noting 


■  TIME  AND  TIDE.  For  b< 

the  Tidewatch  is  a  u 
watch  with  a  bar  chart  m 
indicates  the  height  of  cf 
tides,  currently  and  at 
time  in  the  year  a  I 
About  $70,  at  marine  s 
or  call  201  832-9103. 

■  SKI  TRAIN.  After  two  \ . 
and  $6  million  worth  of  ' 
repairs,  Amtrak's  oven 
train    from  Washing 
D.  C,  to  Montreal  is  bac 
track.  With  early-evi 
stops  in  Philadelphia 
New  York,  it  can  save 
mont-bound  skiers  an  c  i 
hour  ride  by  car  or  bt  t 
reach  towns  close  to  Stw 
Stratton,  and  other  area 
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Timex  89 
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Toyoto  74,  142 
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Trade  Development 

Bonk  102 
TUI  59 

Turner  Broadcasting 
System  71 


Unisys  84 
United  Airlines  81 
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Entertainment  70 
United  International 

Holdings  70 
United  Microelectronics  90 
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Telecommunications  106 
Upjohn  80 
USAir  81 
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Virgin  Records  49 
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Warner 
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Warner-Lambert  80 
Winbond  Electronics  90 
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Ask  us  how  to 
cut  your  risk  in 
todays  market 

If  you  want  to  reduce  your  market  risk. 
Twentieth  Century  Investors'  five  fixed 
income  funds  can  give  you  a  wide  range 
of  quality,  no-load  investment  options. 

•Cash  Reserve 

•U.S.  Governments 

•Long-Term  Bond 

•Tax-Exempt  Intermediate  Term 

•Tax-Exempt  Long  Term 
For  complete  information  about 
Twentieth  Century  Investors,  including 
charges  and  expenses,  call  toll-free  for 
an  Information  Kit  and  Prospectus. 
Please  read  the  Prospectus  carefully 
before  investing. 

Ask  for  your  free 
Guide  to  Cutting  Risk. 

1-800-345-2021 


lyny  rwentieth  Century  Inveslor^,,  Inc 


P.O.  Box  419200,  Kansas  City,  MO  64141-6200 


PRESERVATION 

PLAN  ON  IT 


Wnte 

National  Trust 

for  Historic  Preservation 
Department  PA 
1785  Massachusetts  Ave.,  N.W. 
Washington,  D.C.  20036 
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Todays  DisplayWrite. 

Word  processing  that  works  for  you 
on  many  different  levels. 


The  word  processing 
standard,  company-wide. 

And  worldwide.  IBM  DisplayWrite® 
won!  [irocessing  can  handle  any  job,  at  any  level,  from 
one  end  ot  your  company  to  the  other. 

Which  is  why  DisplayWrite  is  a  standard  from  one 
■nd  of  till'  Fortune  1(100  lo  the  other.  For  everything 
Irom  basic  text  editing  to  text-and-graphics  design. 

For  DOS,  DisplayWrite  writes  a 
wiioie  new  chapter.  For  DOS  users, 

DisplayWrite  4  Version  2'"  now  has  convenient  pulldo\ 
menus,  and  easily  handles  multicolumn  text. 

\\()rlv>  with  more  than  60  printers,  IBM  an 
non-IBM  alike.  Fheres  even  a  free  user  sup- 
|i<ir(  hotline.  The  powerful  spell-checker  uses 
multiple  dictionaries  in  one  pass,  a  timesavin, 
DisplayWrite  exclusive.  There  are  optional  die 
tionaries  for  legal/medical  terms  and  17  foreij 
languages.  DisplayWrite  also  worlvs  with  IBM 
mainframe  hosts  and  LAN  environments,  in- 
cludinii  the  new  IBM  OfficeVision/2  LAN  ser 


DisplayWrite  and  the  power 

of  OS/2  .  For  05/2  "  users,  DisplayWrite 

as  all  the  features  above,  and  more.  You 
can  multitask,  to  work  on  multiple  document! 
simultaneously.  Choose  easy  menus  or  speedy 

i>t-|iath  commands.  (Consult  online  help 
scrt't-ns  anytime.  And  lh«'  optional  Composer 
Extension  adds  sophisticated  graphics  and 
page  layout  features. 

To  get  on  the  DisplayWrite  stan 
dard  (or  discover  how  most  curreii 
DisplayWrite  users  can  upgrade  lor 
under  $100).  call  your  IBM  Autho 
ized  Dealer.  IBM  marketing  reprc 
sentativeor  1  800  lBM-2468. 
ext.  126. 

Let  today  s  DisplayWrite  take  yei 
_^-J^^i}<       writttm  communications  to  the  hifj- 
i"  ■    est  level  yet. 


/estment  Figures  of  the  Wee 


TARY 

lied  again  this  week, 
by  the  prospect  of  still- 
rest  rates.  The  Dow 
jstriols  reached  a  post- 
I  on  July  3 1 .  The  flxed- 
arket  surged  as  the  July 
the  nation's  purchasing 
showed  a  weakening 
The  30-year  Treasury  at 
ivos  yielding  only  7.8%, 
n  8.1  %  the  previous 
1  the  lowest  rate  since 
7.  The  slowing  economy, 
ler  hand,  sent  the  dollar 


BONDS 

July  Jan. 


July     July  27-Aug.  2 


THE  DOLLAR 

July        Jan.        July     July  27-Aug.  2 


Shearson  Lehman 
Treasury  Index 


J.  p.  Morgan 
Index 


52-\veek  change 
+26.1% 


1  -week  change 
-hi. 9% 


52-week  change 
-Hi  2.5% 


1  -week  change 
+2.8% 


52-week  change 

-0.3% 


1  -week  change 
-1.3% 


KET  ANALYSIS 


>CKS 

Latest 

%  change 
Week  52-week 

FUNDAMENTALS 

Latest 

Week  ago 

Year  ago 

ES  INDUSTRIALS 
PANIES  (Russell  1000) 
)MPANIES  (Russell  2000) 
PANIES  (Russell  3000) 

2657.4 
181.6 
174.4 
194.3 

1.7 
1.9 
0.6 
1.8 

24.5 
25.5 
15.7 
24  7 

90-DAY  TREASURY  BILL  YIELD 
30-YEAR  TREASURY  BOND  YIELD 
S&P  500  DIVIDEND  YIELD 
S&P  500  PRICE/EARNINGS  RATIO 

7.9% 
7.8% 
3.1  % 
13.4 

8.3% 
8.1% 
3.3% 
13.2 

7.1  % 
9. 1  % 
3.6% 
12.4 

%  change  (local  currency) 

TECHNICAL  INDICATORS 

Latest 

Week  ago 

Reading 

STOCKS 

latest 

Week 

52-week 

S&P  500  26-week  moving  average 
Stocks  above  26-week  moving  average 
Speculative  sentiment:  Put/call  ratio 
Insider  sentiment:  Vickers  sell/buy  ratio 

310.4 
66.0% 
0.21 
2.15 

308.6 
64.3% 
0.25 
2.16 

Positive 
Neutral 
Negative 
Neutral 

(FINANCIAL  TIMES  100) 
IIKKEI  INDEX) 
(TSE  COMPOSITE) 

2307.8 
34,899.3 
3980.5 

1.9 
1.1 
1.1 

23.7 
23.1 
18.7 

STRY  GROUPS 

.■     '  .  ■  ■'  '^^ 

BRIDGE  INFORMATION 

SYSTEMS  INC- 

EEK  LEADERS 

% 

4-week 

change 

52 -week 

Strongest  stCKk  in  group 

% 

4-week 

change 

52-week 

Price 

ORTATION  SERVICES 

17.8 

19.4 

FEDERAL  EXPRESS 

18.7 

22.3 

5^V^ 

AGE  FIRMS 

17.5 

35.6 

PAINEWEBBER  GROUP 

23.8 

37.9 

223/4 

RINKS 

16.0 

68.6 

COCA-COLA 

17.6 

73.9 

66% 

15.5 

38.7 

MARION  LABORATORIES 

47.4 

84.5 

35% 

=  ELECTRONICS 

14.6 

20.3 

HONEYWELL 

18.7 

35.9 

87^/8 

EEK  LAGGARDS 

%  change 
4-week  52-week 

Weakest  stock  in  group 

% 

4-week 

change 

52 -week 

Price 

DUTY  TRUCKS  AND  PARTS 

0.6 

8.7 

PACCAR 

-7.8 

21.3 

451/2 

TER  SOFTWARE  AND  SERVICES 

0.6 

13.8 

SHARED  MEDICAL  SYSTEMS 

-9.6 

-13.5 

15% 

TIME 

0.7 

-3.9 

BRUNSWICK 

-6.5 

-26.6 

I6V4 

TER  SYSTEMS 

0.7 

-10.5 

WANG  LABORATORIES 

-18.6 

-40.0 

6 

«  TOOLS 

1.4 

-17.2 

CROSS  &  TRECKER 

-3.1 

-31.6 

115/8 

At  FUNDS 


MORNINGSTAR  INC. 


totol  return 

% 

LAGGARDS 
Four-week  total  return 

% 

INMENTAL  AV^ARENESS 

lETH  CENTURY  GIFTRUST  INVESTORS 

JLTIPLE  OPPORTUNITIES 

13.1 
12.8 
12.5 

FIDELITY  SELECT  SOFTWARE  &  COMPUTER 
STRATEGIC  SILVER 
STRATEGIC  GOLD/MINERALS 

-2.7 
-2.6 
-1.2 

Iota!  return 

% 

52-week  total  return 

% 

SMALL  CAPITALIZATION  PORTFOLIO 
Y  SELECT  BROADCAST  8.  MEDIA 
ARE  GROUP  TREND 

58.2 
55.5 
53.5 

STRATEGIC  GOLD/MINERALS 

STRATEGIC  SILVER 

VAN  ECK  GOLD/RESOURCES 

-27.2 
-21.1 
-14.8 

^^■IS&P  500 

4-week  total  returr 


Average  fund 
52-week  total  return 


IVE  PORTFOIIOS 


DATA  RESOURCES  INC. 


L 

lounts 

! the  present 
$10,000 
one  year 
ich  portfolio 

es  indicate 
Dtol  returns 


Foreign  stocks 
$13,269 

+  4.81% 


U.  S.  stocks 
$12,970 

+  2.96% 


nil 


Treasury  bonds 
$12,872 

+  3.57% 


loney  market  fund 
$10,705 

+  0.16% 


Gold 
$8,448 

-0.61  % 


this  page  ore  as  of  market  close  Wednesday,  Aug,  2,  1989,  unless  otherwise  indicated.  Aug.  1.  Mutual  fund  returns  are  OS  of  July  28.  Relative  portfolios  ore  valued  os  of  Aug 
jps  include  S&P  500  companies  only;  performonce  and  shore  prices  are  as  of  market  close        detailed  explanation  of  this  poge  is  available  on  request. 


BUSINESS  WEEK/AUGUST  14,  1989141 


1  Editorials 

MAKINu  JAPAN  S  MAuK 

WORK  IK  THE 

taxpayer.  Higher-ups  were  reportedly  more  concerni^i 
punishing  iFiS  employees  who  blew  the  whistle  on  thei 
leagues  than  with  cleaning  house. 

Public  faith  in  the  competence  of  the  IRS  has  already 
shaken  by  widespread  reports  of  misinformation  provk 
taxpayers  seeking  advice  from  the  agency.  If  people 
lose  confidence  in  the  integrity  of  the  iRS,  the  entire  s] 
of  voluntary  tax  compliance  will  be  at  risk.  That's  wh 
important  both  to  protect  whistle-blowers  and  to  ensun 
the  agency  acts  swiftly  to  correct  future  misconduct. 

Some  members  of  Congress  want  to  assure  IRS  reci 
by  gaining  broader  access  to  its  files.  That  way,  thej 
tend,  they  could  oversee  the  agency  more  knowledgf 
But  such  a  cure  would  be  worse  than  the  disease,  si: 
would  raise  fears  among  taxpayers  that  the  confident 
of  tax  returns  might  be  breached  for  political  purpos 
better  idea  is  to  put  the  Treasury  Dept.'s  inspector  ge 
rather  than  the  iRS  commissioner,  in  charge  of  internal  i 
tigations  of  employees.  Knowing  that  this  vital  task  is  i 
hands  of  an  independent  authority  would  give  Congresi 
public,  and  iRS  employees  themselves  confidence  that  n 
ed  misdeeds  would  be  handled  speedily  and  impartiall; 

■  n  the  early  1980s,  when  U.  S.  carmakers  called  for  their 

■  Japanese  counterparts  to  produce  cars  in  the  United 
H  States,  they  argued  that  it  was  only  fair  that  the  Japa- 
nese should  build  where  they  sold,  just  as  General  Motors 
and  Ford  did  in  Europe.  But  they  had  another  motive  as 
well:  They  assumed  that  the  move  would  wipe  out  much  of 
Japan's  competitive  edge.  They  were  convinced  that  Japan's 
unique  culture  was  responsible  for  its  economic  success.  If 
Japanese  auto  makers  had  to  leave  behind  their  homoge- 
neous, well-educated,  compliant  work  force,  and  employ  un- 
ruly, less  dedicated,  unionized  Americans,  the  productivity  of 
their  workers  and  the  quality  of  their  cars  would  plummet. 
And  so  would  their  sales. 

That's  not  quite  the  way  it  worked  out.  Instead,  Japanese 
transplants  have  taken  firm  root  in  American  soil  and  are 
expanding  rapidly.  Eight  Japanese  carmakers  are  now  oper- 
ating assembly  plants  in  North  America,  either  independent- 
ly or  with  U.  S.  partners.  Output  at  these  plants  is  expected 
to  hit  1.5  million  cars  this  year  and  2.1  million  by  1991. 

Japanese  management,  it  turned  out,  was  as  exportable  as 
its  products.  Its  guiding  principles — granting  employees 
broad  authority  to  organize  their  tasks  and  insisting  on 
high  quality  from  workers  and  suppliers — are  now  proving 
themselves  in  towns  such  as  Marysville,  Ohio,  where  Honda 
is  building  Civics  and  Accords  with  quality  levels  nearly 
equal  to  those  from  Japan.  And  in  Fremont,  Calif.,  Toyota 
managers  in  a  joint  venture  with  General  Motors  have 
turned  a  former  GM  plant  with  a  history  of  labor  strife 
and  shoddy  quality  into  a  showplace  of  quality  and  produc- 
tivity. Given  an  opportunity  to  contribute,  the  plant's 
American  workers — about  507^  black  and  Hispanic — have 
proved  their  worth  in  ways  that  flowed  through  to  the 
bottom  line. 

Fortunately,  there  are  signs  that  American  auto  makers 
are  beginning  to  learn  from  the  success  of  their  Japanese 
rivals  in  the  U.  S.  (page  74).  Progress  is  slow,  and  much 
more  has  to  be  done  in  such  fields  as  labor  and  supplier 
relations,  technology  management,  and  innovation.  But  the 
most  important  lesson  has  clearly  been  absorbed:  Using 
American  workers,  it  can  happen  here. 

l#EEn  VAIID  MAITTC  ACE 

KEEP  TOUK  MITTS  Orr 

SOCIAL  SECURITY  TAXES 

■^■he  President  says  no  new  taxes.  The  Gramm-Ru 

^H^Act  says  the  deficit  must  be  cut  to  $100  billion  in 

H  1990.  But  both  Congress  and  the  Administratioi 
still  loath  either  to  cut  spending  or  raise  taxes. 

That  leaves  gimmicks  as  the  only  way  to  make  the  h\ 
work.  The  worst  idea  to  come  along  in  a  while  has  ah 
been  written  into  a  tax  bill  being  drafted  by  the  House  ' 
&  Means  Committee.  By  including  earnings  put  into  ^. 
accounts  and  some  other  retirement  plans  in  the  Social 
rity  wage  base,  the  provision  would  increase  the  amou 
wages  subject  to  federal  payroll  taxes.  That  would  pr( 
a  short-lived  windfall  for  the  Treasury.  Because  of  the 
Social  Security  benefits  are  computed,  however,  the  me; 
would  also  raise  benefits  for  everyone  retiring  after  19S 
over  the  next  75  years,  the  arrangement  could  cos' 
Treasury  an  average  of  $2  billion  a  year. 

A  tax  increase  that  begins  costing  the  government  mie 
within  five  years  is  a  terrible  idea  on  its  face.  But  this ! 
is  even  worse,  because  it  adds  to  the  Social  Security  f 
Currently,  the  retirement  system  is  generating  huge 
pluses."  Ostensibly,  the  money  is  put  aside  to  finann 
retirement  of  the  baby  boom  generation.  In  fact,  it's  1 
"borrowed"  by  the  Treasury  and  spent  as  fast  as  it  ccit 
in.  The  Ways  &  Means  plan  would  create  a  future  lialit 
for  Social  Security  without  even  pretending  to  put  f^( 
aside  to  pay  for  the  new  benefits. 

Since  the  Bush  Administration  is  pledged  to  oppose 
taxes,  this  is  a  tax  plan  that  George  Bush  should  fern 
qualms  about  denouncing.  And  Congress,  which  has  gi^ 
burned  every  time  it  has  touched  Social  Security  taxi'i 
recent  years,  should  have  sense  enough  to  stay  far  i'a 
from  this  one. 

^llfE  TUC  IDC 

UlVE  THE  IKS 

A  TOUGH  AUDITOR 

■^■o  perform  its  mission  effectively,  the  Internal  Revenue 
^■^Service — like  Caesar's  wife — must  be  above  suspicion. 

H  Thus,  recent  testimony  before  the  House  government 
operations  subcommittee  about  apparent  attempts  to  cover 
up  wrongdoing  at  the  agency  is  particularly  troubling.  Ac- 
cording to  witnesses,  one  iRS  official  investigated  his  friends' 
business  rival,  others  misused  government  funds  and  prop- 
erty, and  at  least  one  accepted  gifts  from  a  delinquent 
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OVERNIGHT  AM  DELIVERY. 
GUARANnEIX 


For  those  who  must  account  for 
:tom  iines  as  well  as  deadlines, 
ire's  Express  Mail*  overnight  service. 
At  just  $8.75  for  an  8-ounce 
ter,  Express  Mail  service 
3rsyou  guaranteed*  morn- 
delivery  between  major 
rkets,  Saturday  service  at 
extra  charge,  and  more 


drop-off  points  than  all  of  our  competi- 
tors combined. 

So  the  next  time  you  need  to 
send  a  letter  or  document  over- 
night, use  the  package  of  price, 
speed,  and  convenience  that 
only  we  can  deliver. 
Express  Mail  service  from 
your  post  office. 


^EXPRESS  MAIL  We  Deliver. 


*Full  postoge  refund  if  delivery  is  not  attempted  by  noon.  Some  restrictions  apply.  Check  with  your  local  Post  Office  for  details.  Ci  1989  USPS 
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Bred  to  move  swiftly  and  surely,  the  XJ6 
reflects  over  a  holf-century  of  Jaguar 
experience  on  the  road  and  track. 

Jaguar's  legendary  double  overhead 
cam  engines  first  found  fame  at  the  24 
Hours  of  Le  Mans  endurance  races.  Now 
a  3.6  liter  DOHC  powers  today's  XJ6. 
With  an  engine  of  cast  aluminum  alloy  for 
lighter  weight  and  better  cooling  and 
with  four  valves  per  cylinder  for  improved 
breathing,  this  is  one  of  the  quickest 
Jaguar  sedans  ever  built. 

Ride  and  handling  are  two  other 
areas  for  which  Jaguars  are  well  known. 
Although  the  classic  goals  of  a  smooth 
ride  and  agile,  athletic  handling  are 
inherently  in  opposition.  Jaguar  engi- 

Whether  ifs  a  swift 
horse,  a  smart  hound 
or  an  agile  car,  the 
English  have  long 
known  the  importance 
of  good  breeding. 


neers  have  achieved  both  in  one  automo- 
bile. One  part  of  Jaguar's  unique  solution 
is  found  in  its  four-wheel  independent  sus- 
pension. Patented  pendulum  isolation 
and  computer-controlled  self-leveling 
also  help  produce  Jaguar's  luxurious  ride 
and  excellent  road  holding  characteris- 
tics. Up  front.  Jaguar's  power-assisted, 
rack-and-pinion  steering  provides  the 
driver  with  quick,  positive  response  with 
a  remarkable  degree  of  rood  feel. 

Rich  in  comfort,  convenience  and  Old 
World  craftsmanship,  the  XJ6  cabin  is 
graced  with  hand-polished  burl  walnut 
fascia,  console  and  door  inserts.  The 
seats  are  faced  with  the  finest  leather. 
A  computerized  climate  control  system 


maintains  the  cabin  temperature  and 
incoming  humidity  to  your  liking.  An  80- 
watt,  six-speaker  stereo  receiver  and 
tape  deck  with  Dolby®  provide  a  quality 
of  sound  that  rivals  a  live  performance. 

To  test  drive  this  latest  refinement  of 
the  breed  and  for  information  on  Jaguar's 
extensive  three-year/36,000-mile  war- 
ranty, see  your  dealer,  hie  can  provide 
details  of  this  limited  warranty,  appli- 
cable in  the  USA  and  Canada,  and 
Jaguar's  uniquely  comprehensive 
Service-On-Site^*^  Roadside  Assistance 
Plan.  For  the  name  of  the  dealer  nearest 
you,  call  toll-free:  1  -800-4-JAGUAR. 
Jaguar  Cars  Inc.,  Leonia,  NJ  07605. 

ErxlJOY  TOMORROW.  BUCKLE  UP  TODAY. 
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ast  Track. 


Vhy  do  some  people  succeed 
faster  than  others?  Is  it  luck? 
elligence?  Personality?  Ability? 
itude?  We  don't  know  the  answer 
every  case.  But  we  can  help  you 
rn  to  make  your  own  luck,  be  a 
e  wiser,  get  along  better  with 
lers,  perform  at  a  higher  level  and 
Droach  situations  with  a  more 
sitive  attitude.  How?  We  help  you 
i  new  and  better  ways  to  keep  your 
alings  with  other  people  smooth, 
rmonious  and  successful. 


o 
o 
o 
o 


We  Can  Help. 

In  the  Dale  Carnegie  Course®you  learn  to: 

•  become  a  friendlier  person 

•  win  people  to  your  way  of  thinking 

•  be  a  leader 

And  you  actually  practice  using  these  new  skills  in  the 
course,  in  and  out  of  the  classroom.  We  can  help  you  gain 
the  poise,  self-confidence  and  enthusiasm  that  can  accelerate 
your  development  and  get  you  where  you  want  to 
be... faster. 

We  don't  want  to  leave  the  impression  that  getting  to  the  fast 
track  is  easy,  or  that  it  won't  take  hard  work.  But  without 
the  proper  people  skills,  attitude  and  self-confidence,  your 
chances  of  making  it  there  are  definitely  less. 

Who  We  Are. 

Since  1912  people  have  been  taking  the  Dale  Carnegie 
Course  to  help  them  achieve  their  goals.  Over  150,000 
people  participated  in  our  programs  last  year.  We  offer 
training  all  over  the  world  and  over  400  of  the  Fortune  500 
use  Dale  Carnegie  Training. 

Find  out  more  about  how  the  Dale  Carnegie  Course  can 

help  you.  Call  for  a  free  copy  of  your  quick-reading 

booklet  that  outlines  the  objectives,  methodology  and 

benefits  of  the  course. 

Toll-free  (800)  231-5800. 

Or  write  to  the  address  below.  Do  it  Today! 


Dale  Carnegie  Training® 

6000  Dale  Carnegie  Drive  (PVT.),  Suite  689B  •  Houston,  Texas  77036 

Accredited  by  the  Accrediting  Council  for  Continuing  Education  &  Training,  Inc. 
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PRODUCTION 

Change  from  last  week:  0.3% 
Change  from  last  year:  1.8% 
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LEADING 

Change  from  last  week:  0.3% 
Change  from  last  year:  7.2% 
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1967=100,  Four-week  moving  average 
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The  production  index  increased  for  the  week  ended  July  29  Seasonally 
ad|usted  output  of  outos,  electric  power,  cool,  rail-freight  traffic,  lumber,  crude-oil 
refining,  and  steel  all  rose.  Paperboard  production  was  down  slightly,  and  truck  and 
paper  output  levels  were  unchanged  for  the  week.  Before  calculation  of  the  tour- 
week  moving  average,  the  index  jumped  to  175.3  from  171.3  in  the  previous  week. 
For  July,  the  index  slumped  to  173.1  from  June's  level  of  174.4. 

BW  pioduction  index  copyright  1989  by  McGrow-Hill  Inc 


July 

1988  1988  1989  1^ 

The  leading  index  increased  for  the  week  ended  July  29.  f-ligher  stock  pric 
lower  bond  yields,  a  drop  in  the  number  of  business  failures,  and  a  faster  pace 
real  estate  loans  contributed  to  the  advance.  That  was  offset  partially  by  o  shi 
deceleration  in  the  growth  of  materials  prices  and  slower  growth  in  M2.  Bef 
calculation  of  the  four-week  moving  average,  the  index  dropped  to  214.8  fr 
215.0  in  the  prior  week.  In  July,  the  index  rose  to  214.0  from  211.8  in  June. 

Leoding  index  copyright  1989  by  Center  for  Inlernalicnol  Busineis  Cycle  Research 


PRODUCTION  INDICATORS 


Utest 
week 

Week  ° 
ago 

0  change 
year  ago 

STEEL  18/5)  thous.  of  net  tons 

1,863 

1,856# 

-2.0 

AUTOS  (8/5)  units 

86,988 

84,3 12r# 

5.0 

TRUCKS  (8/5)  units 

71,424 

63,683r# 

13.2 

ELECTRIC  POWER  (8/5)  millions  of  kilowatt-hours 

62,586 

63,206* 

-4.3 

CRUDE-OIL  REFINING  (8/5)  thous.  of  bbl./day 

13,427 

13,915r# 

-2.8 

COAL  (7/29)  thous.  of  net  tons 

18,311  # 

16,857 

-4.9 

PAPERBOARD  (7/29)  thous.  of  tons 

748.7  # 

757. 6r 

4.2 

PAPER  (7/29)  thous.  of  tons 

738.0  fl: 

716.0r 

1.8 

LUMBER  (7/29)  millions  of  ft. 

522.8  # 

506.5 

16.3 

RAIL  FREIGHT  (7/29)  billions  of  ton-miles 

19.0# 

18.2 

-2.6 

Sources:  American  Iron  &  Steel  Inst,,  Ward's  Automotive  Reports,  Edison  Electric  Inst.,  Amer- 
ican Petroleum  Inst.,  Energy  Dept.,  American  Paper  Inst.,  WWPA',  SFPA-,  Association  of 
American  Railroads. 

FOREIGN  EXCHANGE 

Latest 
week 

Week 
ago 

Year 
ago 

JAPANESE  YEN  (8/9) 

139 

136 

133 

GERMAN  MARK  (8/9) 

1.90 

1.85 

1.88 

BRITISH  POUND  (8/9) 

1.62 

1.66 

1.71 

FRENCH  FRANC  (8/9) 

6.43 

6.27 

6.39 

CANADIAN  DOLUR  (8/9) 

1.17 

1.18 

1.22 

SWISS  FRANC  (8/9) 

1.64 

1.59 

1.58 

MEXICAN  PESO  (8/9)^ 

2,543 

2,536 

2,300 

Sources:  Major  New  York  bonks.  Currencies  expressed  in  units  per  U.  S.  dollar,  except  for 
British  pound  expressed  in  dollars. 

PRICES 

latest 
week 

Week  ° 
ago 

c  change 
year  ago 

GOLD  (8/9)  $/troy  oz. 

364.600 

369.750 

-14.7 

STEEL  SCRAP  (8/8)  #  l  heavy,  $/ton 

109.00 

109.00 

-11.0 

FOODSTUFFS  (8/7)  index,  1967=  100 

221.6 

219.5 

-8.6 

COPPER  (8/5)  «./lb. 

1 18.5 

H9.1 

22.2 

ALUMINUM  (8/5)  c/lb. 

82.8 

81.3 

-32.4 

WHEAT  (8/5)  #2hord,  $/bu. 

4.17 

4.20 

11.5 

COTTON  (8/5)  strict  low  middling  1-1/16  in.,  c'/lb 

70.08 

68.51 

16.9 

Sources;  London  Wed.  final  setting,  Chicago  mkt.. 
Week,  Kansas  City  mkt.,  Memphis  mkt. 

Commodity  Research  Bureau,  Metals 

1  LEADING  INDICATORS 

latest 

Week  %0(i 

week 

ago  ytc'i 

STOCK  PRICES  (8/4)  s&P  500 

344.57 

337.95 

CORPORATE  BOND  YIELD,  Aao  (8/4) 


8.91  % 


INDUSTRIAL  MATERIALS  PRICES  (8/4) 


103.4 


102.9 


BUSINESS  FAILURES  (7/28) 


207 


237 


REAL  ESTATE  LOANS  (7/26)  billions 


$334.1 


$332.8 


MONEY  SUPPLY,  M2  (7/24)  billions 


$3,111.4  $3,114.1r 


INITIAL  CUIMS,  UNEMPLOYMENT  (7/22)  thous 


342 


354 


..f 

Sources:  Standard  &  Poor's,  Moody's,  Journal  of  Commerce  (index:  1980=100),  Z  t 
Brodstreet  (failures  of  large  companies),  Federal  Reserve  Board,  Labor  Dept.  CIBCR  iem 
ally  adjusts  data  on  business  failures  and  real  estate  loans. 


MONTHLY  ECONOMIC  INDICATORS 


latest 
month 

Month 
ago 

%CI« 
yet  ? 

BUSINESS  WEEK  PRODUQION  INDEX  (July) 

173.1 

174.4r 

BUSINESS  WEEK  LEADING  INDEX  (July) 

214.1 

21 1.8r 

EMPLOYMENT,  CIVILIAN,  MILLIONS,  (July) 

1 17.5 

117.5 

UNEMPLOYMENT  RATE,  CIVILIAN  (July) 

5.2% 

5,3% 

Sources:  BW,  CIBCR,  BLS 

MONETARY  INDICATORS 

Latest 
week 

Week 
ago 

%Cll! 

yeij 

MONEY  SUPPLY,  Ml  (7/24) 

$776.2 

$777.5r 

BANKS'  BUSINESS  LOANS  (7/26) 

319.2 

315.6r 

FREE  RESERVES  (7/26) 

456r 

416r 

NONFINANCIAL  COMMERCIAL  PAPER  (7/24) 

124.5 

125.6r 

Sources:  Federal  Reserve  Board  (in  billions,  except  for  1 
0  two  week  period  in  millions). 

ree  reserves,  which  are  expressijh 

MONEY  MARKET  RATES 

latest 
week 

Week 
ago 

Yi 

FEDERAL  FUNDS  (8/8) 

8.95% 

8.95% 

PRIME  (8/9) 

10.50 

10.50 

9. 

COMMERCIAL  PAPER  3-MONTH  (8/8) 

8.51 

8.24 

8. 

- 

CERTIFICATES  OF  DEPOSIT  3-MONTH  (8/9) 

8.60 

8.30 

8. 

EURODOLUR  3-MONTH  (8/2) 

8.48 

8.84 

8. 

Sources:  Federal  Reserve  Board,  First  Boston 


#Raw  data  in  the  production  indicators  ore  seasonally  adjusted  in  computing  the  BW  index  (chart);  other  components  (est'mated  and  not  listed)  include  machinery  and  defense  equip^ 
1  —  Western  Wood  Products  Assn.         2  —  Southern  Forest  Products  Assn.         3  =  Free  market  volue         NA  =  Not  ovailobie         r  =  revised         NM  =  Not  meaningful 
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Come  and  visit  tlie  first  big  and 
complete  exhibition  on  alimentation 


euroAWmenfa 

7-11  September  '89 

E.  A.  Fiera  di  Verona 


euroMmenta 


segreteria  organlzzativa  euroalimenta:  via  ferrara,  15  40139  bologna  III  -  Tel.  051  /166911  -  452936  -  Fax.  051  /a65234 


The  gin  is  unprecedented  in  its  creation.  The  bottle  is  unprecedented  in  its  beauty.  Bombay  Sapphire. 
Distilled  with  rare  and  precious  botanicals  including  Coriander  Seeds  from  Morocco,  Grains  of  Paradise  from  the  - 
■  Gold  Coast  and  Cubeb  Berries  from  Java.  A  total  of  ten  of  the  most  unusual  flavors  on  Earth. 

Their  spirit  is  preserved  in  Sapphire's  unique  distillation  where  the  gin  vapors  pass  through  each  botanical,  one  by  one. 

Bombay  Sapphire.  As  complex  and  extraordinary  as  the  jewel  that  was  its  namesake.       .  V  ■    •  ' 


And  our  readers  are  leaders,  in  Europe,  Asia,  Latin  America. 
In  fact.  Business  Week  International  leads  all  other 
international  business  magazines  in  cost-efficiency  in  reaching 
senior  and  chief  executives  in  Europe  and  Asia. 
And  as  an  advertiser,  you  reach  them  when  and  where 

they're  thinking  business  and  talking  business. 
Business  Week  International.  The  world's  only  international 
newsweekly  of  business. 

M^l  NTERN  ATION  AL  m  «  a  ■ 

BusinessWeek 

The  world's  only  international  newsweekly  of  business. 

Frankfurt:  Percy  Fohrboch  (69)72-01-81   Hong  Kbng:  Stephen  Marcopoto  (5)8682010   Lausanne:  Irmgard  Fischer  (21)27-44-11 
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ECONOMISTS  WHO  LIVE 
IN  GLASS  HOUSES . . . 


■ wonder  if  Paul  Craig  Roberts  drives 
through  the  streets  of  America  with 
blinders  on  ("Supply-side  theory  is  alive 
and  well — in  Moscow,"  Economic  View- 
point, July  24).  He  declares  that  the  Sovi- 
et economy,  focused  on  "collective  pur- 
pose, is  on  the  edge  of  collapse."  In 
addition,  "Starvation  is  already  nibbling 
at  the  edges  of  the  system.  [In  some 
places]  people  spend  four  or  five  hours  a 
day  searching  out  the  evening  meal."  He 
warns  of  famine  unless  the  Soviets 
adopt  radical  economic  change. 

Despite  the  drought,  the  U.  S.  is  in  no 
danger  of  famine,  but  in  the  midst  of 
our  plenty,  thousands  of  citizens  spend 
all  day  searching  for  work  in  exchange 
for  food.  Many  Americans  have  no  place 
to  call  home.  How  many  hungry^  home- 
less people  did  Roberts  see  in  Moscow? 
How  many  are  in  Washington? 

It's  true  that  communism  hasn't  pro- 
duced the  goods  and  needs  serious  over- 
haul. It's  also  true  that  the  U.  S.  hasn't 
delivered  the  goods  to  its  own  citizens. 
Society  has  the  collective  responsibility 
to  ensure  that  all  people  receive  medical 
care,  nourishment,  and  education.  Then 
they  need  to  be  free  from  discrimination 
to  pursue  their  own  private  initiative. 

Dan  Smith 
Huntington  Beach,  Calif. 

WHY  DOES  THE  ECONOMY 

HAVE  TO  LAND  AT  ALL?  

■ disagree  with  the  contention  that  an 
economic  downturn  is  both  inevitable 
and  necessary  to  cure  inflation  ("Green- 
span's moment  of  truth,"  Cover  Story, 
and  "Hold  your  breath,  we're  coming  in 
for  a  landing,"  Business  Outlook,  July 
31).  A  downturn  is  not  good  for  the  U.  S. 
There's  no  compelling  reason  to  idle  the 
nation's  productivity,  throw  Americans 
out  of  work,  and  halt  the  resurgence  of 
industrial  competitiveness. 

The  Federal  Reserve  Board's  anti-in- 
flation efforts  show  a  reliance  on  the 
discredited  Phillips  curve  analysis,  which 
postulates  an  inexorable  trade-off  be- 
tween inflation  and  unemployment.  Fed 
officials  have  made  public  statements  to 


the  effect  that  the  economy  cannot  grow 
more  than  21/2%  to  37^  without  accelerat- 
ing inflation.  But  Japan  and  Switzerland, 
which  both  have  less  than  2%  unemploy- 
ment and  less  than  27  inflation,  prove 
that  low  inflation  and  full  employment 
are  entirely  compatible. 

Inflation  is  caused  by  too  much  money 
chasing  too  few  goods,  not  by  too  many 
American  workers.  The  Fed's  efforts  to 
engineer  a  soft  landing  may  tilt  us  into 
an  entirely  unnecessary  recession. 

Senator  Robert  W.  Kasten  Jr. 

(R-Wis.) 

Appropriations  Committee 
Washington 

There's  little  doubt  that  achievement 
of  a  soft  landing  would  be  heralded 
as  a  policy  job  well  done.  There  is,  how- 
ever, something  strikingly  perverse 
about  using  the  sector  (i.e.,  goods-pro- 
ducing) that's  less  responsible  for  accel- 
erating prices  and  more  responsible  for 
increasing  potential  output  as  the  batter- 
ing ram  in  the  fight  against  inflation. 

So  don't  be  surprised  if  the  sounds  of 
celebration  from  the  industrial  sector 
are  tinged  with  an  air  of  uneasiness. 

Howard  Keen 
Chief  Economist,  Conrail 
Philadelphia 

THE  RIGHT  PRICE  FOR 
BIODEGRADABLE  DIAPERS  

Thank  you  for  your  mention  of  our 
Seventh  Generation  catalog  in  "Buy- 
ing Green"  (Worth  Noting,  July  10). 

The  item  stated  that  we  offer  "biode- 
gradable diapers  (32  for  $50),"  which  is 
incorrect.  We  offer  a  trial  pack  (32  large 
or  48  medium  diapers)  for  $13.50  plus 
$2.95  shipping  and  handling,  and  a  case 
(128  large  or  192  medium)  for  $49.95  plus 
$3.95  shipping  and  handling. 

Risa  Rae  Richmond 
Seventh  Generation 
South  Burlington,  Vt. 

SUN'S  POWERFUL 

WARMING  EFFECT  

■ enjoyed  your  informative  article  on 
Sun  Microsystems  and  the  computer 
industry  in  which  it  competes  ("High 
noon  for  Sun,"  Cover  Story,  July  24).  My 


Si 
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1989  AEIna  Life  and  Casualty  Company. 


Vbu  donl  want  to  bu; 

A  little  while  back,  John  Barracato  went  out  leads  Aetna's  Fire  and  Fraud  Investigation  Tean 
car  shopping.  He  bought  ten.  And  because  he  burned  those  ten  cars,  lav' 

Then  he  did  something  really  unusual.  enforcement  agencies  nationwide  can  more  ecJt 

He  torched  them.  detect  the  difference  between  accident  and  ar!> 
You  see,  John  happens  to  be  one  of  America's         As  a  result,  this  research  has  had  the  benej- 

leading  arson  experts.  Not  coincidentally,  he  also  cial  effect  of  putting  more  arsonists  behind  bai^  i 


ed  car  from  Aetna. 


More  tangibly  for  Aetna's  customers,  John's 
1  is  saving  millions  every  year  by  identifying 
mpted  arson  and  prosecuting  the  criminals 
attempt  to  profit  from  it. 
No  other  insurance  company  that  we  know 
>es  to  the  sometimes  extreme  lengths  that 


Aetna  does  in  order  to  fight  fraudulent  claims. 

But  that  works  to  the  advantage 
of  every  customer  who  invests  in  one  of 
our  insurance  policies. 

If  not  one  of  our  many  used  cars. 

AETNA.  WE  GIVE  NEW  MEANING  TO  THE  WORD  DILIGENT 


/Etna 


response  after  reading  the  article 
was  one  of  respect  for  Scott  McNealy 
and  for  the  more  than  10,000  employees 
of  Sun. 

For  any  leader,  much  less  a  34-year- 
old,  to  have  focused  the  collective  ener- 
gies of  the  people  who  created  Sun  in  a 
few  short  years  is  remarkable.  The  fact 
that  the  company  is  at  a  crossroads  and 
that  internal  and  external  factors  de- 
mand change  is  neither  surprising  nor 
unique  to  Sun.  I  am  certain  manage- 
ment's response  will  be  aggressive  and 
timely. 

Rick  Herrman 
Principal 
Arthur  Young 
Mpw  York 

U.S.  TELECOM  IS  DOING 
JUST  FINE,  THANK  YOU 

CORRECTIONS  &  CLARIFICATIONS 

A  survey  of  executive  education  pro- 
grams ("Give  your  business  skills  a  B- 
school  brush-up,"  Personal  Business,  - 
July  24)  overstated  the  capacity  of  Har- 
vard's 10-week  course.  Each  class  ac- 
cepts 150  to  160  executives. 

The  table  accompanying  the  article 
"Churning  out  earnings  as  the  econo- 
my starts  to  slow"  (Top  of  the  News, 
July  31)  contains  incorrect  information 
for  Tandem  Computers.  The  correct 
second-quarter  (Tandem's  third  fiscal 
quarter)  figures  are:  Sales  (millions) — 
$420.7;  %  change— -h24;  profits  (mil- 
lions)—$30.8;  %'  change—  -^78. 

In  "Investors  are  developing  a  taste 
for  this  poison"  (Finance,  July  10) 
Grumman  Corp.'s  assistant  treasurer, 
William  Wachino  Jr.,  was  incorrectly 
identified  as  the  chief  financial  officer. 

In  the  article  "American  cable  is  lasso- 
ing foreign  markets"  (Media,  Aug.  14) 
Hong  Kong  should  have  been  identi- 
fied as  a  British  colony. 

proves  workplace  productivity.  What  i; 
research  does  suggest  is  that  the  n- 
tionship  between  participation  and  obj- 
tively  measured  shop- floor  productiv 
is  negligible. 

In  most  other  instances,  productiv/ 
gains  appearing  to  stem  from  partici- 
tion  are  actually  the  result  of  changes  i 
job  design,  compensation  practices,  ' 
goal-setting  procedures  that  accompt 
the  switch  to  participation. 

John  A.  Wagner 
Associate  Profes:: 
Graduate  School  of  Businu 
Michigan  State  Univers? 
East  Lansing,  Mi. 

Editor's  note:  In  the  article,  BUSINl'-. 
WEEK  referred  to  a  study  by  economic 
Steve  Levine  and  Laura  D'Andrea  '.- 
son  of  the  University  of  Californ. 
Summarizing  major  studies,  their 
port  concluded  that  ''meaningful  p- 
ticipation  has  a  positive  effect  on  p- 
ductivity"  and  is   "almost  nev 
negative  or  neutral.  "  |j 

TINKERING  WITH  | 
THE  CASH  FLOW  FORMULA 

In  your  article  on  corporate  cash  fl.' 
l("Earnings,  schmernings — look  at  i: 
cash,"   Finance,  July  24),  the  wrir 
failed  to  address  two  important  point 

First,  his  definition  of  free  cai 
flow — cash  flow  minus  capital  exper- 
tures  minus  dividend.s — excludes  an  ■ 
justment  for  changes  in  noncash  wo- 
ing  capital.  In  our  financial  consulti| 
work,  we  have  found  that  working  a- 
tal  investment,  especially  for  compans 
that  are  experiencing  rapid  growth  i 
revenues,  is  often  a  significant  drain  a 
cash  flow  that  would  otherwise  be  c  • 
sidered  free. 

Second,  through  our  shareholder-va  i 
work  conducted  jointly  with  Chica/- 
based   Holt  Planning  Associates,  p 
have  observed  that  cash  flow  return  |i 
investment  (CFROI),  rather  than  simy 
stock  price/free  cash  flow,  seems  a  mis 
effective  yardstick  for  assessing  com.- 
ny  value.  Unlike  the  stock  price/fs 
cash  flow  multiple,  CFROI  reflects  ani- 
flation-adjusted  value  of  a  companfe 
fixed  assets  as  well  as  a  realistic  ei- 
mate  of  their  remaining  economic  lif( 
David  A.  Spieler,  i\ 
Senior  Consult- 1 
Arthur  D.  Litp 
Cambridge,  Mai. 

^#our  article  "People  aren't  laughing 
1  at  U.  S.  Sprint  anymore"  (Informa- 
tion Processing,  July  31)  mentioned  that 
"soon  it  became  clear,  however,  that 
U.  S.  Telecom  couldn't  make  it  alone." 
Please  note  that  our  company,  U.  S.  Te- 
lecom, a  federally  registered  trademark, 
has  been  making  it  alone  just  fine  for 
eight  years. 

We  are  in  no  way  associated  with 
United  Telecommunications.  In  fact,  liti- 
gation is  pending  as  to  the  unauthorized 
use  of  the  name  U.  S.  Telecom  by  United 
Telecommunications. 

Robert  Berger 
President 
U.  S.  Telecom  Inc. 
New  York 

Editor's  note:  United  Telecommunica- 
tions says  it  has  agreed  to  refrain 
from  using  the  U.  S.  Telecom  name  in 
its  promotional  material.  But  United 
is  seeking  court  permission  to  use  the 
name  U.  S.  Telecom  for  a  subsidiary 
that  holds  its  investm.e7it   in    U.  S. 

O  fJ  f  lltt. 

FREE  MA  BELL— 
AND  THE  BABIES,  TOO 

pendent  telephone  companies — including 
long  distance — with  nonregulated  cable- 
TV  monopolies,  and  with  international 
telecommunications  services. 

Meanwhile,  the  U.  S.  pays  again,  and 
our  telecommunications  system  drops  to 
fourth  place  behind  those  of  Britain, 
France,  and  Japan. 

Theodore  W.  Zetterberg 

AN  Rx  FOR  THE  CABLE  MESS: 
A  DOSE  OF  COMPETITION 

In  reference  to  "How  to  regulate  those 
B  cable  TV  operators"  (Editorials,  July 
17),  there's  an  alternative  to  either  re- 
turning cable  to  the  corruption  of  munic- 
ipal regulation  or  the  status  quo.  Ban 
exclusive  cable  franchises  as  violative  of 
First  Amendment  rights  and  allow  for 
competing  cable  systems.  To  be  sure, 
few  such  systems  will  be  built,  but  the 
threat  to  cable  operators  will  give  them 
a  motive  to  clean  up  their  act  to  avert 
competition. 

Jack  Mayer 
Arlington,  Va. 

IS  TEAMWORK  ALL 
IT'S  CRACKED  UP  TO  BE? 

^^egarding  "Will  Alfred  Sikes  fix  the 
■mpower  shortage  at  the  FCC?"  (Wash- 
ington Outlook,  June  26),  when  federal 
Judge  Harold  H.  Greene,  the  Justice 
Dept.,  Democrats  in  Congress,  and  regu- 
lators— federal  and  state— spayed  Amer- 
ican Telephone  &  Telegraph  Co.,  they 
created  an  unsexed  Ma  Bell  and  seven 
Baby  Bell  monopolies. 

The  "authorities"  have  strapped  Ma 
Bell  in  a  straitjacket  and  the  Baby  Bells 
in  Huggies  ever  since.  Hopefully,  FCC 
Chairman-to-be  Sikes  will  release  Ma 
Bell  and  encourage  the  Baby  Bells  to 
compete  with  each  other,  with  the  inde- 

^^espite  statements  to  the  contrary 
■^in  your  article  "The  payoff  from 
teamwork"  (Cover  Story,  July  10),  most 
research  fails  to  support  the  assertion 
that  workplace  participation  per  se  im- 

Letters to  the  Editor  should  be  sent  to  Rea(S 
Report,  Business  Week,  1221  Avenue  of  the  Am- 
cas,  New  York,  N  Y.  10020.  Fax:  (212)  512-6a 
Telex:  12-7960,  Intl.  4998204.  All  letters  musH- 
clude  an  address  and  daytime  and  evening  tJ- 
phone  numbers.  We  reserve  the  nght  to  edit  let's 
for  clarity  and  space. 
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How  can  you  make  your  vacation  money  go  furtlier? 


O  Stay  with  friends. 
O  Stay  on  the  beach  until 
the  stores  close. 
O  Use  AT&T  and  your 
AT&T  Card  to  save  from 
public  phones. 


all  after  call,  AT&T  is  the  best  value  around.  For  the  facts  about  prices,  call  1  800  2  25-7466  Ext.  1011. 


1989  AT&T 


^AT&T 

The  right  choice. 


All  across  the  world,  governments  anc 
people  are  working  to  reduce  the  use  o 
chlorofluorocarbons  (CFCs) 

Yet  CFCs  not  only  help  to  air  conditior 
our  honnes  and  offices,  they  also  flov\ 
through  refrigerator  coils,  keeping  fooc 
fresh  and  making  sure  blood  donations  are 
safely  stored  in  hospitals 


Protecting  the  ozone  layer  took  a 


At  ICI  we  believe  in  solutions.  WhicI' 
is  why  we  have  already  committed  vas 
resources  to  the  immediate  developmen 
and  distribution  of  these  products 

This  is  just  one  of  the  issues  with  whicf" 
ICI  IS  concerned.  We're  also  fighting  hungei 
through  plant  breeding  technology  We're 
helping  people  live  better  lives  with  the 
development  of  products  for  hypertension 
and  heart  disease.  And  we're  developing 
stronger  lighter  composite  materials 
for  satellites 

At  ICI  we  are  continuing  in  our  efforts^ 
to  find  the  best  solution  to  all  kinds 
of  problems,  every  day 

Because  we  believe  the  coolest  idea 
is  one  which  is  the  best  solution 


Work!  Problems  World  Solutions 


Food  must  not  be  allowed  to  go  rotten,  anc 
donated  blood  is  needed  to  save  lives 
That's  why  ICI  is  developing  a  new  generatior 
really  cool  idea  ofozone-fnendlyfluorocarbons 

Not  only  do  they  serve  the  same  purpose? 
as  CFCs,  but  they  also  can  help  mankinc 
protect  the  ozone  layer  the  invisible 
shield  that  protects  us  all 


Al?  -  431= 
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DEALING  WITH  THE  CHINESE 

By  Scoti  D.  Seligman 

Warner  Books  •  213pp  •  $12.95 


IF  EVERYBODY  BOUGHT  ONE  SHOE 

By  Graeme  Browning 

Hill  &  Wang  •  239pp  •  $18.95 


TWO  TOP-NOTCH  PRIMERS 
EVEN  AFTER  TIANANMEN 


Two  fine  books  about  doing  busi- 
ness in  China  have  appeared  in  a 
classic  case  of  right  place,  wrong 
time.  PubHshed  just  weeks  after  Chinese 
soldiers  fired  on  unarmed  pro-democracy 
protesters  in  Beijing,  neither  book  dis- 
cusses the  political  upheaval  and  subse- 
quent flight  of  foreign  businesspeople. 
But  both  address  aspects  of  China's 
business  culture  and  climate  that  existed 
before  the  present  situation  developed. 
And  both  contain  lessons  likely  to  prove 
useful  if  business  picks 
up  again. 

Scott  Seligman's  Deal- 
ing with  the  Chinese  of- 
fers pointers  on  eti- 
quette and  negotiating 
that  will  be  relevant  for 
years  to  come.  Graeme 
Browning's  //  Every- 
body Bought  One  Shoe 
explains  why  the  U.  S. 
love  affair  with  China 
soured  in  the  mid-1980s. 
Pointing  to  inherent  fric- 
tions between  Chinese 
and  foreign  busi- 
nesspeople, she  shows 
how  the  initial  enthusi- 
asm of  U.  S.  companies 
changed  to  uncertainty 
and  disappointment  long 
before  the  shooting  in 
Tiananmen  Square.  It  would  be  a  pity  if 
the  June  4  crackdown  kept  Western 
readers  from  buying  these  books. 

Seligman's  is  a  particular  delight.  In- 
tended as  a  reference  for  executives,  it's 
simple  enough  for  neophytes  on  their 
first  trip  to  China,  complete  enough  for 
those  who  visit  regularly,  and  entertain- 
ing enough  to  read  at  the  beach.  Selig- 
man, a  Burson-Marsteller  creative  direc- 
tor who  has  years  of  experience  in  China 
and  speaks  Mandarin  fluently,  tells  how 
to  make  sure  you  never  cause  a  Chinese 
counterpart  to  lose  mianzi,  or  "face." 
He  explains  why  you  shouldn't  stick 
your  chopsticks  straight  up  in  a  bowl  of 
rice  (when  vertical,  they  resemble  in- 
cense sticks  at  a  funeral).  And  he  helps 
you  tell  the  difference  between  a  gift 
and  a  bribe. 

Seligman  can  save  visitors  to  China  a 
lot  of  embarrassment.  Suppose  you  take 
a  tumble  on  a  slippery  floor,  and  the 
Chinese  around  you  just  stand  there  gig- 


gling. Don't  be  offended,  says  Seligman. 
"Laughter  is  . .  .  one  way  the  Chinese 
have  of  dealing  with  uncomfortable  cir- 
cumstances." And  if  a  Chinese  asks  you 
how  much  you  earn  or  why  you  are 
childless,  he's  just  making  small  talk. 
Either  answer  straightforwardly,  or  dis- 
miss such  questions  humorously. 

A  former  financial  reporter  for  the 
Chicago  Sun-Times,  Browning  is  a  rela- 
tive newcomer  to  China,  and  in  places 
her  inexperience  shows.  But  she  is  far 


from  naive,  and  while  less  timeless,  her 
book  is  more  analytical  than  Seligman's. 
Examining  the  experiences  in  China  of 
Occidental  Petroleum,  American  Motors, 
Gillette,  and  Beatrice,  she  attempts  to 
explain  why  the  business  bubble  burst. 
The  most  ambitious  U.  S.  joint  venture  in 
China,  Occidental's  $750  million  open-pit 
mine  project,  has  met  formidable  obsta- 
cles since  Armand  Hammer  started  it  in 
1982.  First,  Oxy  found  out  that  for  the 
Chinese,  a  contract  is  simply  a  starting 
point,  not  a  binding  commitment.  "Our 
joint-venture  partner  hasn't  lived  up  to 
one  single  promise  yet,"  a  top  Oxy  man- 
ager told  Browning.  Then,  there  was  the 
culture  clash.  Located  in  a  remote  and 
primitive  part  of  the  country,  the  mine 
project  angered  local  peasants,  one  of 
whom  attacked  a  mine  worker  and  bit 
off  the  end  of  his  nose.  Unmotivated 
labor  was  another  problem.  Finally,  a 
sharp  drop  in  the  price  of  coal  soured 
many  bankers  on  the  project.  Now,  some 


Oxy  managers  say  their  days  at  i 
mine  are  numbered. 

If  China's  huge  potential  as  a  ma;f 
was  a  myth,  why  did  so  many  lai 
well-known  U.  S.  companies  in^s 
there?  One  reason,  says  Browning,  i 
the  warm  reception  the  Chinese  j, 
visiting  executives.  The  friendliness! 
off  what  China  scholar  Lucian  Pye  r 
the  Westchester  County  Syndrd 
Browning  describes  this  as  "the  o 
whelming  desire  to  chance  upon  anu 
powerful  corporate  chief  on  some 
vate  golf  course  outside  New  York 
and  say  in  passing:  'Oh,  yes,  I  just 
turned  from  China,  where  I  opened 
way  for  our  company  to  do  busin<  < 
These  self-satisfied  executives  nevi  i 
alized  that  a  smooth  meeting  di 
guarantee  results,  and  that  negotia 
a  deal  or  implementing  a  contract 
far  tougher  than  they  ever  imagine 
One   reason  An 
cans'  expectations 
raled  out  of  propdi 
to  their  experienti- 
the  cyclical  natui> 
Chinese  politics.  A 
the  isolation  and  x 
phobia  of  the  late  i 
and    early  1970s, 
seemed  China  coulii. 
nowhere  but  up — in 
tics,  economics,  and 
man  rights,  as  wi  l 
business.     On  il 
fronts,  the  record  n! 
1980s  was  not  gn-a 
world  standards.  11  u 
Chinese  historical  i:c 
dards,  it  was  fantaji 
Business      condi*  - 
were  bad,  but  pr- 
in  the  early  1980s  . 
so  fast  that  no  one  minded  much  at  1 
It  wasn't  until  the  progress  slowf 
the  mid-1980s  that  both  foreign  ; 
nesspeople  and  well-informed  CIn 
citizens  began  to  judge  China  on  a  j 
al  scale — and  were  dismayed.  ; 

In  fact,  most  Americans  weren't  4^ 
more  gullible  than  the  Chinese, 
shared  the  same  cycles  of  euphoria 
despair.  The  year  1984,  a  high  tidf 
business  optimism,  was  a  turning  ] 
for  China.  After  that,  Chinese  intell' 
als,  taxi  drivers,  managers,  and  stui: 
began  to  get  cynical.  While  most 
ported  Deng  Xiaoping's  economit 
forms,  their  expectations,  too,  had 
raised  so  high  that  the  changes  ( 
not  meet  them.  With  20/20  hindsight, 
can  see  these  hopes  were  unfulfillalp 
for  foreign  business  and  China  aliki 
BY  DORI  JONES  r 
Hong  Kong  Bureau  Chief  Jones  Yam 
covered  China  for  10  years  and  never 
not  to  stand  her  chopsticks  in  her  nc 
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Why  North  Carolina  Had 
TEvoTeams  InThe  Finals 


Last  fall,  Sears  announced  the  sale  of  the  Sears  Tower 
and  the  possible  relocation  of  its  Merchandise  Group 
headquarters  with  up  to  4,000  families  being  directly 
affected.  It  was  to  be  the  largest  corporate  move  in  the 
nation's  history. 
Competition: 

•  All  50  states 
Finalists: 

•  Raleigh,  NC  •  Charlotte,  NC  •  Midwest  Location 

•  Southwest  Location 

How  Two  North  Carolina  Cities 
Reached  The  Finals: 

•  North  Carolina  is  home  to  the  nations  fifth  largest 
financial  center. 

•  Two  international  airline  hubs— Piedmont/US  Air 
and  American  Airlines. 

•  Education— free  kindergarten  to  a  l6-campus  univer- 
sity system. 

•  Fifty  eight  Community  Colleges  providing/ree  train- 
ing and  re-training  programs  for  new  or  expanding 
businesses. 

•  Large  and  productive  labor  force— North  Carolina  is 
the  tenth  most  populous  state  in  the  nation. 

•  Low  enei^  and  construction  costs. 

•  Unequaled  proximity  to  major  markets. 

•  Quality  of  life— From  the  Great  Smokey  Mountains  to 
the  Outer  Banks,  North  Carolina  has  abundant  year- 
round  activities  to  suit  anyone's  taste. 
Additional  Points  Scored  by  North  Carolina: 

•  Over  12,000  Sears  employees  are  already  working  in 
North  Carolina  in  its  retail  stores,  catalog  sales,  distribu- 
tion, credit  card  and  electronic  repair  centers. 

•  Sears  largest  U.S.  vendor  support  network  with  330 
North  Carolina  companies  supplying  Sears  with  quality 
products. 

So  why  did  North  Carolina  have  two  cities  in  the 
finals?  With  all  we  have  to  offer  a  growing  company,  the 
answer  is  simple— no  contest! 

To  find  out  how  your  new  or  expanding  business 
will  score  in  North  Carolina,  contact:  Robert  G. 
Brinkley,  Assistant  Director— Business/  Industry 
Development  Division,  North  Carolina  Department  of 
Commerce,  430  North  Salisbury  Street,  Raleigh,  North 
Carolma  27611,  phone:  (919)733-4151. 


North  Garouna 

The  Better  Business  Climate 


"How  can  we  expect 
our  people  to  connect  if 
our  computers  can't?" 


Your  sales  staff  doesn't  know 
what's  going  on  in  marketing. 
Purchasing  and  accounting  can't 
agree  on  the  numbers.  And 
production  isn't  communicating 
with  R&D. 

Hewlett-Packard  has  a  better  way. 

A  truly  open  computer  net- 
working strategy.  A  strategy  that 
acknowledges  the  fact  that  the 
real  world  is  a  multivendor  world. 
A  strategy  that,  unlike  those 


of  other  companies,  is  uniquely 
dedicated  to  standards  which 
make  that  real  world  work. 

We  call  it  HP  AdvanceNet. 

It's  a  strategy  that  protects 
your  investment.  That  increases 
productivity  by  insuring  that 
everyone  in  your  organization 
has  access  to  the  information 
they  need  when  they  need  it. 
And  that  conforms  to  standards 
which  offer  your  company  far 
greater  potential  for  communica- 
tion and  growth  into  the  future. 


If  you  believe  your  company 
works  better  when  people,  and 
computers,  work  together, 
pass  this  number  on  to  your 
information  systems  manager: 
1-800-752-0900,  Ext.  604E. 
We'll  send  the  complete 
AdvanceNet  story. 

There  is  a  better  way. 


EWLETT 
PACKARD 


conomic  ViewDOint 


INVESTMENT 
IS  FINE- 
IT'S  THE 
CRITICS  WHO 
ARE  WRONG 

BY  PAUL  CRAIG  ROBERTS 


In  real  terms,  investment 
as  a  share  of  GNP  reached  a 
postwar  high  in  the  1980s.  But 
economists — and  the  Fed — 
insist  on  misreading  the 
figures,  which  could  send 
the  economy  into  a  tailspin 


PAUL  CRAIG  ROBERTS  HOLDS  THE 
WILLIAM  E  SIMON  CHAIR  OF  POLITICAL  ECONOMY 
AT  THE  CENTER  FOR  STRATEGIC 
&  INTERNATIONAL  STUDIES  IN  WASHINGTON 


Investment  in  capital  goods  reached 
unprecedented  postwar  heights  dur- 
ing the  Reagan  years.  It  is  important 
to  understand  this  because  present  Fed- 
eral Reserve  Board  policy  is  based  on 
the  incorrect  assumption  that  there  has' 
been  a  paucity  of  investment  in  the 
1980s,  leading  to  overconsumption  and 
renewed  inflation.  The  federal  budget 
deficit  is  viewed  as  the  primary  evidence 
of  overconsumption. 

These  fears  of  inflation  are  about  to 
receive  a  new  boost.  According  to  the 
i-ule  of  thumb  used  by  the  Congressional 
l)udget  Office  to  estimate  the  budgetary 
impact  of  economic  growth,  the  current 
slowdown  will  swell  the  deficit  by  about 
$50  billion.  This  comes  on  top  of  approxi- 
mately $33  billion  added  to  the  deficit  by 
the  Fed's  efforts  to  slow  consumption 
with  higher  interest  rates.  If  the  landing 
is  harder  than  the  Fed  expects,  the  defi- 
cit outlook  will  be  worse. 
GROSS  UNDERSTATEMENT.  The  claim  of 
poor  investment  performance  is  based 
on  what  is  termed  "nominal  net  invest- 
ment," a  measure  that's  fundamentally 
misleading.  During  the  1980s,  the  prices 
of  capital  goods  rose  only  about  half  as 
fast  as  prices  generally.  With  the  econo- 
my inflating  faster  than  capital  goods, 
the  "nominal,"  or  current-dollar,  mea- 
sure of  investment's  share  of  gross  na- 
tional product  understates  the  amount 
of  real  investment  that  is  taking  place. 

For  example,  if  the  economy  were 
adding  new  factories  every  year  at  a 
107'^  higher  cost,  the  share  of  investment 
as  a  percentage  of  GNP  would  appear  to 
be  falling  if  all  other  prices  were  rising 
by  207.  Measuring  investment  in  real 
terms  avoids  misinterpreting  this  decline 
in  the  relative  price  of  capital  goods  as  a 
fall  in  investment's  share  of  GNP. 

The  "net"  component  of  nominal  net 
investment  also  works  to  understate  in- 
vestment. On  the  surface,  net  invest- 
ment— the  amount  that  is  added  to  in- 
vestment after  depreciation  is  figured 
in — seems  a  better  indication  of  the 
growth  of  productive  ability  than  gross 
investment.  But  net  investment  can  fall 
simply  because  of  a  shift  in  the  composi- 
tion of  investment  from  longer-lived  as- 
sets, such  as  buildings,  to  shorter-lived 
assets,  such  as  equipment,  that  generate 
more  depreciation  and  cash  flow. 

Net  business  fixed  investment  has 
been  falling  as  a  share  of  GNP  since 
1966.  This  decline  reflects  a  rise  in  the 
depreciation  rate  corresponding  with  in- 
creases in  equipment's  share  of  invest- 
ment from  about  577'  to  717',  a  trend 
accelerated  by  tax  reform.  Thus,  the 
gross  measure  of  investment  guards 
against  confusing  a  change  in  asset  mix 
with  a  decline  in  investment  behavior. 
In  real  terms,  gross  investment  as  a 


share  of  GNP  reached  a  postwar  higrn 
the  1980s.  This  investment  performae 
greatly  contributed  to  the  recovery  f 
U.  S.  productivity  growth  from  its  no- 
standstill  in  the  i970s.  Since  1981,  An-- 
ican  manufacturing  productivity  Is 
been  especially  impressive,  growing  t 
almost  double  the  postwar  average. 

The  strength  of  U.  S.  business  invi 
ment  and  productivity  growth  dur 
this  decade  has  been  extraordinary  \ 
light  of  the  relatively  high  unempl- 
ment  and  low  capacity  utilization  dur 
much  of  this  time.  If  investment  is 
justed  for  such  a  cyclical  difference, 
strength  during  the  Reagan  years  is 
precedented  in  the  postwar  period. 

The  misleading  portrayal  of  U.  S. 
vestment  performance  in  the  1980s 
part  and  parcel  of  the  attack  on  R 
gan's  policy  of  restoring  private  proi 
ty  rights  and  free  markets.  Many  Am 
can  economists  remain  preoccupied  w 
distributional  issues,  and  they  contii; 
to  associate  fairness  with  more  gove- 
ment  intervention  in  the  economy.  Si 
economists  view  the  Reagan  tax  cut 
having  deprived  government  of  the  re 
nues  necessary  for  the  pursuit  of  f; 
ness.  Consequently,  they  have  tried 
deny  that  tax  cuts  resulted  in  impruv 
economic  performance. 

The  lack  of  confidence  in  a  free  eco  - 
my  on  the  part  of  the  Federal  Reser 
many  academic  economists,  and  libe 
members  of  the  media  explains  the 
due  emphasis  on  the  failures,  rati 
than  the  successes,  of  Reaganom 
Nothing  would  please  tax-and-spend 
vocates  more  in  their  effort  to  revive 
growth  of  the  welfare  state  than  a 
cession  that's  pinned  on  tax  cuts. 
LAST-MINUTE  SAVE.  It's  Unfortunate  ti|t 
Federal  Reserve  policy  has  been  aff* 
ed  by  misleading  measures  of  sa\ 
and  investment.  In  the  mistaken  be  : 
that  the  growth  of  investment  was  R 
weak  to  permit  noninflationary  gY(ym 
the  Fed  has  twice  come  perilously  clC 
to  wrecking  the  Reagan  expansion. 

Newly  released  data  from  the  Ccv 
merce  Dept.  show  that  the  economy  ii 
most  fell  into  recession  during  the  s;* 
ond  and  third  quarters  of  1986.  In 
second  quarter,  the  economy  contrac  i' 
by  1.87  and  was  saved  from  recess  i' 
by  a  tiny  0.87-  third-quarter  expansio  ;| 

As  a  result  of  an  extremely  tight  m 
etary  policy  from  January,  1988,  to  Ji£, 
of  this  year,  the  economy  has  lost 
momentum,  is  slowing  markedly,  i\ 
may  be  tumbling  into  recession.  If  1= 
expansion  is  curtailed  and  millions  a 
people  suffer,  it  will  be  the  direct  coni- 
quence  of  a  misconstruing  of  the  Rt' 
gan  economy  as  an  inflationary,  cj- 
sumption-led  expansion  accompanied  ^' 
weak  investment.  I 
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A  technical  advantage  first  probed  by  nature. 


rom  source  to 
destination:  digestive  fluid 
s  conducted  from  a 
entral  gland  in  the 
\radida's  body  to  ttte  tip 
if  its  proboscis. 


■er  beams  are  also 
itted  from  a  central 
irce.  Glass  fibers 
ve  to  conduct 
icentrated  laser 
\rgy  to  a  specific 
■tination,  tt)us  making 
use  of  laser  energy 
zt)  more  flexible.  One 
ti  application  is  a 
ding  robot  based  on 
'cal  transmission 
mology  developed 
Sctiott. 


The  Aradida,  less  attractively 
known  as  the  flat  bug,  gets  its 
nourishmentfromdeepcrevices 
in  tree  bark. 

 To  do  this,  it  uses  a  slen- 
der proboscis  which  stretches 
up  to  six  times  the  length  of  its 
body.  And  since  the  proboscis  is 
too  fine  to  accommodate  a 
gland,  the  digestive  fluid  is 
produced  centrally,  in  the  bug's 
body.  This  secretion  is  then 
conducted  to  its  destination 
through  a  duct. 

 Schott's  transmission 

technology  works  in  a  similar 
vein.  Because  laser  emission 
equipment  is  large  and  un- 
wieldy, it  cannot  be  used  in 
restricted   situations.   But  by 


using  flexible  optical  fibers,  it 
is  possible  to  conduct  laser 
energy  from  a  centrally  located 
emitter  to  a  wide  variety  of 
destinations  with  a  minimum 
loss  of  power. 

 And  because  our  optical 

fibers  are  no  thicker  than  the  flat 
bug's  proboscis,  these  energy- 
packed  rays  can  be  used  even  in 
a  very  tight  spot. 

 Laser  delivery  systems 

using  flexible  optical  fibers, 
available  from  Schott  Fiber 
Optics,  are  just  one  example  of 
how  Schott's  innovative  devel- 
opment responds  to  specific 
needs.  In  today's  world  special 
glass  helps  keep  technology 
advancing. 


 Schott  worldwide:  50,000 

products,  42  production  facili- 
ties, represented  in  more  than 
100  countries,  with  over  $1  bil- 
lion in  sales. 

 Schott  in  the  USA:  8 

companies  employing  more 
than  1,200  people. 

 Would  you  like  to  know 

more  about  our  special  glass? 
Write  to:  Schott  Corporation, 
Department  B20,  3  Odell  Plaza, 
Yonkers,  NY  10701. 


O  SCHOTT 

Nobody  knows  more  about  glass. 


What  makes  Kodak  copiers  so  reliable?  The 
people  who  build  them  say  it's  their  individual 
and  collective  obsession  with  quality. 
We  think  they're  right. 

For  years  now,  Kodak  copiers  have  been 
acknowledged  leaders  in  quality  and  reliability 
But  the  people  who  build  them  set  out  to  make 
them  even  better  By  making  people  individually 
responsible  for  the  quality  of  what  they  build. 
Productivity  soared,  and  quality  soared  along  wil 
it.  Each  of  us  is  personally,  permanently  involved 
When  you  happen  to  need  service,  our 
people  are  the  best  around.  But  the  quality 
that's  built  //7f()  Kodak  copiers  gives  them  i 

Pa  big  head  start!  For  details,  ' 
'  call  1 800  255-3434,  Ext.  125. 

H  Quality: 

The  Kodak  copier  advantage. 
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The  new  vision  of  Kodak 
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Kodak  copiers  stay  reliable  because  Kodak 
copier  service  people  are  well  trained 
and  equipped.  We  couldn't  agree  more. 

Kodak  cupit'r  service  people  spend  an  average  ot 
one  day  out  of  every  two  weeks  in  training 
courses.  We've  initiated  systems  that  not  only  help 
us  respond  fast  to  a  service  call,  but  supply 
the  lifetime  service  history  of  the  copier  That 
means  we  arrive  knowing  what  needs  to  be  done, 
and  with  the  right  tools.  A  computerized 
system  keeps  us  on-line  with  the  accumulated 
experience  of  every  other  Kodak  copier  we've  ever 
installed.  We  fix  it  right  the  first  time;  you're 
back  in  production  right  away. 

By  all  means.  Kodak  copiers  are  the  best- 

* built  in  the  industry.  But  the  finest  equipment 
is  only  as  good  as  the  service  that  comes 
.   ^  ^      with  it.  For  details,  call 
—  ™;      '    7  800  255-3434,  Ext.  125. 
Service: 

^  ^  The  Kodak  copier  advantage. 
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BY  GENE  KORETZ 


BUSINESS  TALKS 
A  BETTER  R&D  GAME 
THAN  IT  PLAYS 


American  business  continually  be- 
moans its  "lost  competitiveness" 
and  generally  concedes  that  one  of  the 
most  critical  needs  to  assure  its  long- 
term  future  is  enhanced  investment  in 
research  and  development.  Yet  "U.  S. 
businesses  apparently  intend  to  continue 
to  neglect  R&D  activity,"  reports  Data 
Resources,  a  McGraw-Hill  Inc.  unit. 

According  to  the  latest  DRl/McGraw- 
Hill  annual  survey  of  corporate  R&D 
spending  plans,  such  expenditures  are 


R&D  SPENDING  GROWTH 
IS  DOWN  TO  A  CRAWL 


■84  '8^ 
A  PERCENT  CHANGE 


EST.  PUNNED 
DATA:  NATIONAL  SCIENCE  FOUNDATION,  DRI/McGRAW-HILL 


slated  to  rise  just  5.5''  this  year.  While 
that's  slightly  higher  than  last  year's 
meager  4.77c  advance,  it's  actually  lower 
in  real  terms.  With  inflation  running  at 
its  fastest  clip  since  1982,  dri  economists 
figure  that  real  outlays  will  increase  by 
less  than  17  in  1989,  compared  with  1.37 
in  1988  and  3.77  in  1987  (chart). 

The  disquieting  reality  is  that  R&D  ex- 
penditure growth  has  slowed  sharply  in 
recent  years  despite  its  widely  acknowl- 
edged importance.  After  rising  at  a  hef- 
ty 12.77  annual  clip  from  1976  through 
1985,  such  outlays  have  been  crawling 
forward  at  less  than  a  67'  rate.  In  real 
terms,  the  slowdown  has  been  even 
more  drapiatic,  with  spending  growth 
falling  from  a  6.1!'^  average  rate  to 
about  1.87  (counting  this  year).  In  fact, 
1989  will  mark  the  third  time  in  four 
years  that  R&D  investment  has  expanded 
more  slowly  than  the  economy  itself. 

To  be  sure,  some  business  sectors  are 
planning  double-digit  increases  this  year: 
Metal  mining  projects  a  15.67  rise  in 


current-dollar  outlays;  stone,  clay,  and 
glass,  157;  rubber  and  plastic,  13.57; 
and  business  services,  13.87.  But  these 
account  for  a  very  small  slice  of  the  R&D 
pie,  while  the  traditional  big  spenders, 
aerospace  and  electrical  equipment,  ai"e 
boosting  spending  by  only  6.17  and 
3.17',  respectively.  Other  big  R&D  inves- 
tors such  as  chemicals,  motor  vehicles, 
and  nonelectrical  machinery  are  antici- 
pating increases  of  5.67  to  8.67. 

DRI  attributes  the  ongoing  slump  in 
R&D  spending  to  business'  continuing  ob- 
session with  short-term  profits,  a  trend 
that  has  been  fostered  by  the  merger 
and  acquisition  boom,  rising  debt  bur- 
dens, and  persistently  high  real  interest 
rates.  Yet,  notes  economist  Nigel  Gault, 
research  studies  suggest  that  after  a 
few  years,  R&D  investment  produces  an- 
nual returns  of  about  207  for  the  initial 
investors — plus  another  257^  that  ac- 
crues to  society  as  a  whole  as  new  tech- 
nology and  other  advances  spill  over  to 
the  rest  of  the  economy.  Indeed,  DRl's 
economic  model  indicates  that  a  perma- 
nent 17  reduction  in  the  growth  rate  of 
real  R&D  investment  eventually  leads  to 
a  0.857  cut  in  the  economy's  potential 
growth  rate. 


A  THINNER  TRADE  GAP 
WILL  PUT  THE  HEAT 
ON  BUDGET-CUTTERS 


As  noted  in  these  columns  last  week, 
recent  data  revisions  indicate  that 
the  overall  trade  deficit  is  significantly 
smaller  than  previously  thought.  Be- 
cause of  new  details  on  service  "ex- 
ports," such  as  spending  by  foreign 
tourists  and  students  in  the  U.  S.,  the 
1988  trade  deficit  in  goods  and  services 
was  revised  down  by  227,  or  $21  billion. 
And  the  trade  deficit  for  the  first  quar- 
ter of  1989  was  slashed  by  327  ,  or  more 
than  $25  billion  (at  a  seasonally  adjusted 
annual  rate)  from  the  original  estimate 
of  $79.3  billion. 

Welcome  as  this  news  is,  economist 
Robert  H.  Chandross  of  Lloyds  Bank  in 
New  York  points  out  that  it  has  a  worri- 
some aspect.  Because  the  trade  deficit  is 
the  major  source  of  foreign  investment 
funds  flowing  into  the  U.  S.,  any  reduc- 
tion in  the  trade  gap  lowers  the  amount 
of  foreign  savings  available  to  finance 
the  federal  budget  deficit  and  domestic 
investment.  Thus,  one  result  of  the  high- 
er figures  for  U.  S.  service  exports  has 
been  a  sharp  downward  revision  in  the 
numbers  relating  to  foreign  investment. 

Net  foreign  investment  in  the  U.  S. 
last  year,  notes  Chandross,  was  previ- 
ously estimated  at  $136.2  billion  but  is 
now  set  at  $122.8  billion,  or  $29  billion 


less  than  last  year's  budget  d% 
What's  more,  net  foreign  investmtt 
the  first  half  of  this  year  has  beerr 
ning  at  only  a  $100.5  billion  annual  • 
while  most  observers  believe  the  i> 
deficit  will  be  close  to  last  year  - 
That  means  the  Treasury  will  ha 
rely  more  on  domestic  savings  to 
the  budget  gap.   In  short,   "v\  i 
meaningful  progress  in  cutting  tin 
eral  deficit,"  warns  Chandross,  "tin 
trade  numbers  point  to  an  incn 
risk  that  the  government's  fina 
needs  will  push  up  interest  rate.^. 
crowd  out  domestic  investment." 


DON'T  GET  TOO 
COMFORTABLE  UP  THES 
IN  THE  EXECUTIVE  SUII 


If  you're  an  aspiring  top  ext^ 
take  heart  from  today's  uncert.r 
nomic  climate.  And  if  you're  alri 
the  highest  rung  of  the  executive  1: 
don't  rest  on  your  laurels.  That  st  i' 
be  the  underlying  message  of  the 
elation  of  Executive  Search  Consul : 
report  on  headhunting  activity  ii 
second  quarter.  The  association  rtc 
that  demand  for  senior  executij! 
presidents,  chief  executive  off t- 
chairmen,  and  division  general  m  , 
ers — rose  by  47  over  the  first  qir 
and  accounted  for  24%-  of  the  l,00tp 
searches  initiated  by  members. 

Says  AE.SC  President  Janet  I 
Parker:  "Recession  anxiety  is  ra 
companies  and  corporate  boards  ti  > 
ly  scrutinize  and  monitor  their  r; 
decision-makers  and,  in  some  inst; . 
to  replace  them." 


IS  2%  INFLATION 
ABOUT  TO  REAR 
ITS  LOVELY  HEAD? 


ost  economists  agree  that  con: 
ler  inflation  is  losing  steam 
jumping  at  a  5.57  to  67  annual  i-  ■ 
the  first  half.  But  a  growing  m 
think  the  slowdown  could  be  surpi.i 
ly  sharjj — and  persistent.  Maury  lu' 
at  Paine  Webber  Inc.  believes  con^• 
price  hikes  are  now  set  to  rise  at  a 
est  47  pace  through  1990.  Man 
Barnes  of  The  Bank  Credit  Ai 
says  that  "there's  good  reason  to  1^ 
that  inflation  could  come  in  well 
47  next  year."  And  Robert  J.  Barii 
Shearson  Lehman  Hutton  Inc.  a 
soft  gasoline  and  food  prices  cou  > 
consumer  inflation  to  a  27  rate  i  1 
current  quarter  and  below  3.57  th  u 
the  first  quarter  of  1990. 
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BY  JAMES  C.  COOPER  AND  KATHLEEN  MADIGAN 


ME  SECOND  HALF  WON'T  SIZZLE 
UT  IT  WON'T  FIZZLE,  EITHER 


t  GROWTH  STARTS 
BKINS  STRONGER 


m  LABOR  DEn.,  BW 


■he  second  half  is  coming  into  clearer  focus.  July's 
Fhealthy  report  from  the  labor  markets  is  soothing 
I  fears  that  the  economic  slowdown  will  sink  into 
ssion.  Fresh  job  gains  are  bolstering  consumers'  in- 
es  and  their  spirits.  That,  together  with  the  four- 
th decline  in  interest  rates,  should  help  shore  up 
?ing  sectors  such  as  housing  and  autos. 

Meanwhile,  the  second-half 
outlook  for  inflation  is  improv- 
ing. Manufacturing  is  gearing 
down  in  response  to  the  first 
half's  consumer-spending  mal- 
aise, and  that's  helping  to  brake 
inflation  in  the  goods-producing 
sector.  Prices  for  food  and  ener- 
gy, largely  responsible  for  the 
first-half  speedup  in  inflation, 
look  tamer  in  the  second  half. 
Still,  the  inflation  outlook 
.  worry-free.  Service  prices  aren't  nearly  as  re- 
ined as  goods  prices.  And  service  wages  are  rising 
h  faster  than  those  in  manufacturing.  Because  of 
■  productivity  grov^h,  fast-rising  unit  labor  costs  are 
ing  a  floor  under  service  inflation, 
addition,  economic  growth  this  half  does  look  decid- 
sluggish.  In  past  expansions,  weakness  in  manufac- 
ig  has  always  hit  other  sectors.  The  government's 
ing  indicators  continue  to  forecast  a  slower  economy. 

BS  ARE      The  labor  markets  tell  the  economy's  sto- 
',BUT        ry.  They  show  slower  but  healthy  job 
growth,  with  manufacturing  responsible 
C10RIES  most  of  the  weakness.  Nonfarm  pay- 

rose  by  just  169,000  in  July,  to  108.7  million,  com- 
sd  with  an  average  monthly  gain  of  244,000  in  the 
:  half.  Still,  the  unemployment  rate  fell  slightly,  from 
'  to  5.2%>,  as  large  numbers  of  teenagers  found  jobs. 
Ithough  July  job  growth  was  the  smallest  in  more 
1  three  years,  the  government  revised  the  June  gain 
ply  higher,  to  250,000  from  180,000.  In  fact,  in  each 
th  of  the  second  quarter,  the  Labor  Dept.  refigured 
i  increases  to  the  preliminary  job  dati^  (chart).  So 
's  payroll  figures  may  well  be  revised  upward  when 
August  job  data  are  released, 
eported  job  growth  in  either  August  or  September, 
mding  upon  the  timing  of  the  Labor  Dept.'s  survey, 
look  unusually  weak  at  first  glance,  but  that  will 
let  the  strike  over  health  care  benefits  by  more  than 
'300  communications  workers  at  some  of  tiie  regional 
by  Bell"  phone  companies. 


Weak  demand  for  many  goods,  however,  is  cutting 
into  factory  payrolls.  Manufacturing  jobs,  basically  flat 
in  July,  have  been  shrinking  since  hitting  their  peak  for 
this  expansion  at  19.7  million  jobs  in  March.  And  the 
factory  workweek  was  unchanged  at  41  hours.  That 
means  factory  output  remained  sluggish  last  month. 

All  the  weakness  has  been  in  durable  goods.  The  auto 
industry  is  hurting  because  of  sluggish  demand  for  do- 
mestically made  new  cars.  And  U.  S.  capital-goods  manu- 
facturers are  losing  out  to  foreign  producers  during  the 
current  equipment  spending  boom.  Imports  captured  a 
record  34.3%  of  the  capital-goods  market  in  the  second 
quarter.  Hardest  hit  have  been  U.  S.  electrical  machinery 
makers,  where  28,000  jobs  have  been  lost  since  March. 

Nondurable  goods  employ- 
ment, however,  has  grown 
strongly  this  year,  despite  fall- 
ing consumer  spending  for  such 
goods.  More  than  21,000  jobs 
were  added  in  July  alone.  Ex- 
ports are  the  key  support.  In 
the  first  half,  real  foreign  ship- 
ments of  softgoods,  including 
chemicals  and  paper  products, 
rose  at  a  25.5%  annual  rate. 
Consumer-led  sluggishness  in 
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manufacturing  is  a  big  reason  for  the  downturn  in  the 
government's  index  of  11  leading  indicators  that  signal 
the  economy's  future  course.  In  June,  the  index  dipped 
0.17o,  the  fourth  decline  in  the  past  five  months  (chart). 
Seven  of  the  indicators  fell,  mostly  reflecting  weakness 
in  many  of  the  factory-related  measures. 

Construction — one  of  the  economy's  weakest  links  in 
the  first-half — reported  big  job  gains  in  July,  up  by 
37,000,  and  the  workweek  jumped  sharply.  If  both  indica- 
tors remain  high  in  August,  they  could  signal  that  con- 
struction is  rebounding  a  bit  in  the  third  quarter. 

SERVICE  Total  service  jobs  rose  by  just  140,000  in 
COMPANIES  July,  but  they  had  surged  by  271,000  in 
ARE  STILL  June.  Gains  in  the  private  sector  alone 
HIRING  looked  stronger,  led  by  retail  trade.  Gov- 
ernment jobs  fell  by  25,000. 

Employment  in  business  services,  up  by  only  3,000 
workers  in  July,  has  been  slowing  down.  That  could  be  a 
sign  that  weakness  in  the  goods  sector  is  affecting  the 
service  economy.  Amid  weakening  sales,  companies  tend 
to  cut  spending  on  such  services  as  accounting,  comput- 
er processing,  and  consulting. 
Even  though  employment  growth  slowed  in  July, 
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wages  were  up  at  a  fairly  healthy  clip.  Overall  nonfarm 
hourly  earnings  rose  0.17o,  to  $9.69.  Pay  in  finance,  ser- 
vices, and  wholesale  trade  all  posted  strong  increases. 

Crosscurrents  in  the  economy  are  significantly  affect- 
ing wage  growth.  For  example,  pay  in  manufacturing — 
where  output  has  been  sluggish — rose  by  2.9%  over  the 
past  year.  That's  basically  the  same  yearly  increase  as  in 
July,  1988.  But  service  wages,  which  include  big  raises 
for  health  care  workers,  are  up  5.97^  from  a  year  ago, 
compared  with  a  5.3%  rise  in  the  previous  year. 

A  WAGE  The  current  pace  of  wage  growth  could 
BURST  make  trouble  for  the  inflation  outlook. 

MAY  BOOST    That's  particularly  true  now,  when  pro- 
INFLATION     ductivity  growth,  especially  in  services,  is 
too  anemic  to  offset  the  impact  of  rising  wages  on  unit 
labor  costs.  Productivity,  or  output  per  hour,  typically 
begins  to  sag  as  the  economy  slows. 

Indeed,  output  per  hour  in  the 
nonfarm  economy  managed 
only  a  0.2%  gain  last  quarter  at 
an  annual  rate,  following  a  1.3% 
drop  in  the  first  quarter.  Last 
year,  productivity  rose  2.1%,  but 
over  the  past  four  quarters, 
growth  has  slipped  to  only  1%'. 

But  with  wages  outpacing 
output  per  hour,  the  cost  of  pro- 
ducing a  unit  of  output  has  ac- 
celerated (chart).  After  rising 
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only  2.7%  last  year,  unit  labor  costs  jumped  at  an  annual 
rate  of  6.2%  in  the  first  quarter  of  1989  and  by  5.2%  last 
quarter.  That's  squeezing  profit  margins  and  prompting 
some  companies  to  raise  prices. 

Manufacturing  is  not  the  problem.  Output  per  hour  at 
factories  rose  3%-  last  quarter,  after  increasing  3.3%'  in 
the  first  quarter.  That's  a  bit  slower  than  last  year's 
3.6%  pace,  but  it's  enough  to  hold  growth  in  unit  labor 


costs  to  only  about  1%>  in  both  the  first  and  secic 
quarters,  virtually  no  pickup  from  last  year.  That  per  r 
mance  enhances  the  factory  sector's  competitive  posi  n 
abroad  and  helps  hold  down  price  increases  at  homt 
The  inflation  threat  stems  from  the  service-produ( 
sector,  which  employs  nearly  four-fifths  of  all  nonf:' 
workers.  Productivity  growth  there  remains  stagn 
and  that's  where  wages  are  rising  the  fastest. 


INCOME  The  upside  of  wage  grov^4;h  is  inc( 
GROWTH  gains  for  consumers.  Average  we( 
WILL  BUOY  earnings  of  nonfarm  workers  jurn 
SPENDING  i  Q%  in  j^jy^  to  $338.18,  the  bigi 
monthly  increase  in  more  than  10  years.  That  assun 
healthy  advance  in  July  personal  income,  to  be  repoi 
later  this  month.  Income  gains  like  that  will  keep  < 
sumers  from  quitting  retail  markets  in  the  second  1 
Consumer  attitudes  seem  to  be  perking  up,  most  lil 
in  response  to  continued  healthy  labor  markets,  lo 
interest  rates,  and  the  reduced  threat  of  inflation 
addition  to  the  big  jump  in  the  Conference  Board's  in 
of  consumer  confidence  in  July,  the  University  of  M 
gan's  measure  of  consumer  sentiment  also  rose. 

Lower  interest  rates  are  the  most  important  fac 
Housing  demand  picked  up  a  little  in  June,  prob; 
enough  to  brake  the  fall  in  homebuilding.  And  auto 
rebounded  in  July,  to  a  7.6  million  annual  rate  for  d(i 
tically  made  cars,  from  7  million  in  June. 

Consumers  are  still  ready  to  take  on  more  credit.  1 
borrowed  $3  billion  more  in  June  than  they  paid 
pushing  outstanding  consumer  debt  to  $701.1  billion 
cause  of  weak  car  sales  in  June,  auto  credit  fell,  ' 
revolving  credit — charge-card  balances  and  other  t\ 
of  bank  borrowing — kept  growing  rapidly.  It  rose 
billion  in  June  on  top  of  May's  $2  billion  increase. 

With  the  labor  markets  starting  the  second  half  ( 
solid  footing,  consumer  spending  will  probably 
strong  enough  to  keep  the  economy  afloat. 


THE  WEEK  AHEAD 


BUSINESS  INVENTORIES 

June,  new  homes  were  started  at  an  an- 
nual rate  of  1.4  million. 

INDUSTRIAL  PRODUCTION 

Monday,  Aug.  U,  10  a.m. 
Inventories  at  factories,  wholesalers, 
and  retailers  probably  grew  by  0.4%  in 
June,  slower  than  the  0.7%-  increase  in 
May.  That's  suggested  by  the  already 
reported  0.;5/!   rise  in  manufacturing 
stockpiles.  June  business  shipments  like- 
ly fell  0.4%  after  no  change  in  May. 

HOUSING  STARTS 

Wednesday,  Aug.  16,  9:15  a.m. 
Output  at  the  nation's  factories,  mines, 
and  utilities  was  probably  little  changed 
in  July.  Total  hours  worked  in  manufac- 
turing were  up  slightly,  but  that  was 
offset  somewhat  by  a  strike-related  de- 
cline in  coal  mining.  Thus,  the  goods  side 
of  the  economy  remains  weak.  Output 
fell  0.2%  in  June  and  0.1%  in  May. 

CAPACITY  UTILIZATION 

Wednesday,  Aug.  16,  8:30  a.m. 
Housing  starts  likely  rose  to  an  annual 
rate  of  1.45  million  in  July.  Construction 
jobs  and  hours  worked  increased  sharply 
last  month,  indicating  homebuilding  re- 
bounded. Falling  mortgage  rates  may 
also  help  the  outlook  for  housing.  In 

Wednesday,  Aug.  16,  9:15  a.m. 
Flat  output  last  month  indicates  that  ca- 
pacity loosened  again  in  July,  probably 
to  about  83.3%.  That's  off  a  bit  from 

83.5%  in  June  and  down  a  full  pen! 
age  point  from  the  expansion's 
posted  in  December. 

MERCHANDISE  TRADE  DEFICIT 


Thursday,  Aug.  17,  8:30  a.m. 
Most  economists  believe  the  trade  d< 
narrowed  to  $9.5  billion  in  June  1 
$10.2  billion  in  May.  A  drop  in  cust 
duty  payments  suggests  imports  fe! 
ter  rising  4.37^  in  May.  Exports,  C 
0.9%'  in  May,  probably  rose  in  June 

CONSUMER  PRICE  INDEX 


Friday,  Aug.  18,  8:30  a.m. 
Consumer  prices  probably  rose  a  s 
0.2%  in  July,  the  same  gain  as  in  J 
Lower  energy  prices  and  stable 
costs  offset  gains  in  other  areas. 
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In  the  few  short  years  since  introducing 
their  first  computers,  Epson"  has 
catapulted  into  fourth  place  among 
ComputerLand  s  ranks  of  pc  suppliers. 
And  no  wonder.  Epson,  with  its  array  of 
solidly-built,  well-priced  systems, 
admirably  meets  two  critical  needs  of 
many  business  customers:  compatibility 
and  affordability. 

As  one  of  Epson's  largest  and  most 
established  dealers,  ComputerLand* 
boasts  a  vast  worldwide  network  of  trained 
Epson  technicians  and  a  close  working 
relationship  with  the  Epson  organization. 

And  now  that  Epson  has  joined  the 
ranks  of  ComputerLand  s  top  names, 
businesspeople  who  like  to  keep  their 
options  open  are  finding  ComputerLand 
(more  than  ever)  the  place  of  choice. 


"We're  supplying  thousands  of 
EPSON  computers  to  large  accounts 
-often  to  the  same  firms  who  buy 
IBM"  Compaq,  orApplel'  from  us." 


Marian  Murphy, 
Vice-President 
of  Marketing, 
ComputerLand 
Corporation. 


One  smart 
business  solution 
from  Epson 

EPSCW 


ConipulerLcinil 

Business  to  business.  Person  to  person. 

1989  ComputerLand  Gorporation.  Epson  is  a  registered  Irademarlt  of  Seiko  Epson  Corporation.  IBM  is  a  reKisiered  trademark  of  Inlernational  Business  Machines  Corpora 
OMPAO  is  a  registered  trademark  of  Compaq  Computer  Corporation.  ®  Registered  US  Patent  and  Tr:n,  'mark  Office.  Apple  is  a  registered  trademark  of  Apple  Computer. 
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NOW,  THE  SKY'S 
THE  l!lMIT 

THE  BID  FOR  UNITED  SHOWS  JUST  HOW  WELL  AIRLINES  FLY  ON  WALL  STREET 


It  was  supposed  to  be  a  done  deal.  In 
1987,  UAL  Corp.'s  board  succumbed 
to  the  pressures  of  Wall  Street  and 
dramatically  restructured  the  company. 
Out  went  CEO  Richard  J.  Ferris,  plus  the 
hotel  and  car  rental  properties  he  had 
bought.  In  came  Stephen  M.  Wolf,  the 
industry's  top  turnaround  artist.  He  pro- 
ceeded to  buy  back  $2.8  billion  in  stock 
and  to  boost  operating  profits  last  year 
by  169%. 

It's  time  to  feed  the  investors  again. 
Now,  UAL's  board  must  figure  out 
whether  to  fend  off  or  accept  a  $5  billion 
takeover  proposal  from  Marvin  Davis,  a 
Los  Angeles  billionaire  who  holds 
around  3.5%  of  United's  stock  and  who 
recently  made  a  profitable  run  at  North- 
west Airlines  Inc.  Although  the  board  is 
expected  to  spurn  Davis,  it  will  probably 


have  other  proposals  to  consider  soon. 
Even  Pan  Am  Corp.,  the  industry  basket 
case,  says  it  would  be  interested  in  a 
friendly  deal  for  UAL.  Not  surprisingly, 
UAL's  stock  surged  to  $243%  from 
$164 V2  on  all  the  news. 

United  is  not  the  only  airline  specula- 
tors are  eyeing.  That's  why  Delta  Air 
Lines  Inc.  built  its  takeover  defenses  by 
setting  up  an  employee  stock  ownership 
plan  and  why  USAir  sold  a  special  issue 
of  preferred  stock.  The  paper,  which  rep- 
resents about  12%  of  the  voting  shares, 
is  now  in  the  avowedly  friendly  hands  of 
Berkshire  Hathaway  Inc.,  investor  War- 
ren E.  Buffett's  vehicle. 

Didn't  the  airlines  already  ride  out  one 
takeover  wave?  Yes,  but  here  it  comes 
again,  for  Wall  Street  has  convinced  it- 
self that  after  10  years  of  airline  merg- 


ers, the  surviving  giants  have  end 
market  share,  cash  flow,  and  undei 
ued  assets  to  qualify  as  takeover  ca 
dates  themselves  (table).  However,  s< 
of  this  euphoria  over  airline  stocks  u 
prove  overblown  as  federal  regula 
scramble  to  figure  out  a  way  to  halt 
takeovers  and  the  market  for  airlim 
sets  heads  into  uncharted  territory. 
PLUMP  GOOSE.  For  now,  though,  in 
tors  are  willing  to  run  the  risk  of  fe  l 
intervention  to  get  in  on  the  kill. 
United  looks  the  most  vulnerable, 
has  come  back  faster  than  anyone 
pected,  and  the  market  is  saying  that 
underleveraged,"  explains  Raynv 
Neidl,  a  bond  analyst  at  Dillon,  Rea 
Co.  In  1989's  first  half,  operating  inc 
at  the  $9  billion  carrier  jumped  47.2 
$364.3  million.  That's  why  Wolf  and 
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financial  officer,  John  C.  Pope, 
sterling  reputations  as  airline  man- 
;,  which  only  adds  luster  to  United, 
'estors  already  have  made  a  bundle 
AL — Wolf  included:  His  United 
!S  are  worth  more  than  $35  million, 
his  point,  some  big  shareholders 
probably  be  persuaded  to  vote  for 
:eover.  Raider  Saul  P.  Steinberg's 
nee  Group  owns  7%  of  United.  Con- 
Partners,  the  investment  group 
helped  push  UAL  to  restructure  a 
e  of  years  back,  still  holds  stock, 
very  happy  to  be  a  shareholder  at 
id,"  says  Coniston  principal  Paul 
ey.  He  says  Coniston  plans  no  bid 
Jnited  but  notes  that  "airlines  are 
companies  to  be  privately  owned." 
anciers  eyeing  a  United  deal  face 
grave  risks,  however.  United  has 
market  share  to 
•ican,  and  it  must 
I  heavily  on  planes 
xh  up.  And  it'll  be 
1  to  score  gains, 
the  industry's 
th  in  traffic  is 
ning. 

DOWN.  Even  more 
Iding  are  United's 
problems.  The  car- 
1  in  federal  media- 
with  its  flight  at- 
ints  and  pilots, 
J  contracts  became 
dable  in  Novem- 


ber, 1987,  and  April,  1988,  respectively. 
The  Association  of  Flight  Attendants  re- 
cently voted  to  strike  if  mediation  fails. 

A  strike  by  flight  attendants  would 
gum  up  operations  but  not  stop  the  car- 
rier cold.  The  pilots  are  another  matter. 
Some  United  pilots  have  been  taxiing 
their  planes  at  slow  speeds  to  show  their 
displeasure.  A  step-up  in  such  actions 
could  easily  snarl  the  airline's  schedule. 
And  the  pilots  have  also  tried  for 
months  to  engineer  a  buyout  of  United 
but  have  been  stymied  by  litigation  with 
the  machinists,  who  distrust  the  pilots' 
intentions.  The  machinists'  contract 
comes  up  later  this  year. 

With  labor  relations  at  United  so  con- 
tentious, it's  no  wonder  that  one  finan- 
cier involved  with  airline  transactions 
predicts  that  any  buyer  for  United  will 


UNITED  lOOKS  ATTRACTIVE  AND  SO  DO  ITS  RIVAIS 


RISING  CASH  llOW  With  operating  earnings 
up  47%,  cash  flow  this  year  should  reach  $1 
billion,  up  from  $673  million  last  year.  United 
also  has  $1.2  billion  in  cash  on  hand 

UNDERVALUED  ASSETS  United  owns  80%  of 
its  fleet  of  416  aii  craft,  which  could  be  sold 
and  leased  back  to  raise  about  $3.8  billion 

FINANCIAL  STRENGTH  Debt  as  a  percent  of 
capital  has  declined  to  65%,  from  a  high  of 
80%  in  early  1988.  Off-balance-sheet  obliga- 
tions are  less  onerous  than  at  Delta  or  USAir 


Stock  market 
value* 


Carrier 


AMERIUN 

$79% 

$114 

DELTA 

793/8 

110 

UNITED 

243% 

280 

USAIR 

51% 

84 

*As  of  Aug.  9 

DATA;  STANDARD  &  POOR  S  CORP.,  BRIDGE 

INFORMATION  SYSTEMS  INC., 
GERARD  KLAUER  MATTISON  &  CO.  ESTIMATES 

have  trouble  convincing  bankers  that  the 
labor  situation  is  settled  enough  to  justi- 
fy lending  billions.  "Investment  bankers 
will  do  the  work  [of  evaluating  a  United 
deal]  if  they're  paid  to  do  it,"  he  says, 
"but  every  one  of  them  is  calling  it  a 
fool's  errand." 

PLANE  POWER.  There's  also  the  growing 
chance  that  Washington,  not  Wall 
Street,  may  decide  the  takeover  issue. 
Transportation  Secretary  Samuel  K. 
Skinner  is  worried  that  leveraged 
buyouts  of  airlines  will  lead  to  an  ero- 
sion of  service  and  safety.  Says  a  senior 
Skinner  aide:  "There  isn't  a  day  passes 
that  we  don't  wrestle  with  this  issue." 

Right  now.  Skinner  has  no  tool,  such 
as  antitrust  regulations,  that  can  easily 
stop  takeovers  by  financiers.  Los  Ange- 
les investor  Alfred  Checchi,  for  example, 
posed  no  antitrust  issue 
by  taking  over  North- 
west. Skinner,  nonethe- 
less, is  putting  the  deal 
under  a  microscope.  Be- 
yond asking  Checchi's 
group  for  a  detailed 
schedule  of  major  asset 
sales,  Transportation 
has  hired  Coopers  &  Ly- 
brand  to  test  Checchi's 
business  assumptions 
under  various  economic 
scenarios.  The  outcome 
of  the  review  could  re- 
verberate on  United  and 


Est.  takeover 
value 
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IS  A  NUTSY-BOLTSY  COMPANY 
our  TO  NAIL  MIDWAY  AIRLINES? 


AMPCO'S  MARSHALL  BERKMAN:  OUT  OF  THE  RED  AHO  INTO  THE  WILD  BLUE 


An  unlikely  investor  has  joined 
the  frenzy  for  airline  compa- 
nies. On  Aug.  8,  Ampco-Pitts- 
burgh  Corp.  confirmed  that  it  had  paid 
$10.3  million  for  a  6.6%  piece  of  Chica- 
go's Midway  Airlines  Inc.  Ampco-Pitts- 
burgh  described  the  purchase  as  an  in- 
vestment— but  didn't  rule  out  trying  to 
buy  Midway  outright. 

If  Ampco-Pittsburgh  seeks  control,  it 
would  open  new  horizons  for  the  Pitts- 
burgh-based industrial  manufacturer. 
With  $250  million  in  sales,  Ampco  is  a 
hodgepodge  of  operations  that  make 
steel  rollers,  air-conditioning  gear,  and 
electric  pumps.  As  part  of  a  three-year 
restructuring,  it  sold  industrial  busi- 
nesses accounting  for  about  half  its 
sales.  Now  that  Ampco  is  back  in  the 
black,  Chief  Executive  Marshall  L. 
Berkman  wants  to  rebuild.  One  compa- 
ny insider  says  there's  "a  tug-of-war" 
between  operations  people  who  want  to 
bolster  manufacturing  lines  and  those 
who  want  to  invest  elsewhere. 

The  wheeler-dealers  appear  to  be 
winning.  Last  year,  Ampco-Pittsburgh 
paid  $6  million  for  a  23%  interest  in  the 
leveraged  buyout  of  Northwestern 
Steel  &  Wire  Co.  and  earlier  bought  a 
30%  stake  in  Cleveland-based  U.  S.  Bio- 
chemical, a  major  producer  of  research 
biochemicals.  It  also  recently  sold  for  a 
small  profit  its  3%  of  Zurn  Industries, 
a  specialist  in  waste-to-energy  systems. 

'This  isn't  the  first  time  Midway  has 
attracted  takeover  attention.  In  1985,  a 
shareholder  group  unsuccessfully  tried 


to  unseat  the  board.  They  wanted  then- 
struggling  Midway,  a  small  carrier 
with  $418  million  in  1988  revenues,  to 
return  to  the  low-fare  strategy  it  start- 
ed life  with.  Midway's  name  has  since 
been  mentioned  as  an  attractive  acqui- 
sition candidate  for  bigger  carriers. 
SURVIVOR.  The  reason:  Its  landing  slots 
and  gates  are  an  easy  way  for  an  air- 
line to  expand  in  Chicago.  In  fact,  its 
dominance  at  Midway  Airport  has 
helped  make  it  one  of  only  three  start- 
up jet  carriers  to  survive  deregulation. 
Raiders  also  like  Midway's  $206  million 
deal  for  Eastern  Air  Lines  Inc.'s  Phila- 
delphia gates  and  its  orders  and  op- 
tions for  74  McDonnell  Douglas  jets. 

While  no  bidder  has  appeared,  Mid- 
way last  spring  said  it  preferred  to 
remain  independent  but  would  listen  to 
any  offer.  As  the  news  pushed  Midway 
stock  above  $20  for  the  first  time  since 
1983,  analysts  said  Midway  might  be 
taken  over  for  $22  to  $24  a  share. 

Berkman  and  his  80-year-old  father, 
Louis,  might  have  a  hard  time  passing 
up  a  good  deal.  In  1962,  Louis  bought 
Screw  &  Bolt  Corp.  of  America,  which 
later  became  Ampco-Pittsburgh.  Start- 
ing as  a  scrap  dealer  in  the  1920s  in 
Steubenville,  Ohio,  Berkman  has  dab- 
bled in  steel  mills,  radio  stations,  and  a 
greeting  card  company.  He  even 
served  as  chairman  of  a  bank  for  a 
time.  For  the  Berkmans,  an  airline 
company  might  be  just  the  ticket. 

By  Michael  Schroeder  in  Pittsburgh, 
ivith  James  E.  Ellis  in  Chicago 


other  airlines.  Meantime,  Senators  Wi- 
dell  H.  Ford  (D-Ky.)  and  John  McCn 
(R-Ariz.)  have  introduced  legislationio 
slow  down  airline  dealmaking. 

If  Skinner  and  Congress  attei 
strong  action,  they  will  surely  feel  t 
immense  lobbying  power  of  the  f inan  i! 
world,  which  has  figured  out  how 
bankroll  big  airline  takeovers.  A.fe 
mund  S.  Greenslet,  publisher  of  the 
line  Monitor,  puts  it:  "It  all  starts  v 
the  value  of  the  airplane."  With  airli 
intent  on  expansion,  the  market  valut 
used  airplanes,  especially  widebodies 
the  Boeing  747,  has  risen  dramatical! 
in  some  cases  as  much  as  30%  in 
past  four  years,  according  to  Avmr. 
Inc.,  a  firm  that  specializes  in  valuj 
aircraft. 

The  jump  in  used-plane  prices  me 
that  airlines  such  as  United,  which  om 
most  of  its  fleet,  can  raise  billions  y 
selling  planes  and  leasing  them  ha. 
United  has  even  more  value  by  virtuei 
its  new  plane  orders.  The  delivery  pi- 
tions  for  those  jets  are  now  highly ' 
tractive  assets. 

MORE  TURBULENCE?  Takeover  arti.!> 
also  know  that  there  are  plenty  of  iri- 
tutions  that  make  their  money  arrang 
and  investing  in  the  many  ways  to 
and  lease  new  and  used  aircraft.  Seci- 
ty  Pacific,  Citicorp,  Polaris  Aircraft,  e: 
financial  arms  of  companies  such  as  e- 
rox — they  all  handle  aircraft  leasi^. 
Bankers  Trust  Co.  syndicated  the  c^ti 
financing  for  Checchi's  Northwest  d  1 
and  now  it  will  probably  help  broker 
sale  and  leasebacks  of  Northwest's  flit. 
Bankers  Trust  and  the  other  firms  h  e 
created  a  global  market  in  planes. 

Avmark  Chairman  Morten  S.  Be 
has  his  reservations  about  this  marlL 
It  can  be  "very  volatile,"  he  says,  ":d 
in  a  downturn  it  can  become  immobi " 
He  remembers  the  early  '80s,  whe;a 
recession  stopped  growth  in  air  tralc. 
Planes  lost  a  third  of  their  price — the 
that  could  meet  upcoming  noise  reste- 
tions,  that  is.  Those  that  couldn't  itf 
90%  of  their  value. 

A  combination  of  new  federal  regi- 
tions,  recession,  and  too  many  pla;s 
could  still  produce  a  nasty  drop  in  ;ie 
market  for  used  and  new  aircraft.  Pi- 
ty of  investors  think  that  the  big  15. 
airlines  are  too  profitable  and  worldvie 
demand  for  aircraft  too  great  for 
bottom  to  fall  out.  They  also  note  ti^ 
even  without  the  pressure  of  takeovA 
airlines  such  as  Delta  and  AmerilD 
have  been  leasing  more  and  more)f 
their  planes  anyway.  But  by  ignoig 
history,  these  investors  and  banPrs 
may  be  putting  themselves  in  peril. 

By  James  E.  Ellis  in  Chicago,  with  Cls 
topher  Power  in  New  York,  Seth  Paynin- 
Washington,  and  bureau  reports 
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rOLHILLI 


\  CONGRESS 

isH  iooked'like  a  pushover  . . . 


the  President  used  savvy  and  luck  to  dominate  the  Democrats 


■  Mhen  the  101st  Congress  con- 
vened  last  January,  House 
r  ■f  and  Senate  Democratic  lead- 
sized  up  new  President  George  Bush 
exchanged  knowing  smiles.  The  Re- 
ican's  campaign  strategy  of  wrap- 
himself  in  the  flag  and  Ronald  Rea- 
s  mantle  offered  few  clues  to  his 
ida — much  less  a  mandate  for  ac- 
So  the  Democrats  figured  they 
d  seize  the  initiative  on  a  host  of 
sures,  from  mandated  employee 
ifits  to  a  minimum  wage  boost, 
it  just  seven  months  after  Bush 
i  into  office,  Democratic  congres- 
il  leaders  have  been  humbled  by  his 
rising  dominance  of  the  policy  agen- 
though  they  have  scored  points  by 
dng  several  key  nominations.  Bush 


has  framed  the  debate  on  virtually  every 
major  issue,  from  the  budget  to  the  sav- 
ings and  loan  bailout. 

What's  more,  when  Congress  recon- 
venes in  September,  Bush  still  seems 
likely  to  be  in  the  driver's  seat.  His 
clean-air  proposal  has  won  strong  bipar- 
tisan support.  Bush  also  retains  the  pow- 
er and  the  soaring  public-approval  rat- 
ings to  fend  off  a  major  tax  increase. 
And  a  revolt  by  Sunbelt  Democrats 
could  result  in  legislation  cutting  the  tax 
rate  on  capital  gains,  handing  the  Presi- 
dent a  major  victory.  The  same  holds 
true  on  defense.  When  Congress  finally 
grapples  with  wildly  differing  House 
and  Senate  versions  of  a  1990  military 
budget,  the  outcome  will  look  a  lot  like 
Bush's  Pentagon  spending  plan.  "The 


WHERE  THE  BIG  ISSUES  STAHD 


■  S&L  BAIIOUT 

Bush  got  all  he  want- 
ed— and  managed  to 
fend  off  Democratic 
demands  that  the  full 
cost  of  rescuing  the 
thrift  industry  be  in- 
cluded in  the  federal 
budget.  Chalk  this  up 
as  a  win  for  Bush 


1 

m  EDUCATION 

Bush's  education  bill 
is  ready  for  Senate  ac- 
tion. It  includes  more 
money  for  magnet 
schools,  special  excel- 
lence awards,  and  in- 
centives for  schools  to 
enhance  performance. 
The  cost:  $450  million 


■  CHILD  CARE 

This  promises  to  be 
the  major  social  policy 
bill  to  be  enacted  by 
yearend.  Bush  and 
Congress  are  at  odds 
over  the  approach. 
Compromise  will  raise 
federal  aid  by  as  much 
as  $2  billion  a  year 


bottom  line  is  that  George  Bush  is  play- 
ing things  out  according  to  his  script, 
not  Congress',"  says  Thomas  Mann  of 
the  Brookings  Institution. 

How  did  Bush  manage  his  mastery  of 
a  Congress  dominated  by  the  opposition 
party?  It  was  a  combination  of  luck, 
skills  acquired  in  his  long  apprenticeship 
in  Washington,  and  hard  work.  His  big- 
gest windfall  was  the  political  paralysis 
of  House  Democrats.  First  they  were 
hobbled  by  a  lengthy  fight  over  a  51% 
pay  raise.  Then  came  the  crusher:  a 
four-month  ethics  controversy  that  re- 
sulted in  the  agonizing  fall  of  former 
House  Speaker  Jim  Wright  of  Texas  and 
former  Majority  Whip  Tony  Coelho  of 
California.  Stunned  by  the  imbroglio. 
Democrats  "lost  control,"  says  William 
Schneider  of  the  American  Enterprise 
Institute.  The  resulting  chaos  "made 
Bush  look  good  by  comparison,"  says 
one  White  House  aide. 
STRUGGLING.  It's  •  just  becoming  clear 
how  high  a  price  Che  Democrats  paid  for 
the  Wright  affair.  Although  unpopular, 
Wright  was  adept  at  keeping  his  troops 
in  line.  During  his  downfall.  Democrats 
reverted  to  their  tendency  to  form  fac- 
tions, and  new  Speak- 
er Thomas  S.  Foley 
(D-Wash.)  is  strug- 
gling to  restore  a  sem- 
blance of  order.  Says 
Schneider:  "There  still 
is  no  sense  of  disci- 
pline or  an  agenda." 

Both  Foley  and  Sen- 
ate Majority  Leader 
George  J.  M'itchell  (D- 
Me.)  oppose  a  capital- 
gains  tax  cut,  and 
they  were  caught  flat- 
footed  by  Democratic 
support  for  the  issue. 
Discipline  evaporated 
on  the  House  floor  in 
July,  when  liberals  de- 
fied the  leadership  and 
gutted  the  Adminis- 
tration's defense  bud- 
get, handing  the  GOP  a 
nifty  political  issue. 

Democratic  disarray 
is  only  one  facet  of 
Bush's  success.  The 
President  has  devoted 
a  lot  of  energy  to  con- 
sulting Hill  leaders, 
using  the  approach  to 
co-opt  many  oppo- 
nents. Perhaps  more 
important,  he  has  re- 
fused to  frame  issues 
in  rigid  ideological 
terms,  as  Reagan  of- 
ten did.  "The  fact  that 
the  Democrats  haven't 
been  able  to  develop  a 
successful  political  is- 


■  CLEAN  AIR 

Bush's  proposal  was 
well  received,  but 
Democrats  may 
toughen  auto  emis- 
sions rules.  The  bill 
likely  won't  be  en- 
acted before  1990,  but 
it  has  top  priority  with 
Democrats 


■  CAPITAL  GAINS 

Despite  opposition 
from  Democratic  lead- 
ers, some  cut  in  capi- 
tal-gains taxes  could 
pass  this  year.  Bush 
has  House  Dems  on 
the  run,  but  could  face 
a  fight  in  the  normally 
pro-business  Senate 


■  DRUG  POLICY 

Drug  czar  William  H. 
Bennett  will  soon  pro- 
pose a  plan  to  fight 
drug  use  and  traffick- 
ing. Democrats  are 
likely  to  make  their 
own  proposals.  Don't 
expect  action  until  just 
before  1990  elections 
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sue  against  us  is  an  indication  that  the 
policy  [of  cooperation]  has  succeeded," 
says  a  senior  White  House  official. 
'RHETORIC  Democratic  leaders  have  re- 
acted to  Bush's  wooing  with  a  mixture 
of  admiration  and  frustration.  Mitchell 
praises  him  for  reaching  out  to  Congress 
and  redressing  "the  failed  policies  of  the 
Reagan  Administration."  Yet  he  blasts 
Bush  for  failing  to  match  his  "lofty  rhet- 
oric" on  such  issues  as  the  environment 
and  education  with  cold  cash. 

But  Bush's  version  of  glasnost  will  be 
tested  again  this  fall  as  Democrats  try 
to  reassert  themselves.  For  starters, 


they  vow  to  recast  Bush's  clean-air  bill 
into  a  costlier  and  more  ambitious  mea- 
sure. Democrats  will  push  through  ex- 
pensive legislation  to  boost  federal 
spending  for  child  care  (page  37).  Senate 
Labor  Committee  Chairman  Edward  M.' 
Kennedy  (D-Mass.)  will  revive  efforts  to 
pass  a  minimum-wage  increase. 

Friction  also  looms  on  the  budget 
front.  Although  the  White  House-Hill 
budget  accord  was  a  masterpiece  of  fis- 
cal legerdemain,  Congress  must  still 
slash  the  deficit  to  $110  billion  to  avoid 
automatic  spending  cuts.  That  will  lead 
to  more  wrestling  over  a  modest  reve- 


nue bill,  and  any  lingering  hard  feelirs 
could  thwart  Bush's  plans  for  a  '> 
multiyear  deal  later  on. 

But  no  matter  how  the  rest  of  ^ 
session  turns  out,  Bush  is  chalkini; 
enough  Hill  wins  to  confound  his  r 
ics — and  make  Democrats  think  tu 
before  they  again  proclaim  themscl' 
the  masters  of  the  Washington  agfii 
It  is  a  town  that  Bush  has  prow 
for  years — and  he's  showing  that 
knows  the  byways  of  power  better  tl 
most. 

By  Douglas  A.  Harbrecht  and  Ricln 
Fly  in  Washington,  with  bureau  report. 


RETAILING  I 


NOW  SEARS  HAS 

EVERYDAY  IDW  PROFITS,  TOO 


Price-cutting  and  bloated  costs  have  driven  earnings  down  14% 


Shoppers  can  be  a  fickle  bunch. 
Take  Sears,  Roebuck  &  Co.  In 
March,  Sears  launched  a  national 
ad  blitz  trumpeting  its  new,  wider  array 
of  brand  names  offered  at  everyday, 
supposedly  rock-bottom  prices.  Curious 
consumers  rolled  in — and  so  did  the 
bucks.  Sears'  first-quarter  retailing  reve- 
nues swelled  12%  over  the  same  quarter 
in  1988,  prompting  Chairman  Edward  A. 
Brennan  to  proclaim:  "Everyday  low 
pricing  is  an  idea  whose  time  has  come." 

Not  so  fast.  After  peaking  in  March, 
Sears'  sales  have  headed  due  south.  On 
Aug.  3,  the  world's  largest  retailer  dis- 
closed that  its  same-store  sales  actually 
slipped  2.4%  in  July  from  the  same  peri- 
od last  year,  while  its  biggest  competi- 
tors reported  at  least  modest  growth 
(chart).  "It  was  a  crummy  month  any 
way  you  look  at  it,"  says  Richard  Nel- 
son, analyst  at  Duff  &  Phelps  Inc. 


More  bad  news  may  be  in  the  offing. 
The  novelty  appeal  of  the  "new  Sears"  is 
fading  just  as  consumers  have  turned 
skittish  about  buying  major  durable 
goods.  Those  big-ticket,  low-margin 
items — refrigerators,  washers,  and  dry- 
ers— account  for  about  25%  of  Sears' 
merchandise  sales.  They  also  help  make 
up  for  the  retailer's  relatively  scant  busi- 
ness in  higher-margin  areas  such  as 
women's  apparel,  footwear,  and  cosmet- 
ics. Other  retailers,  notably  J.  C.  Penney 
Co.,  have  jettisoned  many  hard-goods 
lines  and  emphasized  apparel,  whose 
sales  tend  to  hold  up  better  during  eco- 
nomic slowdowns. 

Problems  in  Sears'  sales  mix  are  put- 
ting Brennan's  new  strategy  in  doubt. 
With  the  retailer's  bloated  cost  struc- 
ture, the  price-slashing  gambit  has  left 
margins  razor-thin.  The  result:  Sears'  re- 
tail earnings,  excluding  accounting 


SEARS'  FAST  START  IS  FADING 


changes,  slid  14%  during  the  seci 
quarter,  to  $136  million  on  sales  of 
billion,  according  to  an  estimate  by  A. . 
Edwards  &  Sons  Inc. 

Those  are  short-term  adjustments, 
sists  a  Sears  spokeswoman.  Brenna 
blueprint,  she  says,  will  eventually 
verse  Sears'  market  share  and  eari.u 
slide.  Meanwhile,  Brennan  will  stay 
course,  streamlining  Sears'  $30.2  bili 
merchandise  group  and  cutting  co 
mightily.  But  the  pressure  on  marg 
won't  let  up  anytime  soon.  Edwards  e 
mates  Sears'  pretax  margins  this  y^ 
will   run   about  3.1% — compared  \\ 
some  7%  for  J.  C.  Penney  and  about  (i. 
for  Wal-Mart  Stores  Inc. 
SNAZZY  'SUPERSTORES.'  The  pricing  si 
alone  was  never  expected  to  generate 
sales  bonanza.  Rather,  Brennan  \' 
counting  on  sexy  new  brand  names  ; 
spruced-up  stores  to  lend  some  pizz. 
to  Sears'  image.  At  one  of  its  receii 
opened  stores  in  Chicago,  shoppers  c 
front  a  collection  of  snazzy  new  "su] 
store"  formats.  At  the  Brand  Cent 
department,  there's  a  neatly  stacked 
ray  of  Sony,  General  Electric  ,  and 
shiba  electronic  gear. 

Sears'  competitors  aren't  ignor' 
those  changes.   Highland  Supersto- 
Inc.,  a  national  chain  of  appliance  < 
count  outlets,  has  responded  to  Se; 
Brand  Central  rollout  with  hard-hitt^ 
comparative  TV  ads  stating  that  Sej;' 
"everyday  low  prices"  still  hover  ab<e 
those  of  Highland's.  "We  are  doing  - 
erything  we  can"  to  counter  th<i, 
says  Ira  Mondry,  Highland's  exef- 
tive  vice-president. 

Those  determined  rivals,  as  well 
Sears'  own  second-quarter  resuS, 
send  a  clear  message:  It's  cruih 
time.  Says  one  Sears  store  mana^', 
just  back  from  a  sales  conference  t 
headquarters:  "The  pressure  to  i ' 
form  is  definitely  on  us."  And  the  1}' 
to  performance  lies  in  keeping  the  t- 
tention  of  ever-wavering  consum(ii- 
Otherwise,  the  new  Sears  may  st't 
looking  a  lot  like  the  old  one. 

By  Brian  Bremner  in  Chic' 
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Commentary/by  David  Greising 


low  THE  FUTURES  MARKETS  CAN  CLIMB  BACK  OUT  OF  THE  PITS 


^ays  before  the  federal  govern- 
■  ment  indicted  46  commodities 
W  traders,  defense  lawyers  in  Chi- 
-)  groused  at  a  public  forum  that 
feds  were  overzealously  prosecut- 
"parking  ticket"  violations.  Dennis 
na,  chief  of  enforcement  for  the 
imodity  Futures  Trading  Commis- 
,  was  compelled  to  remind  them 

trading  after  the  closing  bell  and 
ir  seemingly  minor  offenses  are,  af- 
all,  against  the  law. 
ut  since  Aug.  2,  when  the  indict- 
ts  were  unveiled,  the  law  is  getting 
more  respect  on  the  trading  floors 
Chicago's  futures 
kets.  With  three 
ty  pleas  already 
;red  and  dozens 
e  indictments  ex- 
;ed  for  crimes 

add  up  to  steal- 
profits  from  cus- 
ers,  that's  under- 
idable.  Now,  it's 
to  Congress,  the 
iilators  at  the 
the  exchanges, 

the  traders  them- 
es to  make  sure 
essness  does  not 
m  to  the  pits. 
lOUS  CURES.  For 
■ters.  Congress 
aid  overhaul  the 
]  by  doubling  its 
person  staff  and 
7  million  budget, 
ile  daily  trading 
ime  of  about  260 
ion  contracts  is 
e  than  triple  its 
J  level,  CFTC  re- 
rces  have  barely 
ged.  Also,  permanent  congressional 
lorization  would  end  the  quadrenni- 
:iinuet  in  which  the  CFTC  must  de- 
i  on  the  exchanges  to  support  its 
for  a  new  lease  on  life  from  Con- 
>s.  Such  a  move  also  would  stop  the 
odic  calls  to  merge  the  CFTC  with 

Securities  &  Exchange  Commis- 
,  a  merger  that  would  blur  the 
;;'s  focus  on  futures.  Moreover, 
ger  schemes  divert  attention  from 
e  promising  reforms, 
ongress  must  be  careful  not  to  kill 
patient,  though — and  several  reme- 

of  dubious  value  already  are  being 
red  on  the  Hill.  Take  the  proposal 
!t  the  CFTC  place  undercover  agents 
he  trading  floors.  The  agency  has 


initiated  only  two  successful  probes  of 
any  import  in  the  last  decade.  That 
alone  suggests  that  the  CFTC  has  trou- 
ble using  its  overt  investigative  pow- 
ers, never  mind  covert  ones.  With  a 
bigger  budget,  the  CFTC  could  stop 
poor-mouthing,  start  working  on  high- 
impact  cases,  and  rightly  leave  the 
cloak-and-dagger  tactics  to  the  FBI. 

Then  there's  a  recent  proposal  by 
Representative  Glenn  English  (D-Okla.) 
that  deserves  an  early  death.  English's 
plan  would  delay  approval  of  new  con- 
tracts until  the  exchanges  can  track 
the  path  of  every  trade,  from  the  cus- 


REFORMING  THE  FUTURES 
MARKETS;  WHAT  TO  DO... 

►  Start  round-the-clock  computerized  trading 

►  Give  the  CFTC  permanent  authorization  and 
boost  its  budget  and  enforcement  staff 

►  Eliminate  most  forms  of  dual  trading 

...AHP  WHAT  NOT  TO  DO 

►  Don't  give  the  CFTC  power  to  conduct 
undercover  investigations 

►  Don't  merge  the  CFTC  into  the  SEC 

►  Don't  prevent  or  delay  the  introduction  of 
new  trading  products 


tomer  to  the  trading  pit  and  back, 
down  to  the  nearest  minute.  The  objec- 
tive of  producing  a  precise  audit  trail  is 
worthwhile.  But  English's  threat  of 
stalling  new-product  development  is 
equivalent  to  telling  Detroit  to  wait  on 
designing  better  cars  until  the  old  mod- 
els get  fixed. 

As  for  the  exchanges,  they've  got 
plenty  to  do  to  repair  their  reputations 
as  fair  and  orderly  markets,  let  alone 
markets  that  can  regulate  themselves. 
Former  U.  S.  Senator  Thomas  Eagleton 
(D-Mo.),  currently  a  board  member  of 
the  Chicago  Mercantile  Exchange,  calls 
self-regulation  "the  Chicago  mirage." 
Unfortunately,  Eagleton  points  out, 
the  terms  "self-regulation"  and  "non- 


regulation"  can  often  be  interchanged. 

If  the  Merc  and  the  Chicago  Board 
of  Trade  want  to  change  that  percep- 
tion, here's  one  place  to  start:  Elimi- 
nate virtually  all  "dual  trading,"  the 
conflict-of-interest-laden  practice  in 
which  brokers  handle  clients'  trades 
and  their  own  at  once.  Too  often,  dual 
trading  results  in  broker-traders  taking 
advantage  of  customers  to  enrich  their 
own  account.  In  newer  contracts,  dual 
trading  may  be  needed  to  promote  li- 
quidity. But  in  contracts  such  as  soy- 
bean. Treasury-bond,  or  foreign-curren- 
cy futures  where  healthy  trading 
volume  flows,  dual 
trading  is  only  a  temp- 
tation to  cheat. 
STONE  AGE.  The  ex- 
changes should  not 
stop  there.  They 
should  also  consider 
dumping  the  Stone 
Age  pencil-and-trad- 
ing-card  system  to  re- 
cord trades.  The  re- 
placement: portable 
electronic  trade  re- 
corders held  by  each 
trader  in  the  pits.  Ex- 
change leaders  lament 
that  they  can't  get  a 
manufacturer  to  de- 
velop such  a  device 
for  a  customer  base  of 
only  7,500  Chicago 
traders.  Yet  they  now 
spend  millions  on  com- 
puters to  speed  the 
flow  of  customer  or- 
ders to  the  trading 
floors.  To  boost  public 
investors'  confidence, 
they  should  fund  de- 
completely  automated 


velopment  of  a 
system. 

And  as  soon  as  technologically  feasi- 
ble, the  exchanges  should  pit  their 
cherished  "open  outcry"  trading  style 
against  the  computerized  trading  sys- 
tems they  are  developing  but  currently 
limiting  to  after-hours  use.  By  letting 
the  computerized  systems  run  around 
the  clock,  traders  on  the  floors  would 
be  encouraged  to  give  customers  the 
best  possible  price,  lest  a  simultaneous 
trade  executed  by  computer  provide  a 
better  deal. 

That  is,  after  all,  what  efficient  and 
liquid  markets  should  do:  provide  the 
fairest  prices.  Until  they  do,  reform  in 
the  futures  markets  won't  be  complete. 
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PUBLISHING  I 


AND  IN  THIS  CORNER  COIN  BOX: 
AN  ALL-SPORTS  DAILY 


The  National  has  ambitious  plans — and  many  heavyweight  rivals 


exican  media  baron 
Emilio  Azcarraga  Mil- 
imo  is  batting  0  for  3. 
The  slump  started  in  1986, 
when  the  Federal  Communica- 
tions Commission  invoked  a 
rule  that  prohibits  foreigners 
from  owning  U.  S.  television 
stations.  The  regulators  or- 
dered Azcarraga  to  unload  his 
controlling  interest  in  Univision 
Holdings  Inc. — the  largest 
Spanish-language  TV  network 
in  the  U.  S.  He  reluctantly  sold 
Univision's  10  TV  stations  and 
programming  to  Hallmark 
Cards  Inc.  for  $620  million. 
Then,  last  year,  Azcarraga  lost 
out  in  two  nonmedia  bids,  one 
for  a  copper  mine,  Mexicana  de 
Cobre,  the  second  for  airline 
Mexicana  de  Aviacion. 

But  last  year  Azcarraga — the 
majority  owner  of  Mexico's  pri- 
vate TV  monopoly,  Televisa — 
came  up  with  an  idea  that  he 
thinks  will  be  a  hit.  He's 
launching  an  all-sports  tabloid, 
The  National,  in  the  U.  S.  It's 
scheduled  to  hit  the  stands  next 
January  with  about  250,000 
copies  a  day,  Sunday  through 
Friday,  in  New  York,  Chicago,  and  Los 
Angeles.  The  National  won't  go  nation- 
al until  much  later. 

Azcarraga  is  putting  up  most  of  the 
money  for  the  risky  venture.  Tlie  Na- 
tional could  cost  about  $100  million  over 
five  years  before  it  makes  a  profit,  says 
Peter  0.  Price,  who  is  publisher  and 
president  of  the  paper.  That  estimate 
may  be  optimistic  if  local  dailies  and  the 
national  USA  Today  fight  back  by  beef- 
ing up  their  own  sports  staffs,  says  John 
Morton,  a  newspaper  analyst  at  Lynch, 
Jones  &  Ryan.  The  nationally  distributed 
Gannett  Co.  flagship  could  well  prove  to 
be  The  National 's  toughest  foe,  espe- 
cially since  many  readers  buy  USA  To- 
day mainly  for  its  extensive,  statistics- 
laden  sports  coverage. 
BEFORE  DAWN.  Yet  Price  is  confident 
that  devoted  sports  fans  will  pay  50$  a 
day  for  a  colorful  tabloid  with  32  to  48 
pages  of  coverage  that,  he  says,  no  daily 
will  be  able  to  match.  Using  sophisticat- 
ed satellite  technology.  The  National 
will  include  stories  and  photos  of  late- 


POET  AND  PITCHMAN:  EDITOR  DEFORD  AND  PUBLISHER 
PRICE  ARE  AIMING  FOR  A  THREE-CITY  LAUNCH  IN  1990 


night  games,  national  news,  and  investi- 
gative reports.  It  will  also  cover  local 
events  in  each  of  its  markets — which,  in 
three  years,  could  expand  to  25  cities. 
Editor  Frank  Deford,  a  27-year  veteran 
of  Sports  Illustrated,  is  recruiting  100 
journalists  for  the  launch.  Meanwhile, 
Price  is  talking  to  six  newspaper  distrib- 
utors— including  Dow  Jones  &  Co.,  pub- 
lisher of  The  Wall  Street  Journal — 
about  deals  that  will  put 
his  paper  on  newsstands 
and  in  coin  boxes  before 
dawn  each  day. 

Price  and  Azcarraga 
are  confident  that  mak- 
ers of  automobiles, 
sportswear,  and  men's 
consumer  products  will 
gladly  pay  to  see  their 
ads  play  in  The  National. 
Rates  aren't  set  yet,  but 
Price  says  a  full-page 
color  ad,  bought  on  a  one- 
shot  basis,  will  cost  un- 
der $10,000.  The  Nation- 
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al  is  likely  to  offer  substantial  discoits 
from  that  amount:  Price's  highest  ite 
would  require  advertisers  to  pay  morb 
reach  each  1,000  readers  than  they  iik 
over  to  either  of  the  paper's  chief  w(^- 
ly  competitors.  Sports  Illustrated  h 
The  Sporting  News. 

Advertisers  like  what  they  hear  al . 
The  National  but  won't  commit  to 
any  space  until  they  see  a  prototype  i? 
a  rate  card — which  should  be  outi- 
about  a  month.  "If  The  National  ^ 
strong  editorial,  and  it's  priced  riji 
then  it  will  make  it,"  says  Irwin  L.  Si^ 
director  of  print  media  relations  at  Si 
chi  &  Saatchi  Advertising  Worldwid( 
The  National  can  expect  plenty 
support  from  Azcarraga.  The  paper 
resents  his  English-language  debut. 
domineering  58-year-old,  known  as  El 
gre,  runs  a  formidable  Mexican  em 
estimated  to  be  worth  over  $1  bill 
Azcarraga's  staff  said  he  was  una^ 
able  to  speak  with  BUSINESS  week. 

Televisa  is  a  money  machine  i 
could  see  as  much  as  $1  billion  in  s: 
this  year  from  its  worldwide  ventu 
including  an  estimated  $350  million  fi 
TV  ads  in  Mexico.  Televisa  also  prodi 
18,000  hours  of  programming  each  \ 
and  sells  its  shows  around  the  globt 
U.S.  cable  affiliate,  Galavision,  ham 
Televisa  fare  north  of  the  border. 
SHOUTING  MATCHES.  The  Tiger  is  ic 
newcomer  to  sports.  Azcarraga  and  is 
Televisa  partners  own  Mexico's  best  ;c- 
cer  team,  Club  America,  and  the  'n 
Azteca  Stadium  the  team  plays  in.  < 
nously,  perhaps,  one  of  Azcarraga  s 
disappointments  in  Mexico  was  a  d 
sports  paper.  El  Estadio,  a  money-lcp 
that  he  sold  early  this  decade.  I 
Azcarraga  isn't  known  for  patiencj- 
or  for  concern  with  the  delicate  busir  s 
of  consensus-building.  "Azcarraga 
sists  upon  calling  the  shots,  wherevi 
is,"  says  Raul  Trejo  Delaibre,  autli 
two  books  critical  of  Televisa.  In  a  cc . 
try  where  presidents  long  commanfd 
servility,  one  former  Televisa  writere- 
calls  watching  shouting  matches  le- 
tween  Azcarraga  and  then-Presidjit 
Luis  Echeverria. 

Price  says  that  I 
have  a  free  hand  at 
National.  But  El  Ti 
could  quickly  pounce 
appears  the  paper  is 
ing  the  way  of  El  A 
dio.  For  while  The 
tional  will  cover  spos, 
sports,  and  more  spoB, 
it's  clear  that  for  Azi|r- 
raga,  the  venture  is  mfe 
than  just  a  game. 

By  Stephen  Bake  n 
Mexico  City  and  David  f 
berman  in  New  York 


BANKROLLER  AZCARRAGA 


PUTERSI 


IE  BOSS'S 
)N  LOGS  OFF 

President  Fred  Wang  couldn't 

0  Wang  Laboratories'  long  slide 

Iy  6  p.m.  on  Aug.  7,  all  but  one  of 
Wang  Laboratories'  11  directors 
had  gathered  in  the  Lincoln 
5S.)  home  of  company  founder  and 
An  Wang.  He  convened  the  meeting 
is  first  day  of  work  since  his  July  14 
:er  operation  to  present  the  directors 

1  the  resignation  of  his  son  Fred,  the 
pany's  38-year-oId  president. 

le  drastic  step  came  not  a  moment 
soon.  Observes  Barry  Willman,  an 
yst  at  Sanford  C.  Bernstein  &  Co.: 
;  not  a  total  surprise."  Two  weeks 
Wang  posted  a  $424  million  loss  for 


une  fiscal  year  that  cut  tangible  net 
th  below  the  level  required  by  bank 
it  agreements.  Since  then,  Wang  has 
1  trying  to  come  to  terms  with  the 
iOrtium  of  eight  banks,  led  by  Bank 
oston,  that  funds  its  revolving  credit 
jement.  And  in  the  past  month,  bank- 
lave  been  swarming  over  the  compa- 
Lowell  (Mass.)  headquarters.  One 
ler  insider  says  that  the  bankers  had 
pprove  even  the  latest  earnings  re- 
i  before  it  was  sent  out. 
le  company  denies  rumors  that  the 
cs  forced  Fred  Wang's  resignation. 


IN  UK  FIX 
fHAT  IT 
(N'T  SELL? 


FRED  WANG:  THE  COMPANY  DENIES  RUMORS 
THAT  ITS  BANKERS  FORCED  HIS  RESIGNATION 

In  any  case,  the  move  may  placate  them 
and  signal  the  company's  reorganization. 
Indeed,  Wang  stock  rebounded  sharply, 
to  IVs,  following  the  announcement  that 
longtime  Wang  executive  Harry  Chou 
would  take  over  while  a  three-man 
search  committee  looks  for  a  successor. 

Fred  Wang's  exit  ends  an  uneasy 
three-year  balancing  act  with  his  promi- 
nent father.  Publicly,  An  Wang  declared 
that  he  hoped  a  Wang  dynasty  would 
run  the  company,  which  prompted  a  cad- 


Electric  Corp.  to  avoid  paying  for  $100 
million  in  costs  incurred  when  specifi- 
cations changed.  GD  and  Westinghouse 
officials  declined  to  comment. 

Losing  the  A12  contract  only  adds  to 
the  flood  of  red  ink.  UTC,  with  income 
of  $659.1  million  on  $18  billion  in  sales 
in  1988,  has  taken  charges  totaling 
nearly  $300  million  from  Norden  since 
1986.  Losses  this  year  could  top  $100 
million.  One  result:  The  work  force, 
which  once  totaled  5,000,  has  been  cut 
to  3,400.  And  the  senior-executive  cad- 
re has  been  reduced  from  18  to  just  4. 
CHOICES.  The  bare-bones  staff  needs 
more  work.  Norden  has  only  two  major 
programs  left.  Joint  STARS,  an  Air 
Force  radar  program,  detects  enemy 
positions  and  relays  the  data  to  Army 
troops  on  the  ground.  The  company 
also  is  working  on  a  project  for  Israel. 
But  Norden  is  losing  money  on  devel- 
oping both  systems.  And  production 
could  be  limited  on  both,  making  costs 
tough  to  recoup. 

Little  wonder  UTC  couldn't  find  a 
buyer.  The  A12  radar  cost  about  $200 
million  to  develop.  Its  loss  tore  a  giant 
hole  in  Norden's  future  revenues.  And 


re  of  managers  to  leave  once  Fred's  suc- 
cession was  established.  But  former  em- 
ployees say  Fred  was  often  overruled, 
even  after  his  father  nominally  handed 
him  the  reins  by  naming  him  president 
in  1986.  An  Wang  was  less  interested 
than  Fred  in  PCs,  so  the  company  en- 
tered the  market  late.  More  recently, 
the  elder  Wang  vetoed  the  sale  of  the 
money-losing  Intecom  telecommunica- 
tions unit.  It  is  now  formally  on  the 
block. 

LONG  STRUGGLE.  Also  to  blame:  Too-rosy 
forecasts  from  Wang's  marketing  staff, 
which,  says  one  source,  encouraged  the 
company  last  year  to  take  on  debt  in 
hopes  of  demand  that  never  material- 
ized. Instead,  domestic  and  international 
sales  last  year  fell  5%,  while  operating 
costs  ballooned.  The  results  cap  Wang's 
long  struggle  against  weak  demand  for 
its  minicomputers  and  margin  pressure 
on  its  PCs. 

Layoffs  and  asset  sales  should  cut 
costs  sharply.  But  Wang's  cash  crunch 
is  far  from  over.  In  the  past  year,  debt 
has  skyrocketed,  from  $660  million  to  a 
staggering  $962  million — $255.2  million 
of  it  due  at  the  end  of  September. 

It  got  so  tight  that  Wang  in  the  last 
quarter  was  forced  to  incur  a  $30  million 
tax  liability  to  repatriate  as  much  as 
$120  million  of  accumulated  earnings  at 
its  Taiwan  unit.  "The  company  has  been 
financing  its  negative  cash  flow  with 
significant  short-term  debt,"  says  Will- 
man.  And  that's  why  Wang's  fate  now 
lies  in  the  banks'  hands,  not  Wang's. 

By  Laura  Jereski  in  Boston 


UTC  refused  to  pick  up  a  share  of  the 
company's  future  losses.  As  a  result, 
Norden's  market  value  fell  from  about 
$400  million  to  as  low  as  $150  million, 
say  analysts.  "It  got  to  be  a  difficult 
financial  equation  to  solve,"  says  Nor- 
den President  Edwin  D.  Decker. 

Norden  has  two  alternatives.  It  can 
scale  down  and  just  sell  components 
for  radar  units.  Or  it  can  upgrade  its 
technology  and  sell  advanced  systems 
that  include  computer  technology  and 
radar.  Decker  is  considering  acquisi- 
tions to  help  insulate  the  company 
against  losses  on  a  single  contract. 

Meanwhile,  says  Decker,  he'll  contin- 
ue to  pare  expenses  and  find  new  con- 
tracts. He  hopes  for  losses  this  year  of 
only  around  $50  million,  and  he  pre- 
dicts a  small  profit  in  1991.  But  Arthur 
E.  Wegner,  UTC's  president  for  aero- 
space and  defense,  says  a  true  turn- 
around may  take  three  to  four  years. 

For  the  moment.  Decker  has  to  move 
cautiously.  "We  don't  want  to  repeat 
the  mistakes  of  the  last  couple  of 
years,"  he  says.  Any  more  mistakes 
and  UTC  may  run  out  of  patience. 

By  Todd  Vogel  in  Stamford,  Conn. 


Jnited  Technologies  Corp.  has  fi- 
nally taken  the  hint.  One  after 
another,  potential  buyers  have 
ied  over  its  radar  division,  Norden 
■terns  Inc.,  then  walked  away.  On 
y.  8,  UTC  pulled  the  beleaguered  unit 
the  block  and  promised  to  fix 
igs  on  its  own. 

'he  promise  will  be  hard  to  keep, 
•den  has  lost  key  contracts  in  its 
cialty,  air-to-ground  radar  technol- 
.  The  final  straw  for  such  possible 
ers  as  Litton  Industries  Inc.  was  in 
•il.  Citing  "nonperformance,"  Gen- 
I  Dynamics  Corp.  took  Norden  off 
$114  million  subcontract  to  develop 
ar  for  the  A12,  an  advanced  tactical 
iber  dubbed  "Son  of  Stealth." 
he  dispute  is  now  a  matter  for  the 
rts.  A  Norden  official  says  CD 
'ed  the  business  to  Westinghouse 
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Getting  a  network  off  the  ground  is  easy 
with  AIX."  Because  AIX,  IBM's  enriched  version 
of  the  UNIX "  operating  system,  brings  a  whole 
new  standard  of  performance,  documentation 
and  security  to  the  open  systems  environment. 
^7"  1  .  J  Iri  fact,  AIX  has  improved 

lOUr  plans  to  connect  upon  other  UNIX  systems 
-■-^  1  in  so  many  ways,  the  Open 

up  all  your  systems     software  Foundation 
,-|-|    PI*-        1  •  •    1       4  TAT'     recently  chose 

Will  tly  a  lot  easier  with  AlA.  Aixasuscore 

J  operatmg  system. 

AIX  gives  you  a  very  high  degree  of 
flexibility.  AIX  lets  you  create  a  transparent  net- 
work between  platforms  from  a  broad  range  of 
vendors-from  SUN '  to  DEC  to  AT&T "  and  HP." 

It  also  lets  you  Link  up  a  broad  range  of  IBM 
systems — from  the  PS/2"  to  the  RT,"  all  the  way 
up  to  the  System /370! 

All  for  one  J  and  one  for  all.  AIX  can  inte- 
grate a  network  so  effectively,  you'd  swear  it  was  a 
single  system. 

Distributed  Services  on  the  RT  lets 
everyone  in  the  network  share  files,  programs 
and  devices.  And  to  optimize  your  PS/2  and 
System/370  investment,  AIX's  Transparent 
Computing  Facility  lets  you  shift  power  from 
one  processor  to  another,  as  the  need  arises. 
And  since  AIX  allows  you  to  merge  DOS 
and  UNIX  functions,  you  protect  your  soft- 
ware investment,  too. 
AIX''s  ease  of  use  also  sets  a  new 
standard.  AIX  is  well  documented,  easy  to 
learn  and  provides  connectivity  through 
multiple  communications  protocols. 

So  if  you  want  to  raise  the  quality  of  your 
networldng,  connect  with  your  IBM  marketing 
representative  or  IBM  Business  Partner  today 
about  AIX.  The  one  system  that  connects  the 
flexibility  of  open  standards  with  all  the  classic 
strengths  of  IBM. 

For  more  information,  call  1  800  IBM-2468, 
ext  148.  AIX  from  IBM.  Making  your  business 
together. 


3/2  and  System/370  are  registered  trademarks  and  RT  is  a  trademark  ot  Iniernational  Business  Machines  Corporation  AIX  is  IBM's  Advanced  Interactive  Executive  vwhich  is  a  trademark  of  International  Business  Machines  Corporation 
nd  UNIX  are  registered  trademarks  ot  American  Telephone  and  Telegraph  Company  DEC  is  a  registered  trademark  ot  Digital  Equipment  Corporation  SUN  is  a  registered  trademark  ot  Sun  Microsystem.  Inc  HP  is  a  registered  trademark  of 
t  Packard  Company  (c)i989  IBM  Corp 
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HP  AND  SUN  GO 
COURTING  OVERSEAS 


►  In  the  computer  industry, 
the  trick  is  to  get  your  prod- 
uct to  market  as  fast  as  possi- 
ble. That's  why  Hewlett-Pack- 
ard, locked  in  a  fierce  rivalry 
with  Sun  Microsystems, 
agreed  on  Aug.  8  to  license  its 
Spectrum  computer  design 
and  chip-processing  technol- 
ogy to  a  unit  of  South  Korea's 
giant  Samsung  Group.  Sam- 
sung will  make  workstations 
priced  under  $5,000  for  both 
companies  to  market.  In  July, 
HP  struck  a  similar  deal  with 
Japan's  Hitachi.  The  pacts, 
which  mark  the  first  time  HP 
has  opened  up  its  homegrown 
technology  to  others,  should 
cut  up  to  two  years  off  the 
development  cycles  of  such 
products. 

Sun,  meanwhile,  is  forging 
alliances  of  its  own.  On  Aug. 
8,  it  announced  that  the  Neth- 
erlands' Philips  would  use 
Sun's  SPARC  chips  in  its  em- 
bedded controllers,  the  tiny 
computers  that  issue  instruc- 
tions to  larger  machines  such 
as  automobile  engines. 


DART  DRUG 

FALLS  OFF  THE  COUNTER 


►  Another  leveraged  buyout 
has  hit  the  skids.  On  Aug.  8, 
Dart  Drug  Stores  filed  for 
bankruptcy  protection.  The 
Maryland-based  chain  of  69 
drugstores,  whose  liabilities 
outstrip  its  assets  by  $30  mil- 
lion, was  never  able  to  handle 
the  $128  million  in  junk  debt  it 
took  on  in  1984  when  the 
founding  Haft  family  sold  it 
to  employees  for  $160  million. 
For  the  nine  months  ended 
July  31,  Dart  reported  losses 
of  $16.6  million  on  revenues 
of  $170  million. 


THREE  WEDTECH 
ADVISERS  ARE  GUILTY 


►  A  federal  jury  convicteu 
three  consultants  to  Wedtech, 
the  now-defunct  South  Bronx 
(N.  Y.)  defense  contractor,  of 


racketeering  and  conspiracy 
charges  on  Aug.  8.  The 
three — Robert  Wallach,  a 
friend  of  former  Attorney 
General  Edwin  Meese;  Frank- 
lyn  Chinn,  Meese's  former  in- 
vestment adviser;  and  Kent 
London — were  accused  of  tak- 
ing illegal  payments  from  the 
company  in  exchange  for  ex- 
ercising their  influence  with 
Meese  and  other  Reagan  Ad- 
ministration officials. 

Wallach  faces  up  to  45 
years  in  prison,  Chinn  and 
London  up  to  40  years.  All 
three  could  also  forfeit  the 
money  taken  illegally  from 
the  company,  as  well  as  pay 
fines  equal  to  twice  the  loss 
to  Wedtech  or  $250,000, 
whichever  is  greater.  Attor- 
neys for  all  three  men  say 
they  will  appeal. 


EASTERN  PHOTS:  THE 
RANKS  ARE  WAVERING 


AND  YOU  DON'T  HAVE  TO  LET  IT  BREATHE 


In  the  era  of  the  new  sobriety, 
it  was  bound  to  happen.  The 
U.  S.  has  its  first  water-of-the- 
month  club. 

The  club,  called  Class  in  a 
Glass,  is  the  brainchild  of  Stan- 
ley Siebenberg,  owner  of  The 
Water  Centre  in  Edison,  N.  J. 
"I'm  no  different  from  a  wine 
dealer,"  he  says,  "only  I'm  sell- 
ing something  healthy."  If  the 
club  catches  on,  he'll  probably 
make  a  healthy  profit,  too.  A  one-year  membership,  entitl 
you  to  a  monthly  six-pack  of  assorted  waters  from  around 
globe,  costs  $350.  That's  $4.86  per  26-  to  32-ounce  bottle, 
least  you  won't  be  quaffing  eau  ordinaire.  The  first  six-p 
will  probably  include  cranberry-flavored  water  from  Te} 
glacier  water  from  Canada,  and  mint-flavored  water,  also  fi 
Canada.  That  last  one  is  "the  perfect  after-dinner  water,"  s 
Siebenberg.  He  adds  that  all  his  waters  are  vetted  by  the  F 
Who  says  conspicuous  consumption  isn't  good  for  you? 


►  Striking  pilots  at  Eastern 
Air  Lines  soundly  rejected  a 
proposal  floated  by  some 
union  leaders  to  return  to 
work.  The  leaders  had  argued 
for  at  least  minimal  union 
presence  at  the  new  Eastern. 

The  uncertainty  prompted 
about  120  pilots  to  cross  the 
picket  line  on  Aug.  7  and  8. 
That  brought  the  total  cross- 
overs to  535,  including  200 
management  pilots  who  didn't 
honor  the  strike. 

Eastern  says  its  reorganiza- 
tion plan,  now  being  consid- 
ered by  creditors,  doesn't  de- 


pend on  the  return  of  striking 
pilots.  The  airline  was  forced 
to  scale  back  the  number  of 
flights  initially  projected  for 
August  but  says  it  will  reach 
390  flights  a  day  by  Aug.  15. 
The  pilots'  union  maintains 
that  Eastern's  plan  won't  fly. 


VITRO  HAS  A  CLEAR 
SHOT  AT  ANCHOR  GLASS 


►  Vitro,  the  huge  Mexican 
glassmaker,  has  taken  the 
prime  takeover  bait  represent- 
ed by  Anchor  Glass  Contain- 
er. On  Aug.  8,  Vitro  offered 
$280  million  or  $20  a  share  for 
Anchor  and  said  it  would 
close  up  to  three  of  Anchor's 


factories  if  the  tender  s 
ceeded.  Anchor  won't  o 
ment  on  the  offer.  Its  st( 
which  rose  from  9  to  12  in 
few  days  before  the 
nouncement,  jumped  to  19 
Anchor  doubled  its  size 
acquiring  a  competitor  in  1 
but  watched  it^  debt  balln 
to  $450  million.  Moreov. 
stiff  competition  kept  prifs 
down  as  Anchor's  modern  i: 
tion  costs  were  rising.  For  i 
first  six  months,  Anchor  i1 
$10  million,  compared  vli 
net  income  of  $1.8  million  fl 
the  same  period  last  year. 


WELL,  THEY  COULD 
MAKE  BOATING  SHOES 


►  Sneakers  and  powerbo^: 
Is  it  synergy?  Reebok  In^ 
national  says  yes.  The  $1.8 
lion  shoemaker  will  buy  ( 
Group's  Boston  Whaler  s 
sidiary  for  $42  million  in  ci\ 
Reebok  admits  boat  mai- 
facture  is  pretty  far  afii. 
And  the  small-boat  mar 
has  been  sluggish  for  sevfil 
years:  Boston  Whaler  reed- 
ed a  loss  last  year  on  rk- 
nues  of  about  $60  mill 
flown   10%  from   1988,  (\L 
says.  Reebok  itself  has  s 
its  own  sales  tail  off, 
profits   for   the  first 
months   of  this   year  w 
down  3%. 
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Performance 
Beyond  Your 
Expectations. 


Untangling  your  energy  management  problems 
before  they  tie  up  your  facility. 


Johnson  Controls  energy 
management  system  achieves 
annual  cost  avoidance  of 
$130,000,  pays  for  itselj  m  nine 
months  and  imprcrves  comfort 
levels  for  S4onroe  County 
Community  School  Corp., 
Bloomington,  IN. 


When  you  hear  complaints 
about  comfort,  see  your 
utility  bills  go  up,  or  your 
building's  equipment  go 
down,  you  know  you  have 
an  energy  management 
problem. 

If  your  facility  is  more 
than  10  years  old,  you  may 
have  less  obvious  problems. 
Aging  equipment,  outmoded 
technology  and  changing 
building  usage  may  be  the 
culprits 

Johnson  Controls  brings 
over  100  years  of  experience 
in  recognizing  and  solving 
these  money-wasting  prob- 


lems. We're  sensitive  to  the 
unique  energy  management 
requirements  of  your  facility, 
whether  it's  a  hospital,  re- 
tail store,  warehouse,  school, 
or  office  building  of  any  size 

We  can  design  and  im- 
plement solutions  that 
provide  greater  cost-effec- 
tiveness with  no  compromise 
in  occupant  comfort.  And 
you'll  take  comfort  in  the 
prompt  payback  of  your 
investment  and  our  flexible 
financing  packages. 

Don't  wait  for  an  energy 


management  crisis  before 
you  call  Johnson  Controls. 
Can  now  at  1-800-972-8040 
and  avoid  one  In  Wisconsin, 
call  1-800-472-6533.  Or 
write,  Johnson  Controls, 
Systems  and  Services  Divi- 
sion, C19,  Milwaukee,  "Wl 
53201-0423. 


©1989  Johnson  Controls,  inc 
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IE  RICH  AREN'T  THE  ONLY  ONES 
fHO  MAY  GET  A  TAX  BREAK 


went  largely  unnoticed  in  the  jockeying  over  cutting 
apital-gains  taxes.  But  just  before  Congress  broke  for  the 
lUgust  recess,  the  House  Ways  &  Means  Committee  ap- 
ed one  of  the  most  important  measures  in  years  to  help 
nation's  working  poor.  Voting  behind  closed  doors,  the 
1  pushed  through  a  major  expansion  of  the  earned-income 
;redit,  a  widely  praised  subsidy  for  low-income  families, 
e  move  is  significant  for  several  reasons — including  its 
.  The  proposal,  sponsored  by  Representatives  Thomas  J. 
ney  (D-N.  Y.)  and  George  Miller  (D-Calif.),  would  nearly 
le  the  cost  of  the  $5.5  billion-a-year  tax  credit.  It  signals 
ressional  Democrats'  drive  to  regain  the  social-policy  ini- 
'e  from  Republicans,  who  have  been  leading  tlit^  chartre 
ax  credits.  It  may  also  set  the  stage  for  an 
bigger  social  welfare  package  later  this 
—one  that  will  test  President  Bush's  "kinder, 
ler"  rhetoric.  "For  the  first  time  in  eight 
3,  we  will  start  to  give  something  back  to  the 
people  in  this  country,"  Miller  declares. 
STUFF.  Poverty  experts  consider  the  earned- 
ne  credit  a  potent  subsidy  for  the  working 
.  Currently,  a  family  earning  $6,500  a  year 
ves  a  credit  of  $910.  Under  the  Ways  & 
is  measure,  a  family  with  one  child  earning 
iO  would  get  a  $1,217  credit.  A  family  with 
kids  would  get  $1,504.  Families  with  pre- 
alers  would  get  an  additional  $430.  Many  eligible  families 
no  tax  liability,  so  they  would  get  a  government  check, 
jerals  like  the  tax  credit  because  it  helps  working  parents, 
urages  families  to  stay  together,  and  increases  federal  aid 
atch  family  size.  Says  Robert  Greenstein,  director  of  the 
er  on  Budget  &  Policy  Priorities:  "Expanding  the  earned- 
ne  credit  is  one  of  the  most  effective  antipoverty  strate- 
"  Conservatives,  for  their  part,  are  drawn  to  the  proposal 
use  it  does  not  require  a  government  bureaucracy,  repre- 
>  an  alternative  to  welfare,  and  doesn't  sock  employers, 
ident  Bush  had  proposed  an  income-tax  credit  that  was 
half  the  size  of  the  Democratic  version. 


The  Ways  &  Means  bill  was  almost  an  afterthought.  For 
months,  committee  members  had  been  crafting  a  tax  plan 
covering  child  care  and  the  working  poor,  although  action 
wasn't  expected  until  next  year.  But  in  July,  Chairman  Dan 
Rostenkowski  (D-Ill.)  saw  a  chance  for  a  trade:  Democrats 
would  agree  to  cut  taxes  on  capital  gains  as  long  as  the 
Administration  went  along  with  an  expanded  child  care  bill. 
TIT  FOR  TAT.  The  White  House  has  agreed  to  the  trade-off.  But 
before  the  proposal  becomes  law,  it  must  thread  its  way 
through  the  complex  politics  of  child  care.  Most  Democrats 
like  the  tax  credit,  but  their  primary  focus  this  year  is  on 
broad  child  care  legislation.  Democratic  leaders  don't  want  the 
earned-income  credit  to  undermine  efforts  to  expand  day  care. 

The  Ways  &  Means  bill  includes  money  for  child 
care,  but  liberal  Democrats,  backed  by  labor, 
don't  think  it's  enough.  They  favor  an  alternative 
proposed  by  House  Education  &  Labor  Commit- 
tee Chairman  Augustus  F.  Hawkins  (D-Calif.) 
"There's  a  great  need  for  child  care,  and  it  can't 
be  done  with  a  tax  credit,"  says  .\FL-CIO  lobbyist 
Robert  McGlotten. 

The  credit  may  help  the  White  House  finesse 
another  thorny  social  issue:  Democrats'  plans  for 
a  minimum-wage  hike.  President  Bush  has  vetoed 
a  bill  to  raise  the  wage,  now  at  $3.35  an  hour,  to 
$4.55.  Democrats  may  well  settle  for  an  increase 
to  $4.25 — provided  that  it  is  coupled  with  a  tax  credit.  The 
Ways  &  Means  proposal  may  give  the  White  House  and  con- 
gressional Democrats  the  cover  they  need  for  a  compromise. 

Although  the  Ways  &  Means  plan  could  be  altered  on  the 
way  to  passage,  support  for  the  idea  from  both  conservatives 
and  liberals  seems  to  indicate  that  some  expansion  of  the 
credit  is  on  the  way.  It  is  not  a  new  idea.  Years  ago.  Senator 
Russell  B.  Long  (D-La.)  devised  it  as  a  bonus  for  the  poor. 
Now,  Democrats  are  rediscovering  the  virtue  in  the  scheme, 
and  the  upshot  may  be  that  rare  development  in  Washington: 
a  program  that  almost  everyone  agrees  works  as  advertised. 

Bi/  Susan  B.  Garland  and  Howard  Gleckman 


ITAL  WRAPUPI 


AL 


a  blow  to  defense  contractors,  the 
ustice  Dept.  has  resolved  an  inter- 
dispute  by  deciding  to  support 
stleblower  suits  under  the  False 
ms  Act.  Justice's  Civil  Div.,  Nor- 
)p  Corp.,  and  Litton  Systems  Inc. 

argued  that  hundreds  of  cases 
inst  defense  contractors  should  be 
•ed  out.  The  reason:  Citizens  who 
ig  the  suits  on  the  government's 
alf  aren't  injured  and  therefore 
t  sue.  But  Solicitor  General  Ken- 
1  W.  Starr,  siding  with  Criminal 
.  lawyers,  has  told  Justice  attorneys 
rgue  in  a  Litton  case  that  the  cases 
government  agrees  to  join — 25%  of 


the  total — are  constitutional.  He  told 
them  to  take  no  position  on  cases  Jus- 
tice chooses  not  to  join. 

TAXES  

In  the  capital-gains-tax  debate,  atten- 
tion has  been  focused  on  the  battle 
between  President  Bush,  who  prefers 
cutting  the  tax  rate,  and  House  Ways 
&  Means  Chairman  Dan  Rostenkowski 
(D-Ill.),  who  wants  to  index  gains  for 
inflation.  Now,  Senate  Finance  Com- 
mittee Chairman  Lloyd  Bentsen  (D- 
Tex.)  is  weighing  in — and  siding  with 
the  White  House.  But  unlike  Bush,  he 
wants  a  permanent  rate  cut,  not  a  tem- 
porary one  to  boost  revenue,  and  new 
taxes  on  the  beneficiaries. 


HOUSING 


Is  the  Federal  Housing  Administra- 
tion in  better  shape  than  most  people 
think?  Based  on  data  reviewed  so  far 
in  the  scandal  at  the  Housing  &  Urban 
Development  Dept.,  the  fha  faces 
losses  that  could  exceed  $1  billion — a 
big  chunk  of  its  $2.6  billion  reserve. 
But  the  Mortgage  Bankers  Assn.  says 
the  reserve  should  be  $940  million  larg- 
er. The  group  says  accounting  rules  let 
the  FHA  recognize  insurance  premium 
income  faster  because  its  losses  are 
piling  up  faster.  Concerns  about  the 
FHa's  health  could  block  expansion  of 
its  mortgage  powers — and  with  it  more 
business  for  mortgage  bankers. 


GTON  OUTLOOK 
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nternational  Business 


FRANCE  I 


IS  RENAULT'S  NEW  ENGINE 
BUILT  FOR  THE  LONG  HAUL? 


Raymond  Levy  has  it  revved  up — but  1992,  the  Japanese,  and  restive  unions  lie  ahead 


Sitting  at  his  desk  in  Paris,  Ray- 
mond H.  Levy  has  been  calmly  dis- 
cussing the  future  of  Renault,  the 
big  state-owned  French  auto  maker  that 
he  has  run  for  nearly  three  years.  Sud- 
denly, a  bolt  of  anger  flushes  his  in- 
tense, hawkish  face.  Levy  lunges  for- 
ward and  pounds  his  fist  on  his  desk. 
"I  will  never  take  them  back!"  he 
shouts.  "Never!  Would  you  like  to 
make  a  bet?" 

Hair-trigger  anger  is  a  Levy  trade- 
mark. And  here's  what  sets  him  off 
these  days:  The  suggestion  that  he'll 
succumb  to  the  demands  of  Re- 
nault's biggest  union,  the  Confedera- 
tion Generale  du  Travail,  and  re- 
instate 10  workers  who  were  fired  in 
1986  after  a  violent  protest  over 
layoffs. 

PROFIT  CULTURE.  The  10  workers 
have  become  France's  most  volatile 
labor  issue.  For  Levy,  the  case  is  a 
test  of  his  freedom  to  continue  trans- 
forming France's  largest  company, 
with  $25  billion  in  sales,  from  a  gov- 
ernment-run social  welfare  agency 
into  an  independent,  profit-oriented 
machine.  He  has  pushed  Renault  a 
long  way  down  that  road — laying  off 
30,000  workers,  trimming  debt,  clos- 
ing plants,  and  selling  off  subsidiar- 
ies, including  American  Motors  Corp. 
Now,  the  question  is  whether  Re- 
nault's brusque,  autocratic  boss  can 
keep  its  turnaround  revving. 

Levy's  new  profit  culture  is  criti- 
cal for  Renault.  Like  Europe's  five 
other  mass-market  carmakers — 
Volkswagen,  Fiat,  Ford  Motor,  Gen- 
eral Motors,  and  Peugeot — Renault 
faces  a  daunting  new  challenge:  the 
Japanese.  European  integration  in 
1992 — plus  a  saturated  U.  S.  mar- 
ket— are  luring  Japanese  auto  mak- 
ers to  ship  more  cars  to  Europe  and 
build  factories  there.  If  Levy  can 
fight  the  Japanese  as  successfully  as 
he  has  transformed  his  company's  cul- 
ture, he  will  have  ensured  Renault's 
survival. 

However,  Levy  has  worked  most  of 
his  turnaround  in  a  superhot  European 
car  market,  note  some  analysts,  and 
may  have  a  hard  time  keeping  perfor- 


mance up  when  demand  cools.  The  next 
few  years  will  tell  whether  Renault  can 
stand  on  its  own  feet  as  a  profit-making 
enterprise.  If  it  can't,  the  government 
might  give  up  on  Renault's  experiment 
in  autonomy  and  try  to  engineer  a  merg- 
er with  the  country's  other  major  car- 


RENAULT'S  PROFITS 
HAVE  REBOUNDED... 
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DATA  RENAULT 


...BUT  ITS  MARKET  SHARE 
HAS  SLIPPED 


EUROPEAN  MARKET  SHARE 


DATA  FRENCH  AUTOMOBILE  MANUFAOURERS  ASSN. 


maker,  Peugeot,  to  guarantee  France's 
place  on  the  European  auto  scene. 

Renault  looks  particularly  vulnerable 
because  it  has  high  debt  and  its  sales 
are  strongest  in  southern  Europe.  While 
it  has  19^  of  the  Spanish  market,  for 
example,  Renault  sells  West  Germans 


only  3.6%  of  their  cars.  The  south 
markets  are  the  most  protected:  Jj 
nese  imports  in  France  are  now  lim: 
to  3%  of  the  m.arket,  even  less  in  II 
and  Spain.  Although  the  Europe  of  1 
is  likely  to  set  quotas  on  Japanese 
ports — perhaps  10%  of  the  market- 
impact  of  the  increase  on  Reni 
and  others  could  be  devastating, 
nault  will  lose  ground  in  its  stro 
holds,  since  the  Japanese  excel  in 
inexpensive  models  that  south 
Europe  buys. 

To  stay  in  the  race  against 
Japanese,  Levy  wants  to  sign 
partners  to  build  cars  and  m£ 
components,  helping  to  bring  do 
production  costs.  Chrysler  is  one  i 
sible  ally:  Renault  builds  engines 
the  U.  S.  company,  and  the  two  p 
to  develop  a  new  utility  vehicle, 
nault's  state  ties  could  turn  off  so 
partners — including  the  Japane 
Levy  has  already  talked  with  Subi 
about  building  a  small-car  plant 
France.  But  Renault  unionists 
wary  of  the  Japanese  and  are  certn 
to  oppose  a  partnership. 

Added  to  the  pressure  from  Jai 
nese  carmakers.  Levy  still  has  W  ' 
to  do  at  headquarters.  He  is  sti 
gling  under  a  heavier  debt  load  tl 
any  of  Renault's  European  riv: 
Renault  has  slashed  debt  by  $6..'i 
lion  since  1985,  thanks  partly  to 
forgiveness  by  the  government.  1 
the  company  still  owes  a  fat  >  i 
billion,  nearly  double  equity  capil. 
Debt  service  cost  Renault  ne;i 
$500  million  last  year. 
MACK  MIGHT.  To  help  wipe  out  - 
nault's  luus,  French  banks  may  t. 
a  minority  stake  in  its  truck  ui- 
Funds  for  investment  in  product.i 
aren't  lacking  now,  but  Levy  worrs 
he'll  miss  a  good  buy  later.  Renat 
is  happy  with  its  457'  share  of  U-. 
truckmaker  Mack  Trucks  Inc.  &i 
might  consider  buying  the  rest — if  it  Iji 
the  money.  But  Renault  has  no  stockb 
swap  for  takeovers.  "That's  a  handica  ' 
says  Levy,  who  would  like  to  see  I- 
nault  partially  privatized. 

Another  big  concern  for  Levy  is  ij- 
proving  Renault's  productivity.  He  Is 
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,dy  raised  it  sub- 

tially.  Executives 

;  production  costs 

low  about  the  same 

uropean  rivals  but 

3d  Japanese  costs 

10''f  to  25%.  Japa- 
plants  in  Europe 

be  even  more  effi- 
because  of  new  fa- 

es   and  low-paid 

,g  workers.  Levy 

d  clearly  love  to 
his  expensive,  60- 

-old  plant  in  the 

,  suburb  of  Billan- 

;.  But  unions  prom- 
bitter  fight. 

11,  the  days  of  Re- 

;  as  a  full-employ- 
program  are  coni- 

0  a  close.  France  is 
ast  country  in  Eu- 
to  push  its  auto  in- 
•y  out  of  the  government  nest.  Over 
past  decade,  Britain  has  sold  off 
r  Group  PLC,  Italy  has  sold  Alfa 
20,  and  West  Germany  has  cut  its 
;  in  Volkswagen  from  407^  to  16%. 
low,  France's  Socialist  rulers  don't 
sell  even  a  minority  stake  in  Re- 
;,  so  much  a  part  of  the  public  weal 
its  legal  status  is  akin  to  a  state 
cy.  Still,  Paris  aims  to  erode  that 
s.  Last  year,  it  added  a  clause  to 
•ult's  corporate  charter  allowing  the 
lany  to  go  bankrupt. 

>  JUSTES?  "I  do  essentially  what  I 
says  Levy.  "The  government  im- 

1  nothing."  Indeed,  Renault's  boss, 
3  an  earthy,  impatient,  and  some- 
;  cocky  manager  who  likes  things 
his  way.  He  speaks  his  mind,  often 
ude  language  that  detractors  call 
coming  for  the  head  of  France's 

company.  Shortly  after  he  took 
Levy  told  journalists  that  his  Re- 
sedan,  a  top-of-the-line  R25,  was  so 
y  built  that  it  went  in  for  repairs 
hly.  Touring  a  plant,  Levy  told 
ers  that  if  quality  didn't  improve, 
acility  would  disappear.  Sloppiness 
^es  him.  Last  year,  he  fired  off  a 
criticizing  managers'  memos  for 
ungrammatical  French,  calling  it 
ark  of  disrespect  toward  me." 
t  Levy,  the  son  of  Greek  immi- 
s,  also  has  a  super-sharp  mind, 
;d  in  the  best  French  schools  and  at 
achusetts  Institute  of  Technology, 
i  he  earned  a  master's  degree  in 
ar  physics.  His  perfectionist  bent 
es  nicely  with  a  critical  Renault 
to  overcome  an  image  for  so-so 
of  uncertain  workmanship.  "Our 
'e  was  founded  on  volume,"  says 
"We've  shifted  it  to  profit.  Now,  I 
to  move  it  toward  quality."  He 
"That's  a  very  long  job." 
;  strategy  before  Levy  arrived  was 


to  buy  market  share 
with  low  prices  to 
achieve  its  basic  goal: 
maximum  employment. 
In  1982,  it  managed  to 
become  Europe's  top- 
selling  brand,  with 
14.67f  of  the  market. 
Yet  it  lost  money.  Now, 
market  share  has 
plunged  to  10%-,  and  Re- 
nault ranks  sixth 
among  six  major  Euro- 
pean manufacturers. 
Profits,  however,  are 
strong  (charts). 

Renault's  products, 
too,  are  stronger.  "I 
think  their  fit  and  finish 
is  still  not  as  good  as 
ours,  but  their  quality  is 
definitely  up,"  says  N. 
Victor  Dial,  marketing 
vice-president  for  Peu- 
geot. Levy  gets  a  lot  of  the  credit.  Last 
year,  for  example,  managers  told  him 
they  could  meet  a  June  launch  target  for 
the  new  R19  compact  sedan,  even 
though  quality  would  suffer.  Instead, 


Levy  postponed  the  launch  until  Septem- 
ber so  engineers  could  fix  problems. 

Levy  knew  he  couldn't  afford  to  see 
the  R19  stall.  It  is  the  first  of  several 
models  Renault  will  show  to  update  its 
aging  lineup.  Critics  like  the  R19's  han- 
dling compared  with  previous  cars.  It 
has  been  selling  well  in  West  Germany, 
an  important  market  to  balance  Re- 
nault's southern  exposure.  But  like  earli- 
er Renaults,  the  R19  is  unexciting  and 
could  have  a  short  shelf  life,  say  some 
analysts.  "Renault  has  to  do  a  lot  of 
marketing  work  to  build  its  image,"  says 
John  K.  Lawson,  auto  analyst  at  Nomu- 
ra Research  Institute  in  London.  What 
product  image  does  Levy  want?  "Cars 
that  aren't  necessarily  high  perfor- 
mance," he  says,  "but  are  spacious,  com- 
fortable, agreeable  to  spend  time  in." 

Renault's  feisty  chairman  may  have  to 
do  better  than  that  to  keep  car  buyers 
out  of  Japanese  showrooms.  But  at  least 
Levy  has  Renault  heading  down  the 
right  side  of  the  road.  If  he  can  keep 
peace  with  labor  and  find  industrial  al- 
lies, he  has  a  good  chance  of  keeping  his 
cars  cruising  along  Europe's  highways. 

By  Stewart  Toy  in  Paris 


JAPAN  I 


THE  JAPANESE  AREN'T  FIOCKING 
TO  THIS  BOUTIQUE— YET 


Nomura- Wasserella  is  starting  slow,  but  neither  partner  is  fazed 


Japan's  clubby  finan- 
cial industry  was 
taken  aback  last 
year  when  New  York 
takeover  superstar  Was- 
serstein,  Perella  &  Co. 
teamed  up  with  its  20% 
owner,  Nomura  Securi- 
ties Co.,  to  launch  a 
merger  boutique  in  To- 
kyo. In  short  order,  the 
new  dealmakers  were 
raising  eyebrows  again 
with  their  no-holds- 
barred  style.  But  Tokyo 
also  has  been  teaching 
the  New  York  sharp- 
shooters a  few  things — 
some  of  them  unpleasant. 

Since  last  fall,  Nomura 
Wasserstein  Perella  Co. 
(NWP),  as  the  joint  ven- 
ture is  known,  has  assembled  about  a 
dozen  mergers,  joint  ventures,  and  other 
deals  in  Japan.  It  has  helped  several 
U.  S.  companies  sell  subsidiaries  to  the 
Japanese  and  has  plotted  defenses  for 
Japanese  companies  under  attack  by 
raiders.  But  despite  the  rising  tide  of 
mergers  in  Japan  and  the  firm's  easy 


WASSERELLA'S  MYERSON:  "THIS  IS  A  5-  OR  10-YEAR  PROJEa" 


access  to  corporations  with  close  ties  to 
Nomura,  much  of  NWP's  business  has 
been  small  potatoes.  Several  of  its  trans- 
actions have  been  worth  less  than  $1 
million,  far  too  puny  to  generate  much 
in  the  way  of  fees.  And  some  insiders 
concede  that  nwp's  move  into  big-time 
transpacific  dealmaking  has  been  consid- 
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Chief  Executive 
The  Royal  Hong  Kong 
Jockey  Club 


I 


"With  a  transaction 
processing  network 
from  Digital,The 
Royal  Hong  Kong 

Jockey  Club 
helps  community 
charities  finish 


in  the  money" 


"pacing  is  part  of  the  way  of  life 
in  Hong  Kong  where  on  average  race- 
days,  The  Royal  Hong  Kong  Jockey 
Club  handles  more  than  10  million 
transactions -a  peak  rate  of  500 
bets  a  second.  To  provide  one  of  the 
world's  most  sophisticated  betting 
services,  the  Club  relies  on  Digital's 
transaction  processing  network  and 
its  own  Club-developed  software. 

"But  the  Club  is  more  than  a 
racing  authority  and  extremely  suc- 
cessful business.  It  is  a  non-profit 
company  that  channels  all  surplus 
funds  to  community  causes.  This  year 
alone,  over  US$100  million  will  go  to 
help  the  sick,  the  handicapped,  the 
homeless  and  elderly;  also  to  help 
build  a  new  university,  new  public 
parks  and  new  leisure  facilities. 

"Without  Digital's  computer 
network,  the  Club  could  not  achieve 
its  transaaion  requirements.  More 
transactions  mean  increased  revenue 
which,  in  turn,  means  more  to  benefit 
the  people  of  Hong  Kong." 

The  rewards  of  working  together. 

Digital's  approach  to  transaction 
processing  means  everyone  can  now 
have  ready  access  to  a  large  volume  of 
information  that  is  always  up-to-date. 

With  this  ability  to  share  infor- 
mation, Digital  gives  you  an  elegantly 
simple  way  for  your  people  to  work 
together  more  productively,  more 
creatively,  more  efficiently,  more 
competitively. 

To  learn  more,  write  to  Digital 
Equipment  Corporation,  200  Baker 
Avenue,  Concord,  MA  01742-2190. 
Or  call  your  local  Digital  sales  office. 

A  way  to  work  together  like 
never  before  Digital 


has 
it 
now 


I 
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erably  slower  than  originally  anticipated. 

Still,  neither  partner  is  fazed.  "We're 
not  looking  toward  a  short-term  hori- 
zon," says  Toby  S.  Myerson,  a  Wasser- 
ella  managing  director  who  is  second-in- 
command  at  NWP.  "This  is  a  5-  or  10-year 
project."  He  also  hints  that  some  Japa- 
nese clients  soon  may  announce  a  few 
U.  S.  acquisitions  worth  more  than  $1 
billion  apiece. 

TOUGH  DEFENSE.  NWP  is  best  known  for 
its  headline-grabbing  defense  tactics.  In 
June,  NWP  helped  Koito  Manufacturing 
Co.  turn  aside  T.  Boone  Pickens  Jr.'s  bid 
to  force  his  way  onto  the  company's 
board  after  buying  a  207'  stake  in  the 
auto-parts  maker.  "With  that  defense, 
the  full  strength  of  this  joint  venture 
became  clear,"  said  NWP  President  Mit- 
suo  Goto  shortly  afterward.  But  just  a 
month  later,  NWP  suffered  a  setback 
when  a  court  blocked  its  move  to  defend 
two  supermarket  chains  from  raids  by 


real  estate  developer  Shuwa  Corp.  The 
court  objected  to'NWP's  attempt  to  have 
the  chains  exchange  blocks  of  each  oth- 
er's shares  at  a  fraction  of  their  market 
value.  With  his  high-profile  affiliate  thus 
in  a  pickle,  Nomura  President  Yoshihisa 
Tabuchi  offered  to  mediate  between 
Shuwa  and  the  retailers.  But  that  may 
indicate  Tabuchi  is  conceding  defeat  for 
NWP.  Taking  matters  into  his  own  hands, 
he  may  soon  arrange  for  someone  to 
buy  Shuwa's  shares. 

NWP  has  had  an  easier  time  selling 
U.  S.  corporate  assets.  In  July,  it  ar- 
ranged the  $250  million  sale  to  Kyocera 
Corp.  of  an  electronic  equipment  maker 
owned  by  Wickes  Cos. — itself  part- 
owned  by  Wasserstein  Perella.  Six 
months  earlier.  Goto  helped  defend 
Shaklee  Corp.  against  raider  Irwin  Ja- 
cobs by  arranging  the  sale  of  Shaklee's 
Japanese  subsidiary  to  Yamanouchi 
Pharmaceutical  Co.  for  $350  million.  But 


even  as  Goto  was  celebrating  the  se, 
archrival  Sumitomo  Bank  was  strik| 
back.  Sumitomo,  Yamanouchi's  mr 
bank  and  a  large  stockholder  in  the  <■ 
pany,  urged  the  pharmaceutical  coik 
to  finish  the  job  by  purchasing  thf  i 
of  Shaklee  as  well.  It  did  just  thai 
May,  for  $392  million. 

Despite  the  public  setbacks,  Nomn 
role  as  adviser  to  so  many  compai 
guarantees  NWP  a  steady  flow  of  de 
And  Nomura  executives  admit  that  i 
still  lack  the  savvy  Wasserstein  Per 
provides.  "They're  totally  expert 
we're  totally  amateur,"  says  NWp  Gfi 
al  Manager  Masaharu  Iwasa.  Over  li 
that  may  change.  Japanese  NWP  stall 
posted  to  New  York  and  London  i 
help  Nomura  break  into  mergers  on 
own.  But  for  now,  expect  Wasserd 
Tokyo  cousin  to  keep  making  wa\( 
and  headlines — across  the  Pacific. 

Bi/  Ted  Holden  in  T" 


COMPUTERS! 


IBM  ClONES  A  STRATEGY 
FROM  THE  ClONEMAKERS 


Its  new  line  of  products  will  mimic  Fujitsu  and  Hitachi  machines 


For  years,  Big  Blue  watched  heavy- 
weights Fujitsu  and  Hitachi  take 
away  customers  in  Japan  by  selling 
their  IBM-compatible  mainframes  at 
cheaper  prices.  Now,  the  U.  S.  giant  has 
decided  to  play  the  same  game.  It's  re- 
engineering  its  mainframes  to  mimic  Fu- 
jitsu's and  Hitachi's  machines,  which  to- 
gether command  447  of  the  Japanese 
market.  Customers  of  the  Japanese 
companies  will  be  able  to  switch  to 
IBM  without  discarding  their  old 
software. 

IBM  cloning  Fujitsu?  Not  exactly,  but 
Big  Blue  is  causing  a  stir  in  Japan 
with  its  new  tactics  for  fighting  back. 
The  longest-running  American  success 
story  there,  IBM  Japan  Ltd.  regularly 
accounts  for  107  of  Big  Blue's  earn- 
ings worldwide,  with  sales  that  should 
top  $9.5  billion  this  year.  But  its  257 
slice  of  the  Japanese  mainframe  mar- 
ket is  increasingly  under  fire.  So  head- 
quarters in  Armonk,  N.  Y.,  is  encour- 
aging IBM  Japan  to  take  up  such 
weapons  as  heavy  discounting,  joint 
ventures  with  local  suppliers,  and  sell- 
ing IBM  machines  under  different 
brand  names. 

HANDICAPPED.  Fujitsu  Ltd.,  which 
knocked  IBM  out  of  first  i)lace  in  1979, 
is  pressing  again  by  importing  IBM- 
compatible  mainframes  from  U.  S.  af- 
filiate Amdahl  Corp.  With  a  307  mar- 
ket share  in  Japan,  Big  Blue  clings  to 


a  slim  lead  in  large  mainframes  costing 
$3  million  and  up,  but  it  trails  Fujitsu 
and  NEC  Corp.  in  midsize  systems  and 
lags  badly  in  personal  computers,  where 
NEC  dominates.  IBM  is  countering  with  a 
new  ad  campaign  aimed  at  small  and 
medium-size  companies. 
Big  Blue's  new  strategy  for  mimick- 


'BIW  AS/400 


IBM'S  NiW  AD  CAMPAIGN:  TARGETING 
SMALL  AND  MEDIUM-SIZE  COMPANIES 


ing  Fujitsu  and  Hitachi  machines  c( 
help  overcome  its  biggest  handicai 
shortage  of  programmers  to  write  - 
ware  for  its  mainframes.  In  Japan,  c 
puter  makers  are  expected  to  siq 
huge  volumes  of  programs.  Fujitsu 
Hitachi  Ltd.  each  boast  several  tii 
IBM's  5,000  software  engineers.  N 
IB.M  will  be  able  to  piggyback  on  it.-^; 
vals'  software. 

The  strategy  already  shows  s< 
signs  of  success.  The  systems-devf 
ment  department  of  Victor  Co.  of  J  i 
is  switching  from  Fujitsu  to  Big  11 
Says  General  Manager  Tetsuo  Ban 
"We  needed  better  compatibility  v 
our  IBM  systems  overseas." 

The  software  shortage  is  also  pil- 
ing IBM  Japan  into  other  unconventi- 
al  tactics.  In  a  first  for  Big  Blut'' 
recently  permitted  Ricoh  Co.  to 
the  AS/400  computer  under  its  > 
label.  IB.M  is  also  lining  up  joint 
tures,  23  so  far,  including  a  $4::! 
lion-dollar  deal  with  telephone  In 
moth  NTT  Corp.  "These  ventures  al* 
us  to  leverage  our  skills,"  says  Per 
L.  Schavoir,  vice-president  at 
World  Trade  Asia  in  Tokyo.  "We 
tend  to  do  a  lot  more  of  them." 

IBM  Japan  is  also  slashing  prices' 
hold  its  ground.  Discounts  of  30' 
companies  are  common  but  can  rui 
high  as  90'/f  to  schools.  "IBM  discoi 
as  aggressively  as  any  Japanese  c 
pany,"  says  Kenichi  Kitagawa,  ed 
of  Nikkei  Watcher  on  IBM. 

IBM  Japan's  unorthodox  tactics  h  • 
|)roved  so  successful  that  Armonhs 
adopting  many  of  them.  As  Japanie 
computer  companies  expand  into  le 
U.  S.,  the  lessons  IBM  has  learned" 
Japan  may  come  in  handy. 

By  Neil  Gross  in  To  v 
 1  u 


42  BUSINESS  WEEK/AUGUST  21.  1989 


INTERNATIONAL  BUS':' 


Union 

introduces 
[)esktop  Faxing. 

IlVlnW  \7ni  1  PQH  TQ  Y     "^^^  ^^^^  efficient  fax  machine  is  sitting  riglit  on  your 
•  1  ivW  jUU  vCUi  iClA  desl^.WithWestern  Union's  OfficeAccess"  messaging  serv- 

from  the  desktop  computer  r„lts;cZn„S. 

J  •      1  T        1  ed  desktop  computer  terminal  or  PC. 

terminals  you  already  own. 


2.  Eliminate  waiting  in  line 


The  fax  machine  has  become  the 
water  cooler  of  the  80's  office.  But  with 

OfficeAccess,  your  people  can  avoid  those  long  trips  to  _l  i."L  r>  ■Pov  ■mnnliin  A 

the  fax  machine.  Because  they  won't  be  using  it.  cll  IJlc  IdX  IIltlLIllIlCt 

SQcurl  ITH  "fn  QQQ    Another  way  we've  made  faxing  faster  is  "broadcast  fax- 
•  Uvllvl  IIU  MJ  Wu  ing"  or  the  ability  to  fax  a  document  to  as  many  as  999  dif- 
/)rvT\inn  nil       /\y\nf\      ferent  locations  at  one  time.  Just  compose  the  message 
^OPKJo        ctt  OIlvv*  oi^ce,  and  one  keystroke  automatically  sends  it  to  everyone 
■'•  on  your  maihng  list. 

Because  Western  Union's  transmission  is  all  digital,  you'lM  "CViv  fllD  plDQllDcf 
send  consistently  higher  quality  faxes,  instead  of  sending     i»  1  CtA  lllC  vlvCUlv!?t 

;KXr^^^^^''*"'^"  most  loadable  copies  ever. 

SlrPi"  Ql  ifum  Q^'IP  you'W  never  have  to  waste  time  calling  to  find  out  if 

•  VJvt  ClUtUlluttiv  your  fax  got  through  because  Western  Union  automatically 
/I  Anfiirm  of  "I  AVI  confirms  delivery  right  on  your  terminal  screen  as  soon  as  the 
LUIUli  IllciliUll  message  reaches  its  destination. 

j»  1  I  •  Whether  you're  currently  using  Wang,  DEC,  IBM,  Apple  or  just 

01  Cl6llV6r\»  ^bout  any  other  system,  call  Western  Union  at  1-800-247-1373,  Dept.  140 
And  find  out  how  fast  and  easy  Desktop  Faxing  can  be. 


i9  Western  Union  Corporation. 


WESTERN 
UNION 


OFFICE 
ACCESS 
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JAPAN  I 


NOW  APPEARING  IN  THE  ROLE 
OF  JAPANESE  PRIME  MINISTER . . . 


With  the  LDP  in  disarray,  Toshiki  Kaifu  may  not  star  for  long 


On  Aug.  9,  Toshiki  Kaifu 
achieved  a  Hfelong  dream  by  be- 
coming Prime  Minister  of  Ja- 
pan. But  his  chances  of  a  lengthy  ten- 
ure are  slim. 

In  the  past  two  years,  three  predeces- 
sors have  left  office  in  dis- 
grace. His  ruling  Liberal 
Democratic  Party  is  in  dis- 
array. It  suffered  its  worst 
defeat  ever  last  month  in 
Upper  House  elections  and 
looks  set  for  a  drubbing  in 
Lower  House  elections. 
Kaifu  (pronounced  Kye- 
foo)  could  wind  up  as  a 
sacrificial  lamb.  His  Cabi- 
net and  party  leadership 
choices  also  show  that,  like 
predecessor  Sosuke  Uno, 
the  58-year-old  former 
Education  Minister  is 
fronting  for  former  Prime 
Minister  Noboru  Takeshita 
and  Shintaro  Abe,  a  former 
Foreign  Minister  who 
wants  to  be  come  Prime 
Minister  himself. 

All  this  suggests  that  Ja- 
pan's political  leadership 
will  remain  weak  as  the 
U.  S.  gears  up  for  talks  in 
September  aimed  at  loosen- 
ing up  Japan's  distribution 
system,  the  close-knit 
structure  of  its  business 
groups,  and  other  impedi- 
ments to  imports.  Some 
U.  S.  officials  aren't  con- 
cerned by  political  weak- 
ness because  they  see  consumer 
voter  anger  as  building  pressure  for  the 
reforms  the  U.  S.  is  seeking.  "We  can 
perhaps  lend  some  force  to  the  interests 
that  are  operating  in  Japan  already," 
says  Commerce  Under  Secretary  J.  Mi- 
chael Farren. 

SAME  SPOTS.  Kaifu's  statements,  howev- 
er, leave  little  room  for  optimism.  In  an 
Aug.  5  newspaper  interview,  Kaifu  not- 
ed that,  on  a  May  visit  to  the  U.  S.,  he 
found  the  dominant  mood  to  be  "very 
emotional"  and  unswayed  by  "logic  or 
reasoning."  He  may  come  to  the  U.  S. 
next  month  to  meet  President  Bush. 

Kaifu's  ascent  even  in  the  face  of  a 
domestic  political  crisis  shows  that  the 
LDP  hasn't  been  able  to  change  its 


spots.  Although  it  desperately  needs  a 
strong,  popular  leader  to  restore  voter 
confidence,  factional  infighting  and  per- 
sonal ambitions  kept  the  party  from 
naming  one.  Many  observers  believe 
Kaifu  will  be  replaced  after  the  Lower 


House  elections  that  are  likely  as  early 
as  this  fall. 

Kaifu's  unenviable  job  is  somehow  to 
redeem  the  LDP  in  the  eyes  of  voters  in 
a  very  short  time.  Within  the  next  few 
months,  he  must  push  political  reform 
legislation  through  the 
Diet,  revise  the  detested 
consumption  tax,  win  back 
farmers  and  women  voters, 
and  fend  off  new  opposition 
strength  in  the  Upper 
House.  "Making  a  major 
change  in  the  tax  is  the  key 
to  restoring  the  LDP's  popu- 
larity," says  faction  leader 
and  former  Finance  Minis- 
ter Kiichi  Miyazawa. 
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The  LDP  must  also  be  praying  tli 
there  are  no  skeletons  in  Kaifu's  clos; 
"If  the  next  Prime  Minister  has  pm 
lems  like  Takeshita  and  Uno  did,  1; 
LDP  will  splinter,"  says  party  povi 
broker  Michio  Watanabe.  Takeshita  1 
to  resign  because  of  involvement  in  i 
Recruit  payoff  scandal,  and  Uno's  t\ 
month  term  was  cut  short  becausr 
his  geisha  scandal. 
UNTARNISHED.  Working  in  Kaifu's  iVn 
are  his  relative  youth,  his  clean  ima^' 
and  his  reputed  eloquence.  He  has  f> 
enemies  in  the  LDP,  and  his  close  i 
with  Takeshita,  who  also  belongeil 
the  Speech  Society  at  Waseda  Unixci 
ty,  give  him  some  clout, 
the  other  hand,  Kaifu  \ 
served  in  the  Cabinet  'i 
twice,  and  he's  not  knn 
for  skill  in  economics  i>r 
plomacy.  And  he  con 
from  one  of  the  small 
and  weakest  LDP  fact  in 
led  by  Toshio  Komoto. 

This  lack  of  a  sin 
power  base  is  largely  u 
he  was  chosen.  Such  vt  t 
an  LDP  heavyweights 
Abe  and  Miyazawa  are  - 
waiting  their  turn  t<i 
Prime  Minister.  Now  i- 
their  time,  though.  The 
cruit  scandal,  which  tain 
them,  is  .still  too  fresh 
voters'  minds,  and,  if 
LDP  gets  drubbed  again 
the  next  elections,  the  i 
ty  leader  might  have  tn 
sign,  as  Uno  did. 

Kaifu  still  could  ijn.l 
rabbit  out  of  his  hat. 
made  a  name  for  him.- 
as  a  top  aide  to  late  Pn 
Minister  Takeo  Miki,  v 
succeeded  the  disgrai 
Kakuei  Tanaka  in  l;» 
pushed  through  two  pu . 
cal  reform  bills,  and  1- 
lowed  Tanaka  to  be  arr^ 
ed  on  bribery  charges.  Supporters  In 
Kaifu  will  show  the  same  unexpec 
fortitude. 

But  the  stronger  prospect  is  foi 
deepening  political  muddle.  The  Liu 
responding  less  decisively  to  its  del 
in  July  than  many  anal\ 
expected.  "They  need  a  i 
understanding  of  the  ; 
situation,"  says  Japan 
cialist  Party  Chairwomi 
Takako  Doi.  Failing  tU, 
Kaifu  could  be  leading  s 
party   down   the   road  o 
more  humiliation. 

By  Robert  Neff  in  Tol 
with    Paul   Magnusson  " 
Washhigton 
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Provide  for  the  future. 


When  you're  building  a  business  team,  it 
makes  sense  to  provide  them  with  the  best 
business  tools.  That  means  getting  a  word 
processor  that  evolves  with  your  needs,  not  one 
that's  tied  to  the  past. 

WordPerfect '  has  been,  and  continues  to  be, 
the  corporate  standard  m  word  processing. 
When  you  standai'dize  on  WordPerfect,  you'll 
speak  the  same  language  as  the  majonty  of 
government  agencies,  law  firms,  and  large 
corporations  in  America. 

And  we've  continually  upgraded  and  improved 
WordPerfect  to  meet  your  changing  demands. 
But  not  by  ourselves.  By  answeiing  more  than 
10,000  toll-firee  calls  a  day  our  customer  support 


group  provides  our  development  team  with 
valuable  suggestions  on  how  to  improve 
WordPerfect.  Version  5.0  is  our  latest  response 
to  those  suggestions. 

It  makes  sense.  You've  invested  a  great  deal 
in  youi"  people,  now  invest  in  a  word  processor 
that  is  going  to  grow  with  them. 

Consider  the  options.  You'll  find  that  the 
decision  to  buy  WordPerfect  will  get  the  whole 
company  behind  you.  Not  only  now,  but  in  the 
fiiture.  And  that's  an  investment  with  high 
returns. 

WordPerfect 

CORPORATION 

1555  N.  Tecbiology  Way  Orem,  Utali  84057 

Telephone  (801)  225-5000  Telex  820618  FAX  (801)  222-4477 


WordPerfect  is  a  registered  trademark  of  WordPerfect  Corporation. 


VACATIONERS  ARE  FLIPPING 
OVER  THEIR  CASH  CARDS. 

You  can  get  cash  anywhere.  a  Plus  System  logo  on  it.  <» 

At  over  28,000  cash  machines  on  the  Plus  So  flip  over  your  cash  card  now.  And  have  i 


WE  MAKE 


System'  network— worldwide.  carefree  vacation. 

In  5,745  cities  and  towns  in  the  U.S.,  Canada, 
Europe,  the  Far  East  and  the  Caribbean. 

And  wherever  you  are  in  the  U.S.,  you  YOUR  CASH  CARD 

can  find  a  nearby  cash  machine  by  calling:  WORTH 

All  it  takes  is  a  cash  or  bank  credit  card  with         FLIPPING  OVER 
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EDITED  BY  JOHN  PEARSON 


OW  THE  SANDINISTAS 
'T  BLAME  IT  ON  THE  CONTRAS 


light  years  of  U.S.  military  intervention  by  proxy  in 
I  Central  America  are  about  to  end  with  the  target  of  the 
■  incursions,  Nicaraguan  leader  Daniel  Ortega  and  his  San- 
;ta  government,  still  in  power.  At  their  Aug.  5-7  summit  in 
,  a  steamy  Honduran  coastal  town,  Ortega  and  Central 
;rica's  four  other  Presidents  agreed  to  demobilize  the 
)0-man  contra  army  that  the  Central  Intelligence  Agency 
uited,  armed,  and  trained.  Its  aim  was  to  overthrow  the 
linistas,  the  eclectic  Marxists  who  have  ruled  Nicaragua 
5  1979,  and  thus  enforce  the  Reagan  Doctrine.  That  policy, 
;r  President  Reagan,  called  for  co- 
action  and  "low  intensity"  warfare 
;ombat  communism  in  the  Third 
Id.  The  policy's  failure  in  Nicaragua 
underscored  by  the  participation  of 
ga  himself  in  the  decision  to  disband 
contras  by  Dec.  5  and  repatriate  or 
;ate  them  from  Honduran  border  ar- 
where  most  are  now  camped, 
le  disbanding  is  to  be  supervised  by 
United  Nations  and  the  Organization 
merican  States,  but  the  plan  doesn't 
I  out  details.  If  President  Bush  en- 
aged  the  contras  to  sit  tight,  they  could  be  hard  to  evict. 
)lacate  U.  S.  right-wingers.  Bush  wants  to  keep  the  co7i- 
intact,  saying  they  are  needed  to  pressure  the  Sandinistas 
old  fair  elections  next  February.  Bush  and  congressional 
ers  thought  they  had  sidestepped  the  prickly  issue  of  the 
ras '  future  by  agreeing  last  March  to  provide  only  non- 
ary  aid  through  February.  But  if  Bush  refuses  to  help 
and  them,  he  will  seriously  strain  relations  with  Latin 
!rica  and  face  a  political  backlash  in  the  U.  S.  Honduran 
.ident  Jose  Azcona,  usually  a  docile  follower  of  Washing- 
wants  the  contras  out  quickly  for  fear  they  will  become  a 
aptive  force.  And  congressional  leaders  can  cut  off  sup- 
to  the  contras  by  using  their  authority  under  the  March 
rd  to  halt  aid  after  Nov.  30. 

iradoxically,  with  or  without  the  contras,  the  Sandinistas 


have  an  increasingly  powerful  incentive  to  hold  fair  elections: 
They  are  the  key  to  breaking  out  of  the  economic  noose  that  is 
tightening  around  Nicaragua.  Besides  cutting  Nicaragua  off 
from  the  U.  S.  market,  Washington  has  blocked  loans  from  the 
World  Bank,  the  International  Monetary  Fund,  and  the  Inter- 
American  Development  Bank.  In  fact,  the  centerpiece  of 
Bush's  Nicaragua  policy  has  not  been  the  contras,  says  Laur- 
ence R.  Birns,  director  of  the  Washington-based  Council  on 
Hemispheric  Affairs,  but  "the  economic  strangulation  of  the 
Sandinistas  by  a  worldwide  economic  embargo."  However,  the 
appearance  of  clean  elections  "would 
open  the  door  to  enormous  foreign  aid," 
says  Jaime  Chamorro,  co-publisher  of 
Managua's  fiercely  anti-Sandinista  news- 
paper, La  Prensa. 

FAIRNESS  PAYOFF.  Although  the  Nicara- 
guan economy's  near-collapse  has  alien- 
ated many  supporters,  the  Sandinistas' 
nationwide  organization  should  be  able 
to  muster  enough  honest  votes  next  Feb- 
ruary to  keep  them  in  office  against 
more  than  20  divided  opposition  parties. 
To  prove  his  honest  intent,  Ortega  re- 
cently negotiated  a  pact  with  opposition  leaders  providing 
electoral  guarantees,  from  access  to  voter  lists  to  free  TV  time. 
U.  N.  observers  have  started  monitoring  the  election  process. 
West  Germany  and  Canada  are  offering  election  help,  from 
computers  to  11,000  ballot  boxes.  And  Jimmy  Carter,  among 
others,  accepted  a  Sandinista  invitation  to  monitor  the  vote.  If 
observers  call  the  election  fair,  aid-givers  such  as  Germany 
and  Canada  intend  to  step  up  assistance  to  Nicaragua.  And  it 
will  be  politically  harder  for  the  U.  S.  to  block  loans. 

For  eight  years,  the  contras  have  given  the  Sandinistas  a 
ready  excuse  for  political  curbs  and  economic  failures.  Now,  at 
home  and  abroad,  they  will  have  to  face  judgment  on  their 
own  performance  in  these  areas,  after  the  contras  are  gone. 

By  Bill  Javetski  in  Washington  and  Stephen  Baker  in  Mexico 
City,  with  Ana  Arana  in  Tegucigalpa,  Honduras 


BAL  WRAPUPI 


■TAIN 


Iigh-level  direct  talks  between  Brit- 
ain and  Argentina,  the  most  sig- 
cant  contacts  since  the  1982  Falk- 
ds  War,  will  bring  top  diplomats 
m  the  two  countries  to  New  York 
Aug.  16-17.  The  meeting  signals  a 
dilatory  approach  by  Argentina's 
.■  President,  Carlos  Menem,  to  the 
pute  over  the  British-controlled 
kland  Islands,  300  miles  offshore, 
^entina  recently  ended  trade  sanc- 
is  against  Britain,  reciprocating  a 
ilar  British  move  in  1985.  Britain 
es  the  talks  will  lead  to  resumed 
!ct  air  links  between  the  countries 
an  accord  on  disputed  fishing 


rights.  Menem  has  been  hinting  he 
would  be  willing  to  restore  full  diplo- 
matic ties  without  settling  Argentina's 
claim  to  sovereignty  over  the  Falk- 
lands,  which  Britain  refuses  to  discuss. 

Menem  is  motivated  by  Argentina's 
economic  straits  and  massive  foreign 
debt.  By  improving  relations  with  Brit- 
ain, he  aims  to  remove  a  roadblock  to  a 
bigger  goal:  strengthening  trade  and 
financial  ties  with  the  entire  European 
Community. 

EAST  GERMANY  

Sweeping  political  and  economic 
changes  in  Poland,  Hungary,  and 
the  Soviet  Union  are  having  a  ripple 
effect  in  East  Germany,  still  under 


hardline  Marxist  rule.  While  Commu- 
nist Party  leader  Erich  Honecker  de- 
nies any  need  to  revitalize  the  coun- 
try's deteriorating  economy,  citizens 
are  voting  with  their  feet.  Hundreds  of 
East  Germans  seeking  to  escape  have 
been  thronging  to  West  German  em- 
bassies in  Budapest,  Prague,  and  Vien- 
na. Hungary  may  grant  asylum  to 
some.  In  East  Berlin,  Bonn's  diplomatic 
mission  had  to  shut  its  doors  with  130 
East  Germans  sleeping  in  its  halls. 

The  new  exodus  reflects  rising  ten- 
sion in  East  Germany  and  will  step  up 
pressure  on  Honecker  to  devise  his 
own  brand  of  perestroika.  If  he  waits 
too  long,  East  Germany's  vaunted  sta- 
bility could  turn  to  unrest. 


MIONAL  OUTLOOK 
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COLLEGE  AND  OLYMPIC  STAR  McDONALD  HAS  GOTTEN  A  BIG  OFFER  FROM  THE  NEW  LEAGUE 


STEPPING  UP  TO  THE  PLATE: 
A  NEW  BASEBALL  LEAGUE? 


Its  backers  insist  they're  serious,  but  they  give  few  details 


Ben  McDonald  is  a  21-year-old,  six- 
foot,  seven-inch  right-handed 
pitcher  out  of  Louisiana  State 
University.  He  holds  a  gold  medal  for 
his  spot  on  the  1988  U.  S.  Olympic  base- 
ball team.  But  his  future  is  looking  even 
brighter.  In  June,  he  was  drafted  by  the 
Baltimore  Orioles  as  their — and  base- 
ball's— top  pick.  The  Orioles  offered  Mc- 
Donald a  three-year  package  of  signing 
bonus  and  salary  worth  $750,000. 

Then,  a  funny  thing  happened.  A  pro- 
posed new  baseball  league  surfaced,  and 
its  leaders  approached  McDonald's 
agent,  Scott  Boras.  Organizers  say  the 
league  has  offered  McDonald  $2  million, 
though  Boras  refuses  to  confirm  that 
figure.  McDonald  still  hasn't  made  up 
his  mind  what  he's  going  to  do. 
SECRETS.  A  new  baseball  league?  No 
one  has  tried  to  comjiete  with  Major 
League  Baseball  since  1914,  when  the 
Federal  League  tried  and  failed.  Yet 
that's  what  a  group  of  ag»Mits  and  inves- 
tors has  set  out  to  do.  Could  this  be  a 
gambit  in  the  labor  negotiations  that  will 
begin  after  the  end  of  this  season?  If  the 


talks  result  in  a  strike  or  lockout,  a  new 
league  might  be  able  to  make  deals  with 
some  major  leaguers  and  get  more  bar- 
gaining leverage  with  the  TV  networks 
the  organizers  have  already  approached. 
Sources  working  with  the  organizers, 
however,  say  the  possible  league  has 
nothing  to  do  with  the  labor  situation. 

The  league  has  no  formal  structure, 
yet.  But  it  has  a  business  plan  its  back- 
ers have  been  trying  to  keep  secret. 
Marvin  Miller,  retired  executive  director 
of  the  Major  League  Baseball  Players' 
Assn.,  has  read  it,  and  thinks  the  league 
has  a  good  chance.  "I've  thought  for  a 
long  time  another  league  would  be  via- 
ble," he  says.  "I  never  bought  the  balo- 
ney that  baseball  people  hand  out  about 
how  poorly  they  have  been  doing." 

No  new  baseball  league  can  survive 
without  TV,  of  course.  Beginning  next 
year,  CBS  Inc.  will  have  an  exclusive  net- 
work contract  for  which  it  paid  $1.1  bil- 
lion for  four  years.  Backers  of  the  new 
league  have  talked  with  ABC  Inc.  and 
NBC  Inc.,  the  longtime  incumbents  of 
baseball  broadcasting.  NBC  is  the  more 


likely  candidate,  because  ABC  owns  8( 
of  ESPN  Inc.,  which  will  carry  175  gam 
on  cable  each  season  starting  next  ye; 
NBC  won't  comment,  but  it's  known  to 
listening  to  the  new  league's  proposa 

Richard  Moss,  a  former  general  coi 
sel  for  the  players'  association;  David 
LeFevre,  a  former  minority  owner  in  t 
Houston  Astros  and  Cleveland  Indiai 
and  LeFevre's  associate,  Douglas 
Nelson,  have  been  studying  the  potent 
of  a  new  league  for  at  least  two  yea 
One  source  says  there  would  be  8  to 
cities  initially,  "and  five  guys,  some  w 
very  deep  pockets,  have  already  invest 
$1  million  each  toward  new  franchises 
PROBLEMS.  One  investor  not  readily  id( 
tified  with  baseball  is  Washington  (D. 
restaurateur  Jeffrey  Gildenhorn.  '. 
says  he's  "definitely  100%  committed" 
putting  up  $1.5  million  for  a  10%  shj 
of  a  Washington  franchise  to  be  callec 
what  else? — the  Senators.  He  believ 
that  Washington's  metropolitan  grow 
in  the  past  two  decades  will  make  a 
vived  Senators  franchise  viable. 

A  new  league  will  certainly  have 
problems  competing.  But  it  does  have 
few  things  going  for  it.  Boras  argi 
that  every  year  there  are  exceptional  t 
ents  coming  out  of  college.  Traditional 
the  majors  draft  the  players,  then  p 
them  as  little  as  possible  until  they  1 
come  eligible — three  years  after  th 
make  the  big  leagues — for  arbitrati( 
Then  salaries  shoot  up.  The  new  leag 
is  clearly  willing  to  pay  the  exceptioi 
talents  more.  Here's  another  source 
labor;  Big  league  owners,  having  be 
burned  by  signing  long-term  contra( 
only  to  have  their  players  get  injun 
have  tended  lately  to  limit  pacts  to  thr 
years.  That  means  plenty  of  stars  will 
eligible  to  jump  to  a  new  league  over  t 
next  few  years. 

The  new  league  might  also  enjoy 
edge  in  the  many  cities  whose  desire  i 
a  major  league  ball  club  has  long  bej 
frustrated.  Miller  says  the  organize' 
have  done  in-depth  research  into  a  ha 
dozen  or  more  cities  and  found  inten 
interest.  One  incalculable  risk:  If  a  ci 
accepts  a  team  in  the  new  league,  it  m. 
lose  whatever  chance  it  might  have  h 
to  be  an  expansion  city  in  the  majoi 
Major  League  Baseball  officials  are  I 
ing  careful  so  far  not  to  intrude  on  t 
organization  of  a  potential  rival.  "If  tj 
league  comes  into  existence  and  coi 
petes  with  us,  we  will  fairly  and  hone:[ 
ly  compete  with  it,"  says  deputy  comm| 
sioner  Francis  T.  Vincent.  The  B| 
McDonald  case,  however,  shows  that  t^ 
competition  has  already  started. 

By  Brcnton  Welling  in  New  York,  n-i 
Ronald  Grover  in  Los  Angeles  and  Pn 
Hong  in  Washington 
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SPORTS  BUS 


lane  leaves  in 
twelve  minutes? 


We've  all  been  there.  Stuck  between  downtovm 
Chicago  and  O'Hare.  Helpless  as  the  boarding 
call  begins.  There  is  an  alternative.  Midway 

Airlines?  With  Midway,  you  fly  out  of 
close-in  Midway  Airport.  It's  30  minutes 
closer  from  downtown.  You  spend  a  lot 
less  time  on  the  road.  So  when  the  final 
boarding  call  begins,  you're  sitting  comfortably  on  the 
plane.  Not  uncomfortably  in  a  car.  Next  time,  save  time. 
Fly  Midway. 

400  flights  a  day.  Service  to  over  50  cities. 


Midway 


Call  your  travel  agent  or  Midway  Airlines  at  1-8D0-621-5700. 


O  I^Ss^dway  Airlines,  Inc 


off ice,we Ve  changed  how  you  work  in  it. 


n 


Our  PCs  are  being  seen  in 
e  and  more  offices. 

They're  also  being  seen  out  of 
■e  and  more  offices. 

That's  because  not  only  can 
machines  do  anything  a  desktop 
do,  they  can  do  it  just  about 
where  you  want. 

They're  small  enough  and 


rugged  enough  to  stand  up  to  con- 
stant traveling.  And  they  have  the 
power  to  run  whatever  software 
you're  using. 

What's  more,  our  full  line  of 
PCs  includes  three  new  machines. 
First,  our  T1600,  a  battery  pow- 
ered 286.  Second,  our  TSlOOe,  the 
enhanced  successor  to  our  award 


winning  T3100/20.  And,  finally, 
our  20MHz,  386-based  T5200,  a 
portable  workstation. 

All  are  capable  of  being  inte- 
grated in  your  networked  system. 

Or  of  being  packed  up  and 
taken  with  you. 

Even  if  you're  only  taking 
them  down  the  hall. 


In  Touch  with  Tomorrow 

TOSHIBA 

Tcishiba  Amenca  Information  Systems,  Inc..  Computer  Systems  Division 


tries 


AGRICULTURE  I 


HEAD  'EM  UP, 

MOVE  'EM  OUT— TO  JAPAN 


Big  demand  for  U.S.  beef  is  making  cowboys  of  the  Japanese 


Things  just  aren't  the  same  at  the 
old  Selkirk  Ranch  in  Montana 
these  days.  There  are  Japanese 
prints  among  the  Indian  blankets  and 
Stetsons  in  the  ranch  house.  Two  new 
Japanese  hands  ride  the  range — and  one 
drives  his  Ford  Bronco  into  nearby 
Butte  to  teach  karate  in  his  off-hours. 
Then  there  are  the  cattle.  Unlike  the 
lean  critters  Selkirk  once  raised  for  cho- 
lesterol-wary Americans,  these  animals 
are  stuffed  with  grain  to  produce  mar- 
bled steaks  that  tempt  Japanese  palates. 
The  ranch  may  even  have  to  play  down 
its  Lazy  8  brand.  "The  concept  of  lazy 
doesn't  fit  in  Japan,"  says  ranch  manag- 
er John  W.  Morse  Jr.  Even  the  name  has 
changed.  It's  the  Zenchiku  Ranch  now. 

Last  October,  Toyko  meat  importer 
Zenchiku  Ltd.  paid  $13  million  for  Sel- 
kirk, which  covers  77,000  acres  near  Dil- 
lon, Mont.  Zenchiku's  goal  is  to  ship  80% 
of  the  ranch's  production  to  Japan,  up 
from  60%  this  year.  Some  1,600  Zenchiku 
cattle  will  be  slaughtered  for  export  this 
year,  and  that  could  jump  to  30,000  by 
1994  as  Zenchiku  contracts  with  other 
ranchers  to  raise  animals. 
Zenchiku  is  part  of  a  Japanese  stam- 


pede to  buy  up  U.  S.  ranches,  feedlots, 
and  packing  plants.  According  to  Steve 
Kay,  editor  and  publisher  of  Cattle  Buy- 
ers Weekly,  Japanese  companies  have  in- 
vested $50  million  to  $100  million  in  the 
U.  S.  beef  industry  since  1987.  Last  Au- 
gust, Farmland  Trading  Co.,  a  Japanese 
import-export  firm,  bought  Washington 
Beef  Inc.,  a  Yakima  (Wash.)  packer  with 
sales  of  $200  million.  Within  two  years, 
Washington  Beef  plans  to  be  exporting 
45%  of  its  production  to  Japan,  double 
what  it  is  sending  there  now.  The  Japa- 
nese are  even  buying  shares  in  Iowa 
Beef  Processors  Inc.,  the  giant  packer  in 
Dakota  City,  Neb.  Says  Alan  R.  Mid- 
daugh,  president  of  the  U.  S.  Meat  Ex- 
port Federation:  "They  all  see  120  mil- 
lion people  with  a  pent-up  demand 
looking  to  1991,"  when  Japanese  quotas 
on  imported  meats  are  due  to  expire. 
BIG  APPETITES.  Last  year,  the  U.  S. 
shipped  $841  million  worth  of  beef  to 
Japan.  That  will  increase  by  as  much  as 
30%  a  year  for  the  next  few  years,  Mid- 
daugh  predicts.  Japan  now  gets  42%  of 
its  beef  from  the  U.  S.,  up  from  8%  in 
1976.  And  it  isn't  the  only  Pacific  Rim 
country  with  a  growing  beef  appetite. 


Exports  to  Korea  jumpi 
more  than  1,400%  last  year,!) 
$26  million,  after  that  coun  f 
eliminated  quotas. 

But  America's  primary  b<f 
export  market  is  Japan,  wh  i 
raises  a  fraction  of  the  m<t 
it  consumes,  primarily  Wagji 
cattle.  These  huge  anim 
produce  extra-fat  Kobe  be 
a  delicacy  that  com.mands 
much  as  $100  a  pound  in 
pan.  Although  U.  S.  rancts 
don't  produce  Kobe  be 
some  are  raising  fatter  a 
mals.  Export-oriented  feedli- 
grain-feed  cattle  for  up  to  i 
days   vs.   120  for  domesc 
beef.  These  animals  weii 
close  to  1,500  pounds,  so 
30%  more  than  cattle  kil 
for  U.  S.  buyers.  Range  ! 
Australian  beef,  the  m: 
competition  for  the  U.  S. 
Japan,  is  tougher.  So  U 
beef  fetches  a  hefty  premiu 
$20  for  a  rib  eye  steak.  "American  ci 
sumers  buy  more  on  price,"  says  Mor. 
"The  Japanese  buy  on  quality  first." 

Eventually,  the  Japanese  should 
more  for  their  money.  "The  price  is  i 
believable,  but  once  we  sell  more  beef 
them,  it  will  come  down,"  says  Char 
K.  Monfort,  head  of  international  sa; 
at  Monfort  Inc.  in  Greeley,  Colo.  Mc 
fort's  sales  to  Japan  jumped  20%  lit 
year,  to  $245  million,  and  the  companys 
considering  selling  to  China  in  the  199, 
ROOM  FOR  GROWTH.  The  Zenchiku  Rari 
notwithstanding,  the  Japanese  now  cc 
trol  just  a  fraction  of  U.  S.  beef  prod  ■ 
tion.  That's  because  U.  S.  products 
themselves  have  latched  on  to  the  Asii 
market  to  make  up  for  stagnant  ci- 
sumption  at  home.  Some  8%  of  U 
beef  went  to  Asia  last  year,  up  from 
in  1987,  and  there's  plenty  of  room 
growth:  The  Japanese  consumed  an 
erage  12  pounds  of  red  meat  per  perti 
last  year  vs.  75  pounds  for  American 
Most  packers  ship  the  same  cuts  ) 
Japan  as  they  sell  at  home,  but  that,  t. 
may  soon  change.  "The  Japanese  li 
forcing  us  to  focus  on  a  market-drivp 
concept,"  says  Morse.  He  predicts  tie 
packers  soon  will  be  turning  out  vali- 
added  products  for  the  brand-conscic^ 
Japanese  market,  including  pan-rea' 
steaks  marinated  in  soy  sauce. 

Meanwhile,  back  at  the  Zenchii 
Ranch,  an  even  odder  plan  is  afoot:  Tb 
new  owners  are  talking  about  importir  ' 
Kobe  beef  for  sale  in  the  U.  S.  High  iv 
At  $100  a  pound?  It  could  be  the  fiijt 
Japanese  import  in  a  decade  that  Am(^ 
cans  won't  buy. 

By  Sandra  D.  Atchison  in  Dillon,  Mo- 
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you  require  for  all  your  corporate  needs.  To  open  your  corporate  account  call  today  1-212-260-1104 
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For  selection,  service  and  price,  checic  our  incredible  low  prices 

before  you  buy  any  fax  machine! 
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ADVERTISING! 


IN  THE  MAXWEU  HOUSE  AHD  BURGER  KING 
ACCOUNTS.  HIS  NEW  BILLINGS  THIS  YEAR: 


$235  million 


LINTAS*  BRASH  PEPPERS  HAS  WOH  NEW 
CLIENTS  SUCH  AS  PRINCESS  CRUISES  AND 
MOLSON.  HIS  TALLY  SO  FAR: 

$45  million 


IT'S  RAINING  RAINMAKERS 
ON  MADISON  AVENUE 


Hungry  agencies  hope  new-business  experts  can  win  clients 


When  Circuit  City  Stores  Inc.,  a 
Richmond  (Va.)-based  chain  of 
electronics  stores,  began  look- 
ing for  a  new  ad  agency  last  spring, 
Madison  Avenue  cynics  quickly  dubbed 
the  search  "Circus  City."  More  than  40 
shops  went  after  the  fairly  small  $25 
million  account,  and  the  company  ar- 
ranged to  meet  with  seven  finalists  over 
the  course  of  a  daylong  session.  Lintas: 
Campbell-Ewald  wasn't  on  Circuit  City's 
short  list,  but  that  didn't  stop  Don  Pep- 
pers. He  and  a  group  of  colleagues 
showed  up  during  the  lunch  break  bear- 
ing pizzas  and  a  complete  presentation. 

Peppers  is  one  of  a  new  breed  of  Mad- 
ison Avenue  executives  called  new-busi- 
ness directors.  His  sole  job  is  to  get  the 
attention  of  prospective  clients  and  win 
new  accounts  for  his  agency.  In  a  once- 
clubby  industry,  where  accounts  used  to 
be  won  on  the  golf  course  or  the  5:31  to 
Greenwich,  these  agency  rainmakers 
have  introduced  the  hard  sell.  Peppers' 
brash  tactics  won  a  hearing  for  Lintas 
that  day,  but  Circuit  City  didn't  pick  his 
agency  as  one  of  two  finalists.  The  inci- 


dent illustrates  both  the  promise  and  the 
limitations  of  rainmakers:  They  may  get 
an  agency  noticed,  but  they  don't  neces- 
sarily win  accounts. 

For  years,  ad  agencies  assigned  new- 
business  pitches  to  account  executives 
who  had  some  time  on  their  hands.  "In- 
stead of  firing  someone  who  had  just 
lost  a  big  client,  agencies  would  say: 
'0.  K.,  go  out  and  get  yourself  another 
one,'  "  explains  Sandy  Sulcer,  director  of 
new-business  development  at  D'Arcy 
Masius  Benton  &  Bowles  Inc.  (DMB&B). 

Lately,  though,  growth  in  ad  spending 
has  slowed,  and  agency  profits  have 
been  shrinking,  forcing  ad  shops  to  com- 
pete ferociously  for  new  accounts.  That 
has  made  full-time  new-business  direc- 
tors some  of  the  most  sought-after  peo- 
ple on  Madison  Avenue.  Lintas  lured 
Peppers  from  New  York  agency  Levine, 
Huntley,  Schmidt  &  Beaver  Inc.  with  a 
compensation  package  that  may  be  as 
high  as  $400,000  including  performance 
bonuses — although  Lintas  denies  pub- 
lished reports  to  that  effect.  Saatchi  & 
Saatchi  Advertising  Worldwide;  Wells, 


Rich,  Greene;  and  Campbell-Mithun-Ey 
are  among  the  top  agencies  that  hie 
also  hired  or  promoted  new-business  :- 
ecutives  in  the  last  couple  of  years. 

New-business  directors  played  pro 
nent  roles  in  the  recent  Burger  Ki? 
Corp.  review.  In  the  largest  accoit 
switch  this  year,  Burger  King's  Brit 
parent.  Grand  Metropolitan  PLC,  took  s 
$2L5  million  in  billings  away  from  N.  . 
Ayer  Inc.  and  split  it  between  Saatd 
and  DMB&B.  At  both  agencies,  new-bu- 
ness  directors  had  been  courting  Burjr 
King  management  for  three  years,  e\a 
though  the  chain  wasn't  actively  looki? 
for  a  change.  They  also  made  sure  thi' 
agencies  stayed  up-to-date  on  fast-fc!! 
consumer  research  and  industry  trenii. 
FEEDING  TIME.  Sulcer's  strateg}'  inclucji 
calling  on  a  long  list  of  friends  to  puti 
a  good  word  for  DMB&B.  The  agency 
Los  Angeles  office  handles  a  piece  f 
business  for  Pillsbury  Co.,  the  U.  S.  ult 
of  Grand  Met  that  owns  Burger  Kii|. 
And  several  clients  of  the  agency's  1/.- 
don  office  knew  Barry  J.  Gibbons,  1^ 
new  British  chief  executive  at  Burjjr 
King.  "We  had  all  these  people  call  Gr 
bons  and  tell  him  he  should  sit  do'*i 
with  us,"  says  Sulcer.  So  far  this  yeL 
Sulcer  has  helped  bring  in  $235  millionji 
new  billings,  including  Burger  King  all 
the  Maxwell  House  coffee  account. 

Andy  J.  Fraser,  new-business  direct 
for  Saatchi,  says  the  agency's  large  nr 
work  of  offices  is  one  of  his  best  pr'- 
pecting  tools.  Fraser  came  to  the  N'i' 
York  office  from  Saatchi's  London  agi- 
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MARKbl^t 


AUIOMATK 
ANXIETY 


REDUaiON 


AUTOMATIC  DOCUMENT  FEEDING 


AUTOMATIC  DUPLEXING 


AUTOMATIC  SORTING  OPTIONS 


Frantically  looking  for  a 
ependable  25-cpm  copier?  Relax, 

Canon's  new  Anxiety  Reduction 
eries  takes  the  worry  out  of  copying. 

Innovations  like  a  long-life  copying 
rum,  sophiisticated  fine-grain  toner 
nd  self-diagnosing  control  panel 
'ere  specifically  designed  to  give  you 
lore  copies  and  fewer  headachies. 


AUTOMATIC  REPRODUCTION  RATIO 


AUTOMATIC  EXPOSURE 


AUTOMATIC  PAPER  SELECTION 


And  whiettier  you  chioose  the 
NP3825  with  its  duplexing,  editing 
and  color  capabilities  or  the  more 
basic  productivity  of  the  NP  3325,  you 
can  count  on  the  Anxiety  Reduction 
Series  to  deliver  what  you  need  most 
from  your  office  copier  Increased 
reliability  without  increasing  your 
blood  pressure. 


Canon  NP  3825/3325 

Anxiety  "Reduction  Series 

For  more  information,  call  toll  free  1-800-OK  CANON.  Or  wnte  Canon  US  A..  Inc ,  PO  Box  3900,  Peoria,  IL  61614   ©  1989  Canon  U.S.A.  Inc. 


■  n|.  ly  easy  e«  tended  payments 
«ith  ifie  Canon  Credit  Card  Asfc  lo  deiads 
)i  pariicipaling  Canon  dealers  and  i«laiie«s 
»va.iawe  only  in  US 


First 
Anniversary. 


Second 
Anniversary.; 


Third  :; 
Anniversary'. 


Fourth 
Anniversary. 


While  she  accepts  the  fact  that 
you  never  promised  her  a  rose  garden, 
isn't  it  time  you  stopped  trying  ^ 
to  give  her  one? 


This  year,  tell  her  you'd  marry  her  all  over  again. 
The  Diamond  Anniversary  Band. 


A  diamond  is  forever. 


Suggested  retail  price  for  rings  S2.000-S2.360. 
For  more  information,  call  800  922-9877. 


/IRRTIPVED- 

X.  SINCE  1190 


ANNOUNCING  BUSINESS  WEEK'S 
NEW    RECRUITMENT    ADVERTISING  SECTION 

C BusinessWeek 
areerUpportunities 

Beginning  In  the  October  9  1989  issue.  Business  Week  will  introduce  a  new 
bi-weekly  recruitment  advertising  section  — Business  Week  CAREER 
OPPORTUNITIES. 

Business  Week  CAREER  OPPORTUNITIES  will  appear  in  the  2nd  and  4th 
issue  every  month.  This  special  classified  advertising  feature  will  include 
"Positions  Wanted,"  "Positions  Available,"  and  "Employment  Services."  The 
CAREER  OPPORTUNITIES  section  offers  recruitment  advertisers  a  timely 
opportunity  to  reach  Business  Week's  more  than  7  million  responsive  readers 
worldwide— a  larger  audience  of  executives  and  managers  than  any  other 
business  publication. 

For  Financial,  Marketing,  EDP,  Engineering,  Sales  and  International  recruit- 
ment advertising  ...  the  Business  Week  CAREER  OPPORTUNITIES  section  is  the 
place  to  be. 

Don't  Miss  The  September  1  Closing  Date  For  The  Kick-Of  f  Issue. 

For  rates  and  information  phone  312-337-3090  or  write  to: 


Louisa  Lamperis 

BUSINESSWEEK    CAREER  OPPORTUN 

100  East  Ohio,  Suite  632  Chicago,  IL  60611 


TIES 


cy  in  January  to  help  the  U.S.  ar, 
whose  billings  increased  a  disappoint!  • 
3.6%'  last  year.  Since  his  arrival,  ; 
agency  has  picked  up  $150  million  in  m 
accounts,  including  Burger  King  a 
Salomon  North  America  skis,  a  $10  n- 
lion  account  Fraser  says  he  won  large 
because  Saatchi  handles  the  business 
Europe — where  he  won  it,  too. 

With  so  many  fish  circling  the  sai 
bait,  some  agencies  are  resorting  to  dfV 
perate  moves  to  get  clients'  attentK 
But  Peppers  says  stunts  such  as  his  l 
invited  pizza  delivery  can  sometimes  p 
off:  "Even  if  they  don't  get  a  client 
talk  to  you,  the  prospect  may  remenib 
you  later." 

HYPE  HAZARDS.  The  frenzied  chase  f 
new  business  can  irritate  some  prospt 
five  clients  who  find  themselves  buri 
under  an  avalanche  of  phone  calls,  li 
ters,  brochures,  ad  samples,  and  i 
search  reports  sent  by  rainmakers.  Loi 
before  Grand  Met  decided  to  put  t 
Burger  King  account  up  for  review,  '\ 
had  an  office  filled  with  reels  and  oth 
agency  paraphernalia,"  says  Ian  A.  M{ 
tin,  chief  executive  of  Pillsbury. 

Burger  King's  marketing  woes  we 
well  publicized,  so  agencies  had  gO' 
reason  to  smell  blood.  But  now,  ev' 
small  accounts  such  as  Circuit  City's  a 
getting  big  attention.  After  word  leak- 
that  the  Bermuda  Department  of  Toi 
ism  was  looking  for  a  new  agency  for  i 
$10  million  business,  the  department  i 
ceived  120  inquiries.  And  it's  not  unusu 
for  rainmakers  to  pester  clients  w 
have  no  thoughts  of  switching  agenci( 

If  the  new-business  specialists  a 
rubbing  some  prospective  clients  t 
wrong  way,  they  can  also  cause  frictii 
inside  their  own  agencies.  The  compaf 
biography  on  Peppers,  for  instance,  lin 
him  to  Lintas'  splashy  IBM  win  last  yef 
But  Peppers  arrived  only  two  weeks  t 
fore  Lintas  pitched  that  account — wi 
after  most  of  the  work  had  been  dor 
In  fact,  Peppers  has  been  directly  i 
volved  in  only  the  Princess  Cruises  ai; 
Molson  beer  account  wins,  about  $45  ml 
lion  in  new  billings.  Agency  insiders  s; 
the  misplaced  credit  has  alienated  ei 
ployees  who  worked  for  months  on  t 
IBM  pitch. 

The  hot  competition  for  accounts  | 
paying  off  for  another  special  bred 
called  the  "search  consultant,"  indepe! 
dent  advisers  who  help  clients  screen  til 
ad  agencies  clamoring  for  their  businesi 
These  consultants  are  supposed  to  mal 
the  process  simpler.  But,  when  Pruda 
tial  Insurance  Co.  of  America  Inc.  put  i 
$60  million  account  up  for  review  laj 
month,  the  company  also  announced  i 
was  screening  possible  search  const 
tants.  At  press  time,  the  financial-sej 
vices  company  was  still  searching  f! 
the  right  search  consultant. 

By  Walecia  Konrad  in  New  Yo. 
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OW  MUCH 

i  A  SEA  OTTER  WORTH? 


jnomists  are  trying  to  put  a  price  on  the  environment 


are 


i  s  the  old  saying  goes,  the  best 

^things  in  life  are  free.  A  quiet 

A  forest,  an  unspoiled  lake — it's 

nge  to  think  of  putting  a  price  on 

e  natural  resources.  Now,  though,  a 

ber  of  economists  are  trying  to  do 

that  by  assigning  values  to  "non- 

ket  benefits" — aspects  of  the  envi- 

nent  that  have  no  established  mar- 
price.    These  economists 

nating  the  value  of 

ys  such  as  clean  air, 

'ell  as  the  preserva- 

of  unspoiled  wilder- 

es  and  endangered 

ies.  At  a  time  of 

nse  political  de- 
over  how  much  to 

id  on  the  environ- 

t,  adding  in  these 

narket  values  just 

ngthens  the  case 

more  protection. 

3w  much  these  in- 

;ibles  are  worth 

become  very  real 

xxon  Corp.  and  the 

e  of  Alaska.  It's 

y  that  the  oil  com- 

'  will  be  asked  to 

compensation  for  a 
range  of  damages 
Prince  William 

id,  including  the  im- 

on  wildlife  and  rec- 

onal  users.  So  Ex- 
Alaska,  and  the 

[•al  government  are 

ping  up  the  ser- 

5  of  natural  re- 

36  economists  who 

)lace  some  value  on  dying  sea  otters 

oily  beaches. 

ISSUE.  Assessing  such  values  may 
Tie  mandatory  in  the  wake  of  a  fed- 
court  ruling  last  month.  In  that 

filed  against  the  Interior  Dept.  by 
tlition  of  environmental  groups,  the 
.  found  that  polluters  who  dump  oil 
xic  chemicals  must  be  forced  to  re- 

the  environment  to  its  original  con- 
li.  If  that's  not  possible,  they  have 
j'.y  compensation  for  the  total  value 
le  damages — including  the  loss  of 
larket  benefits. 


But  in  the  past,  it  has  been  easier  to 
place  a  dollar  value  on  the  cost  of  pollu- 
tion control  than  on  the  cost  of  damages. 
Natural  resources  that  are  bought  and 
sold — such  as  lobsters  and  salmon — can 
be  valued  at  their  market  price.  Non- 
market  benefits,  though,  have  been 
treated  as  priceless  or  worthless  depend- 
ing on  who  was  sponsoring  the  study. 

"But  things  have  changed  dra- 


men. 


HOW  SOME  ECOHOMISTS 
VALUE  IHTANGIBLES 


Benefit                                  Annual  value 
per  household 

Total  annual 
value 

Millions 

Fishing  trips  on  the  Eagle  River,  Colo.* 

$73 

$0.5 

Preserving  the  bald  eagle  in  Wisconsin 

10 

30.0 

One  less  doy  coughing  in  Los  Angeles 

10 

60.0 

Preserving  clear  visibility  at 

Great  Smoky  Mountains  National  Park 

6 

60.0 

Preserving  the  w/hooping  crane  in  Texas 

15 

109.0 

One  less  asthma  attack  per  year  (U.S.) 

25 

175.0 

Preserving  Mono  Lake,  Calif. 

25 

250.0 

*By  local  residents                  DATA:  VARIOUS  ECONOMIC  STUDIES.  BW 

matically,"  says  V.  Kerry  Smith  of 
North  Carolina  State  University,  one  of 
the  few  experts  in  nonmarket  values  not 
currently  involved  in  the  Exxon  Valdez 
case.  In  the  past  three  or  four  years, 
notes  Smith,  valuing  natural  resources 
has  become  a  hot  issue. 

Measuring  intangibles  is  easiest  in 
those  cases  in  which  environmental  prob- 
lems directly  harm  users.  A  polluted  riv- 
er or  lake  will  discourage  fishing  and 
swimming,  and  the  value  of  the  lost  rec- 
reational opportunities  can  be  estimated. 
These  calculations  were  done,  for  exam- 


ple, as  part  of  an  ongoing  court  case  in 
Colorado  concerning  contamination  of 
the  Eagle  River  by  mining  debris.  Econ- 
omists estimated  that  anglers  heading  to 
the  region  placed  a  value  of  about  $21 
on  each  trip.  And  people  already  living 
in  the  area  received  annual  benefits  of 
$73  per  household  from  fishing  on  the 
river.  Similarly,  New  Bedford  Harbor  in 
Massachusetts  was  found  to  be  polluted 
by  PCBs  in  the  mid-1970s.  By  measuring 
the  declining  frequency  of  beach  visits, 
economists  calculated  that  the  damages 
to  beach-goers  from  the  pollution  was 
about  $11  million. 

FALSE  VALUE?  Leaving  out  these  non- 
market  values  greatly  understates  the 
total  losses.  In  New  Bedford,  a  large 
area  was  closed  to  commercial  lobster- 
but  their  lost  income  amounted  to 
much  less  than  the  esti- 
mated dollar  impact 
on  the  region's  recre- 
ational users. 

In  air  pollution  cases, 
there  are  direct  impacts 
on  users  that  are  not 
captured  in  market 
prices.  Typically,  cost- 
benefit  studies  of  the 
effect  of  controlling  air 
pollution  have  used  re- 
duced medical  costs  to 
measure  the  benefits. 
But  this  is  surely  an  un- 
derestimate, notes  Alan 
J.  Krupnick  of  Re- 
sources for  the  Future, 
an  environmental  eco- 
nomics research  group. 
It  leaves  out  daily  dis- 
comfort from  coughing 
and  eye  irritation, 
which,  studies  show, 
people  might  be  willing 
to  pay  $10  per  day  to 
avoid.  And  one  study 
suggests  that  if  pollu- 
tion controls  could  re- 
duce the  number  of 
asthma  attacks,  suffer- 
ers would  benefit  more 
from  the  reduced  dis- 
tres.s  than  from  lower  medical  costs. 

But  consumers  may  also  benefit  from 
natural  resources  they  have  no  contact 
with.  For  example,  many  people  like 
knowing  that  the  bald  eagle  exists,  even 
if  they  have  never  seen  one.  And  while 
all  agree  this  "existence  value"  is  real, 
it's  not  easy  to  measure. 

Instead,  economists  have  tried  asking 
people — using  techniques  drawn  from 
psychology  and  market  research — how 
much  they  would  be  willing  to  pay  to 
keep  some  natural  resource  in  existence. 
For  example,  one  survey  found  that  Cali- 
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Secu 


The  SubamLoyaleV\^ri. 


When  you're  traveling 
with  precious  cargo,  you  need 
die  kind  of  securit)'  system 
that  does  a  lot  more  than  just 
buzz  at  thieves. 

You  need  tlie  kind  that 
helps  you  navigate  your  family 

©Subaru  of  America,  Inc.  1988.  'R.L.  Polk 


securely  through  snow,  rain 
and  touchy  terrain.  The  kind 
that's  more  popularly  known 
as  the  Subaru  Loyale  wagon. 

The  Loyale  wagon,  with 
full-time  four  wheel  cirive,  is  a 
wagon  that's  actually  in  its 

&  Company  Statistics,  July  1,  1988.  f  See  your 


element  when  it's  in  the  ele-  '| 
ments.  And,  with  the  impres- 
sive Subaru  recorci  of 
reliabilit}'  (93%  of  all  Subaru 
cars  registered  since  1979  are 
still  on  the  road*),  this  wagor 
could  give  you  the  assurance  | 

local  Subaru  dealer  for  iktails  of  the  warrani 


:  onl\'  oi  a  car  tor  all  seasons, 
:  a  car  for  many  seasons. 

It  is  just  tliis  kind  of 
ssurance  —  now  expanded 
nclude  a  36-month/36,000 
e,  bumper- to- biunper 
rranty^  —  tliat  has  helped 


make  Subaru  the  most  popular 
station  wagon  in  America.* 
Happily,  however,  the 
philosophy  of  Subaru  isn't 
peace  at  any  price.  It's  peace  at 
a  low  one.  Which  means  you 
can  now  have  mobile  security 


w  itliout  jeopardizing  your 
financial  securit}'. 

1990  Subaru  Loyale 

Built  Our  Reputation 
By  Building  A  Better  Car 


..  Polk  &  Company  Statistics,  YTD  December  1987.  Seat  belts  save  lives. 


A  tiny  refuge  from  the  world. 
For  the  very  worldly. 

On  a  little  Caribbean  island  gem  with  the  flavor  of  France,  32  cottages 
dot  the  hillside  on  our  private  cove. 
Gourmet  cuisine.  Dedicated  personal  service.  Inviting  beach. 
Pool.  Jacuzzi.  Water  sports.  Tennis.  Piano-Bar. 
The  Manapany.  Where  sophisticated  people  can  vacation  simply. 
SimpK'  beautifully. 

HOTEl 


|y!ANAB^!^ 


COTTAqES 


SAINT  BARTHS,  FRENCH  VCT-;ST  INDIES 

For  inform,ition  or  reservations,  its  voiir  travel  agent  or  Mondotels,  Inc.,  200  West  57th  St.,  New  York  lOON. 
tnll-frce  800-847-4249  ( in  Now  York  State,  212-757-0225;  in  Canada,  8O0-2,55-.v^9.^ 
.11-  Uk  .\lana|i.in\,  Sr  B.irtliv  .T'JII-2"(ifi.^.^ 


Advertising  Correction 

In  the  July  17,  1989, 
Japan  Special  Advertising 
Section,  Mr.  Masao  Tanaka 
was  identified  as  president 
of  Komatsu.  Mr.  Tanaka 
currently  serves  as  coun- 
selor and  mennber  of  the 
board  of  directors  of 
Komatsu,  Ltd. 


PRESERVATION 

PLAN  ON  IT 


Write 

National  Trust 

for  Historic  Preservation 
Department  PA 
1785  Massachusetts  Ave.,  N.W. 
Washington,  D.C.  20036 
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MNUAL  REPORTS 

.  Anritsu  Corporation 

NANCIAL  PRODUCTS 
SERVICES 

.  Blue  Cross  &  Blue  Shield 
Assn. 

.  Twentieth  Century 
Investors,  Inc. 

Van  Kampen  Merritt 
tODUCTS/SERVICES 

Altos  Computer  Systems 

Ambassador  Hotel 

American  Gas  Association 

Amoco  Chemical 
Company 

Butler  Buildings,  Re- 
Roofing  Division 

Canon  NP  Copiers 

Diamond  Anniversary 
Band 


12.  Ebco  Mfg.  Co.  -  Oasis 
Water  Coolers 

13.  Eastman  Kodak  Company 

14.  Eastman  Kodak  Copy 
Products 

15.  Euroalimenta  -  Ente  Fiere 
di  Verona 

16.  Gates  Rubber  Company 

17.  Harris  Corporation 

18.  Hewlett-Packard  Network 
Systems  Group 

19.  Hotel  Lotte 

20.  Hotel  Manapany 

21.  ICI 

22.  Jaguar  Cars  Inc. 

23.  Johnson  Controls 

24.  Learning  International 
(Sales  Training) 

25.  Memorex  Telex 

26.  Mentor  Graphics 

27.  Michigan  Bell  Telephone 
Centrex 

28.  Midland  Engineering 


29.  Midway  Airlines 

30.  Nikko  Hotels  International 
-  Hotel  Royal  Taipei 

31.  OMNIFAX/ 
Telautograph 

32.  Pepco 

33.  Schott  Corporation 

34.  Subaru  of  America 

35.  Toshiba  America 
Information  Systems  - 
Computer  Systems 
Division 

36.  Western  Union 
Corporation 

37  WordPerfect 

38.  Yellow  Freight  Systems 
AREA  DEYEIOPMENT 

39.  Iowa  Department  of 
Economic  Development 

40.  State  of  North  Carolina 
Department  of  Economic 
Development 

41.  Wisconsin  Public  Service 
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STRATEGIES  I 


WHY  MONSANTO  IS  PLUNKING  DOWN 
ITS  CHIPS  ON  R&D 


Two  key  patents  are  expiring — so  it's  spending  big  in  pursuit  of  new  products 


ick  Mahoney  is  a 
gutsy  guy.  When 
he  became  chair- 
man and  CEO  of  $8.3  bilhon 
Monsanto  Co.  six  years 
ago,  the  chemicals  giaiv 
was  earning  respectable 
profits,  even  though  it 
relied  largely  on  two  prod- 
ucts and  had  few  promis- 
ing ones  under  develop- 
ment. So  what  did  he 
do?  He  bet  the  store  on  a 
new-product  push  that 
may  not  pay  off  fully  until  the  mid- 
1990s— if  then. 

When  Mahoney  took  over,  Monsanto 
had  been  diversifying  out  of  the  volatile 
commodity  chemicals  business  but  not 
fast  enough  for  him.  By  1985,  he  had 
hiked  spending  for  research  and  develop- 
ment by  78%,  to  $470  million  a  year,  and 
spent  $2.8  billion  for  drugmaker  G.  D. 
Searle  &  Co.  Now,  some  44%  of  the  re- 
search dollars  are  pegged  for  new  busi- 
nesses, compared  with  less  than  25%  in 
the  1970s.  Explains  the  55-year-old  chem- 
ist-turned-manager: "R&D  isn't  part  of 
the  strategy.  R&D  is  the  strategy." 
However,  much  of  Monsanto's  R&D  in- 


MAHONEY'S  MOVE  MAY  NOT 
PAY  OFF  FULLY  FOR  YEARS 


vestment  is  risky.  It  is  con- 
centrated in  life-  and  food- 
science  areas — drugs, 
herbicides,  animal  growth 
stimulants  (table) — which 
require  rigorous  testing 
and  a  lengthy  government- 
approval  process.  Mon- 
santo will  have  spent  an 
estimated  $150  million  on 
developing  disease-  and 
pest-resistant  plants,  for 
example,  by  the  time  its 
first  genetically  altered 
seed  product  is  expected  to  start  gener- 
ating profits  in  the  mid-1990s.  But  the 
commercial  potential  could  be  explosive. 
Mahoney's  credo:  "You  never  start  out 
to  hit  singles." 

SWEET  DEAL.  Mahoney  had  reason  to  be 
bold.  Even  though  the  company  is  churn- 
ing out  record  profits  these  days,  the 
patent  on  Roundup,  believed  to  be  its 
biggest  profit  contributor  and  the 
world's  best-selling  herbicide,  expires 
outside  the  U.  S.  in  1991.  Likewise,  U.  S. 
patent  protection  for  another  major 
source  of  Monsanto  profits,  NutraSweet, 
ends  in  1992.  These  two  products,  which 
account  for  an  estimated  30%  to  40%>  of 


profits,  are  likely  to  get  hit  by  a  rasl 
me-too  competitors.  "Most  peo 
around  this  company  hear  a  clock  t 
ing,"  says  NutraSweet  Co.  CEO  Rot 
B.  Shapiro. 

Mahoney  heard  it  years  ago.  Si 
taking  over,  he  has  jettisoned  comn 
ities  accounting  for  more  than  $2  bil 
in  sales — everything  from  polyester 
apparel  to  bulk  petrochemicals.  He 
placed  them  with  higher-margin  plas ; 
and  specialty  chemicals.  And  to  furtr 
lift  profits,  Mahoney  went  after  dr- 
maker  Searle,  even  though  its  pipelim 
new  drugs  was  unimpressive  and 
faced  potentially  thorny  litigation  o 
injury  claims  involving  its  Copp( 
birth-control  device.  He  figured  Sear 
NutraSweet  business  would  produce 
terim  earnings  until  Searle's  drug  b 
ness  could  be  revitalized. 

Mahoney  installed  new  managemi' 
at  Searle  and  doubled  its  R&D  spendi^ 
While  the  unit  this  year  launched  r 
antiulcer  drug  that's  selling  well,  com 
up  with  some  new  big-sellers  may  tal> 
while.  Seventeen  years  passed,  for 
ample,  between  the  discovery  of  Nu ; 
Sweet  and  its  first  sales.  So  it  has  set  i 
a  separate  group  to  license  other  con 
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MONSANTO'S  CORNUCOPIA 
Of  NEW  PRODUCTS 

BST  and  PST  Potential  sales:  *  $1  billion 
Growth  stimulants  for  cattle  and  pigs. 
Awaiting  government  approval 

SIMPLESSE  Potential  sales:  $700  million 
Fat  substitute  awaiting  FDA  approval 

CYTOTEC  Potential  sales:  $200  million 
An  antiulcer  drug  introduced  this  year 

DIMENSION  Potential  sales:  $100  million 
Low-dosage  herbicide  for  getting  rid  of 
crabgrass.  To  debut  next  year 

ENGINEERED  PLANTS  Potential  sales:  unknoum 
Developing  genetically  altered  plants  re- 
sistant to  herbicides,  insects,  or  diseases. 
Should  go  commercial  by  mid-90s. 


'  compounds.  The  unit  already  has 
id  a  hit:  Calan,  a  hypertension  drug 
ised  from  a  Japanese  developer,  will 
g  in  about  $300  million  this  year, 
:ing  it  Searle's  top  seller, 
he  pressure  for  new  products  has 
;ad  throughout  Monsanto.  The  $1.4 
on  agricultural  chemicals  unit,  long 
company's  most  profitable,  is  al- 
ly getting  results.  Thirteen  new  agri- 
ural  products,  such  as  some  rice  her- 
les,  are  on  the  fast  track  and  should 
approvals  by  the  mid-90s,  while  an 
itional  14  aren't  far  behind.  Twenty 
e  will  undergo  field  tests  this  year, 
t's  the  highest  number  of  products 
ag  unit  has  had  under  development 
5  years.  In  the  meantime,  the  compa- 
s  working  furiously  to  crank  out  new 
aulations  of  its  hot-selling  Roundup 
Lasso  herbicides. 

1  HURDLES.  Mahoney  aims  to  keep 
burst  of  new-product  activity  under 
rol.  For  nearly  20  years,  Monsanto 
little  to  show  for  pumping  millions 
developing  chemicals  that  regulate 
t  growth — only  to  give  up  in  the 
1980s  when  that  entire  area  of  sci- 
was  eclipsed  by  biotechnology.  Ma- 
!y  doesn't  want  a  replay  of  that  ex- 
jnce.  In  an  alcove  behind  his  desk, 
:eeps  binders  detailing  development 
lies  that  must  be  met  by  specific 
3.  The  system  is  simple:  Projects 
don't  meet  their  next  hurdle  date 
icrapped.  "We  commit  to  see  a  proj- 
ihrough  to  the  end,"  explains  Ma- 
y.  "But  we  demand  milestones,  and 
;he  keeper  of  the  milestones.  This  is 
orous  process,  but  it's  also  the  guts 
I  le  company's  future." 
at  future  still  isn't  assured.  The 
products  are  on  their  way — but  so 
;hose  of  competitors.  NutraSweet's 
lesse  fat  substitute,  which  is  await- 
DA  approval,  promises  to  reduce  cal- 
sharply  and  fat  in  ice  cream  and 
ings.  But  it  will  go  head  to  head 
Procter  &  Gamble  Co.'s  olestra — a 
hetic   fat   substitute  currently 
ed  down  in  regulatory  scrutiny, 
t  Inc.  is  also  developing  its  own  fat 
itute  for  frozen  desserts. 
:ewise,  Monsanto's  bovine  somato- 

I  (BST)  growth  stimulant  for  cattle 
ompete  with  similar  products  in  the 
s  at  Eli  Lilly  &  Co.  and  American 
amid  Co.  Worse,  it  may  face  opposi- 
from  both  European  consumers  al- 
'  wary  of  hormone-treated  meat 
J.  S.  dairy  farmers  fearful  that  BST 
lerald  lower  milk  prices.  Notes  W. 
aon  Reid,  an  analyst  at  First  Union 
nal  Bank  in  Charlotte,  N.  C,  a 
Monsanto  holder:  "Monsanto  could 
a  very  important  group  fighting 
roduct — the  dairy  farmer." 

II  Street  seems  unfazed,  however, 
anto's  stock  price,  at  about  118,  is 
%  since  Jan.  L  The  credit  goes,  in 


t  PORATION 


part,  to  the  company's  record  earnings 
and  a  hefty  stock  buyback  program.  A 
spate  of  out-of-court  settlements  has 
also  encouraged  Wall  Street  to  believe 
that  the  Copper-7  cases  need  not  be  fi- 
nancially devastating.  But,  fundamental- 
ly, analysts  see  Simplesse  and  Searle's 
new  Cytotec  antiulcer  drug  as  evidence 
that  Mahoney's  new-product  regimen  is 
taking  hold.  Figures  Salomon  Brothers 
Inc.  analyst  Leslie  C.  Ravitz:  "If  you  put 


enough  irons  in  the  fire,  eventually 
you'll  find  something  hot." 

Mahoney  is  confident  that  the  heavy 
spending  will  spawn  life-science  prod- 
ucts in  the  1990s  that  will  allow  Mon- 
santo to  leave  behind  the  days  when  oil 
prices  were  the  crucial  component  in  the 
company's  profit  equation.  As  he  puts  it: 
"Our  brainpower  counts  for  more  than 
the  price  of  a  barrel  of  oil." 

By  James  E.  Ellis  in  St.  Louis 


MONSANTO  IS  TEACHING 
OLD  WORKERS  NEW  TRICKS 


It  wasn't  long  after  CEO  Richard  J. 
Mahoney  took  charge  that  Alvin  K. 
Allison's  job  changed  drastically  at 
Monsanto  Chemical  Co.'s  fibers  plant 
in  Greenwood,  S.  C.  For  one  thing,  no 
foreman  now  peers  over  his  shoulder 
as  he  repairs  machinery.  And  the  top 
brass  has  thinned  out.  Allison  leads  a 
team  of  mechanics  who  divide  the  work 
and  make  key  decisions  themselves.  "I 
knew  20  years  ago  that  I  could  direct 
my  own  job,"  he  says, 
"but  nobody  wanted  to 
hear  what  I  had  to  say." 

The  linchpin  of  Mahon- 
ey's strategy  may  be  new 
products,  but  whether  he 
attains  his  goal  of  raising 
Monsanto's  return  on  eq- 
uity from  15%  now  to  20% 
by  the  mid-1990s  depends 
heavily  on  his  making 
plants  like  the  Greenwood 
complex  into  lean-and- 
mean  producers.  And  get- 
ting workers  involved  in 
decision-making  and  quali- 
ty control  is  every  bit  as 
crucial  as  the  new  comput- 
erized control  systems 
that  the  $4  billion  chemi- 
cals unit  is  adding. 
Mahoney's  program  is 


the  Fuji  Photo  Film  USA  Inc.  plant  just 
down  the  road,  Monsanto  is  forcing 
changes  on  an  established  plant  and 
veteran  employees.  "Most  of  us  had 
been  working  under  the  [old]  system 
for  20  years,  and  habits  are  hard  to 
break,"  says  William  W.  Wessinger,  a 
maintenance  engineer.  Indeed,  Allison 
says  that  early  on  he  got  this  response 
when  he  gave  a  teammate  an  unpopu- 
lar work  assignment:   "He  thought 


ALLISON:  HIS  TEAM  MAKES  KEY  DECISIONS  ON  ITS  OWN 


affecting  virtually  every  Monsanto 
plant,  from  Chocolate  Bayou,  Tex.,  to 
Antwerp,  Belgium.  As  part  of  the 
move  away  from  commodities.  Green- 
wood switched  from  making  nylon  for 
apparel  to  making  stain-resistant  car- 
pet fiber,  causing  employment  to  fall. 
But  while  hourly  workers  are  down 
28%,  the  ranks  of  salaried  managers 
and  supervisors  has  shrunk  50%'.  With 
fewer  supervisors,  plant  management 
has  boosted  spending  on  training. 
UPSIDE  DOWN.  Making  such  fundamen- 
tal changes  in  the  management-worker 
relationship  is  no  easy  task  for  any 
organization.  But  it's  particularly 
tricky  for  28-year-old  Greenwood.  Un- 
like spanking  new  facilities,  such  as 


about  it  a  minute  and  then  told  me:  'I 
think  I'll  just  whip  your  ass.'  " 

Such  confrontations  are  rare  today, 
but  the  makeover  is  not  problem-free. 
In  focusing  on  quality  and  productivi- 
ty, employees  became  less  safety-con- 
scious, and  injuries  are  more  frequent. 
Also,  the  new  organizational  structure 
means  promotions  are  more  scarce. 
Nonetheless,  the  new  order  is  here  to 
stay.  "Once  you  give  people  freedom, 
you  can't  take  it  back,"  warns  Jack  W. 
Treece,  Greenwood's  personnel  chief 
for  10  years.  Besides,  with  quality  im- 
proving and  productivity  41%  higher 
than  four  years  ago,  Mahoney  would 
not  have  it  any  other  way. 

By  James  E.  Ellis  in  Greenivood,  S.  C. 


BUSINESS  WEEK/AUGUST  21,  1989  67 


''Find  us  computers  that  will  let  us 
do  many  jobs  at  once,  Sinkfield,  and 
it'll  he  another  feather  in  your  capV 


Howre  you  going  to  do  it? 


Mo  one  over  made  their  mark  in  business  by  doing  just  one  thinf 
at  a  time.  So  to  stay  competitive,  you  need  your  computers  to  do 
ol  Imsiness  tasks  at  once. 

The  Genius  Of  Micro  Channel.  That's  why  IBM 
developed  the  Personal  System/2 "  computers  with  Micro  Chann 
Micro  Channel  is  like  a  multilane  highway,  so  inlbrmation  can 
trav(^l  in  lots  ol  directions  at  once.  With  optional  bus  master  care  m 
like  having  many  computers  in  one,  some  managing  printers 
and  lax  machines,  another  busy  calculating  a  spreadsheet  and  o  P" 
working  on  graphics  or  transferring  data.  And  Micro  Channel 


IBM,  Personal  Syslem/2  and  PS/2  are  registered  trademarks  and  l\^icro  Channel  and  OS/2  are  trademarks  ot  Inlernaiional  Business  Mactiines  Cofporalion  (c.)  1989  IBM  Corp, 


PS/2  it 


II  of  this  with  remarkable  speed  and  rehabiHty. 
illy,  a  PS/2 '  with  Micro  Channel  runs  DOS  applications, 
Id  OS/2  to  this  equation,  and  the  benefits  of  multitask- 
n  make  you  and  your  people  even  more  productive, 
^he  Solution  Is  IBM.  The  PS/2  with  Micro  Channel 
ovide  you  with  solutions  not  only  today  but  far  into 
ure.  See  your  IBM  Authorized  Dealer  or 
larketing  representative.  For  a  dealer  near  you. 
m  I BM-2468,  ext.  139.  And  see  how  much 
ou  can  do  when  you  PS/2  it!  .^^y  '  ^"^M^^ 
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ACQUISITIONS! 


COORS  MAY  TAKE  A  GULP 
OF  A  RIVAL  BREW 


Stroh's  Old  Milwaukee  could  vault  the  brewer  into  third  place 


F! 


or  the  past  few  years,  Wil- 
liam K.  Coors  and  Peter 
W.  Stroh  have  played  a 
game  of  chicken.  While  An- 
heuser-Busch and  Philip  Moi- 
ris'  Miller  Brewing  have  out- 
spent  and  out-marketed  them, 
the  two  proud  scions  of  old-line 
brewing  families  have  re- 
mained independent,  intent  on 
going  it  alone. 

In  February,  however,  Stroh 
decided  to  sell  a  minority  stake 
in  the  privately  held  Stroh 
Brewery  Co.  to  a  foreign  inves- 
tor. And  now,  industry  execu- 
tives say,  Adolph  Coors  Co.  and 
G.  Heileman  Brewing  Co.  are 
bidding  to  take  over  all  or  parts 
of  the  Detroit  brewer.  For  debt- 
laden  Heileman,  a  unit  of  Aus- 
tralia's Bond  Corp.  Holdings, 
buying  parts  of  Stroh  might 
help  slow  a  precipitous  sales 
slide.  For  Coors,  Stroh  brands 
like  Old  Milwaukee,  Schaefer, 
or  Schlitz  Malt  Liquor  would 
vault  it  from  fourth  place  in  the 
industry  to  third,  and  give  it  a 
real  chance  to  chase  the  lead- 
ers. "We're  in  a  kind  of  never- 
never  land,"  says  Peter  H. 
Coors,  Bill's  nephew  and  presi- 
dent of  Coors'  brewing  division. 
"You  can't  survive  long-term 
with  a  d'A  market  share." 
EARNINGS  SKID.  Indeed,  with 
40'a  and  217'  of  the  market,  re- 
spectively, Anheuser  and  Miller 
are  threatening  to  run  away 
with  the  beer  business.  For  the 
past  13  years,  Coors  has  relied 
on  expanding  its  territory  to 
achieve  growth.  But  now  its 
brands  are  available  in  every 
state  but  Indiana,  and  the  roll- 
out has  failed  to  make  up  for 
declines  in  older  Western  mar- 
kets. For  the  first  half  of  this  year. 
Coors'  total  volume  slipped  17^,  accord- 
ing to  the  industry  newsletter  Beer  Mar- 
keter's bisights  (table).  Earnings  have 
dropped  for  two  years  running,  skidding 
487'  in  the  first  six  months  of  this 
!  year. 

j     Nevertheless,  Coors  is  clearly  better 


-ceoirs  IS  i 
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BIGGER  SHARES  FOR 
THE  BIG  TWO 


Shipments 

Change  from 

Market 

first  half  1989 

year  earlier 

share 

Millions  of  barrels 

ANHEUSER-BUSCH 

21.4 

3.7% 

40.4% 

MILLER 

11.4 

7.3 

20,7 

STROH 

5.4 

-10.0 

10,9 

COORS 

4.8 

-1.0 

8.8 

HEILEMAN 

3.8 

-12.5 

7.8 

DATA:  em  MARKETER  S  INSIGHTS 


situated  than  No.  3  Stroh  or  No.  5  Heile- 
man. Both  of  those  companies  are 
caught  in  a  vicious  cycle:  Lacking  cash 
to  advertise  with  the  big  guys,  they  rely 
heavily  on  lower-price  brews  to  generate 
sales.  That  pinches  margins,  further 
eroding  profits  and  cash  for  new  ads. 
Coors,  which  has  the  industry's  highest 


advertising  costs  per  barrel,  is  also  fe 
ing  the  squeeze.  But  because  it  has 
debt  and  its  volume  comes  from  high' 
margin  Coors  and  Coors  Light,  it  mak 
more  money  on  the  beer  it  sells. 

Still,  there  are  problems.  The  panac 
Coors  once  held  as  a  hard-to-get  br 
has  been  diffused  by  its  national  expi 
sion.  According  to  Beer  Marketer's  . 
sights,  Coors  has  lost  147<;  of  its  volu: 
in  California  and  207'  in  Texas  over  1 
past  five  years.  Although  Coors  Lij 
has  been  a  huge  success,  its  307  anm 
growth  over  the  past  decade  has  can 
balized  Coors'  premium  sales.  The  cc 
pany,  which  has  gotten  little  help  fr 
other  new  products,  plans  to  launch  t 
low-price  beers,  Keystone  and  Keystc 
Light,  in  September.  But,  says  Pe 
Coors,  "It  takes  a  huge  amount  of  m 
ey  to  launch  a  new  brew,  and  not  mi 
new  beers  are  successful." 
STRONG  FOLLOWING.  An  existing  bn 
like  Old  Milwaukee  would  give  Coor 
big  boost.  Although  it's  a  low-mar 
product,  it  has  a  strong  following  i 
would  add  nicely  to  profits  by  filling  c 
rently  idle  capacity.  Moreover,  unl 
Keystone,  it  would  provide  instant 
cess  to  the  low-price  segment,  wh 
soaks  up  257  of  the  U.  S.  market. 

Streamlining  management  also  mi 
help.  Until  late  last  year,  Peter  Co( 
head  of  the  brewing  operations,  repor 
to  Jeffrey  H.  Coors,  the  company  pr 
dent  and  his  brother.  But  Peter  s 
Jeffrey  has  stepped  aside  from  invo' 
ment  in  brewing  decisions  "to  av 
overlapping  assignments."  Jeff 
would  not  comment.  Chairman  Will: 
Coors,  73,  reclaimed  the  title  of  cl 
executive,  and  now  Peter  reports  dir 
ly  to  him.  Says  industry  consultant  E 
ert  S.  Weinberg:  "Everybody  is  m 
comfortable  with  Bill  at  the  helm." 

The  Coors  family  could  use  some 
bility.  Last  fall,  the  Los  Angeles  Tii 
detailed  how  a  long  affair  broke  up  i(  ■ 
marriage  of  Vice-Chairman  Josijl 
Coors.  In  it,  Jeffrey  Coors,  a  born-agjr 
Christian,  blasted  his  father  as  an  ad-- 
terer.  A  longtime  Republican  rainmaftr^ 
Joseph  also  was  linked  recently  to  'f 
federal  Housing  &  Urban  Developn 
scandal  when  his  letter  to  HUD  Secret 
Samuel  R.  Pierce  Jr.,  on  behalf  of  a  I 
ver  housing  project,  became  public, 
seph  Coors  would  not  comment. 

The  company  has  been  through  pi 
cal  minefields  before,  having  sur\ 
boycotts  for  charges  of  antiunionid 
gay-baiting,  and  racism.  The  real  p:f)- 
lem  is  the  strength  and  clout  of  Cojs-, 
competitors.  If  Bill  Coors  can  get  si|i< 
Stroh  brands,  he  will  have  bought  tjit 
to  stay  independent.  But  he  still  hf  ^ 
lot  of  catching  up  to  do. 

By  Sandra  D.  Atchison  in  Dc 
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THE  CORPO- 


The  building  could  be  replaced. 
;  what  about  your  company's  files? 
suppose  you're  audited  by  a  major 
nt.  Would  your  Accounts  Receiv- 
2  department  have  imm.ediate 
ess  to  all  the  necessary  files,  or 
ild  it  take  days  of  sifting  through 
files  and  storage  rooms? 

The  problem  is,  and  always  has 
n,  paper  Paper  that  when  misfiled 
Displaced  could  spell  disaster.  Paper 
twhen  destroyed,  could  possibly 
troy  your  business. 

The  solution  is  a  computerized 
ig  system  from  3M  Information 


Systems  Group. 

3M  provides  systems  that  use 
computer  technology— very  likely 
the  computers  you  already  have  in 
place— to  speed  and  secure  the  stor- 
age and  retrieval  of  documents  with 
evidentiary  value.  Documents  that 
can  be  combined  with  the  data  files 
you  already  generate  on  computer. 

For  many  businesses,  the  storage 
media  may  be  microfilm  or  micro- 
fiche. Witii  certain  applications,  a 
digital  document  management  sys- 
tem integrated  with  a  mainframe 
database  may  be  most  appropriate. 


Either  way,  the  system  you 
choose  will  work  with  the  technology 
3M  is  developing  for  the  future.  We've 
already  assembled  packages  to  help 
those  in  the  areas  or  Accounts  Payable, 
Engineering,  Manufacturing,  Financial 
Records,  Hospital  Records  and  more. 

For  more  information  on  how 
to  protect  your  company  against  both 
natural  and  unnatural  disasters,  call 
3M  Information  Systems  at 
1-800-328-1684. 

But  call  soon.  Because  like  your 
records,  even  the  best  of  intentions 
can  go  up  in  smoke. 


i 


INSURERS 
UNDER  SIEGE 

LAWMAKERS,  CONSUMERS,  AND  CORPORATE  CUSTOMERS  ARE  FIGHTING  MAD 


Obscure.  Abstruse.  Boring, 
For  years,  that  was  the  image 
most  people  had  of  the  insurance 
industry,  a  remote  monolith  shrouded  by 
a  cloud  of  mystery.  Everybody  bought 
insurance,  but  few  buyers  gave  much 
thought  to  those  who  produced  it.  The 
insurance  business,  as  a  result,  operated 
free  from  public  scrutiny.  Exempt  from 
federal  regulation,  including  most  anti- 
trust laws,  and  subject  only  to  feckless 
state  regulation,  the  industry  was  a  "pri- 
vate government,"  as  Wyoming  Senator 
Joseph  C.  O'Mahoney  put  it  in  1945.  As  a 
legal  cartel,  it  reaped  bountiful  profits 
and  came  to  control  enormous  assets, 
now  more  than  $1.8  trillion.  Its  premium 
income  is  9%  of  the  GNP.  Few  industries 
have  ever  enjoyed  such  unchecked  politi- 
cal and  economic  power. 

Now,  the  once-tranquil  world  of  insur- 
ance is  in  turmoil.  Instead  of  the  most 
ignored  industry  in  America,  it  has 


become  perhaps  the  most  reviled.  Con- 
sumers, corporate  executives,  and  law- 
makers are  lambasting  insurers  for  ev- 
erything from  profiteering  to  an 
unseemly  attitude  of  arrogance  and  in- 
sensitivity.  "We're  being  besieged.  It's  a 
holocaust  that's  going  on,"  complains 
Robert  E.  Vagley,  president  of  the 
American  Insurance  Assn.,  the  most 
prominent  commercial-insurance  trade 
group.  Adds  Chief  Executive  John  J. 
Byrne  of  Fireman's  Fund  Insurance  Co.: 
"We're  at  the  bottom  of  everyone's  list. 
Our  name  is  mud." 

'LONG  DECLINE.'  A  muddy  image  is  only 
the  most  obvious  sign  of  a  far-reaching 
deterioration  in  the  industry's  well-be- 
ing. Everywhere  they  look  today,  insur- 
ance executives  see  their  power  eroding, 
their  markets  contracting,  and  their 
profits  evaporating.  "They're  in  a  state 
of  panic,"  says  J.  Robert  Hunt- 


er, president  of  the  National  Insurae 
Consumer  Organization  and  the  ind,- 
try's  best-known  critic.  Consumers  ; 
other  insurance  buyers  are  benefit, 
from  these  developments,  which  are  fh 
ducing  better  insurance  services  at  me 
competitive  prices.  The  insurance  ind 
try,  however,  may  end  up  losing  its  ; 
tus  as  the  chief  provider  of  these  ; 
vices.  It  is  threatened,  says  consult  t 
Orin  S.  Kramer,  "by  a  period  of  lo;- 
term  decline" — a  reversal  of  fortus 
that  would  be  among  the  most  dram;c 
for  a  major  industry  in  American  b  i- 
ness  history. 

Insurers  are  suffering  from  miy 
forces  beyond  their  control,  notay 
surging  liability  damages  that  have  i- 
set  property/casualty  companies  id 
high  interest  rates  that  have 
squeezed  life  insur- 


CASUAITY  INSURERS  ARE 
STILL  GETTING  RICHER... 


POLICYHOLDER  SURPLUS 

AMOUNT  BV  WHICH 
ASSnS  EXCEED  LIABIIITIES, 


...BUT  PREMIUM  INCOME 
SWINGS  VIOLENTLY... 


...AND  PROFITABILITY  IS 
FALLING  FURTHER  BEHIND 
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Sfet,  says  Washington  attorney  T. 
ence  Jones,  Vagley's  predecessor 
;  AIA,  "they've  created  a  lot  of  their 
jroblems." 

urance  executives  have  long  been 
n  for  their  obstinate  resistance  to 
[6  and  new  ideas — a  not  surprising 
2oming  for  individuals  used  to  the 
ity  of  cartel  life  and  whose  busi- 
is  predicting  the  future  by  extrapo- 
:  from  the  past.  "They're  the  nicest, 
honorable  people  in  business,"  says 
.  "But  they're  not  the  most  imagi- 
j  or  creative." 

!y  are,  though,  working  on  strate- 

0  clean  up  their  image  and  befriend 
antagonists.  "The  industry's  in- 
is  to  say  no,  do  nothing,"  says 

ly.  "We're  trying  to  develop  affir- 
e  responses."  But  the  outlook  is 
iropitious,  for  the  industry  faces 
noxious  changes: 

customers  are  rebelling.  The  revolt 
.lifornia  consumers  against  soaring 
lobile-insurance  rates  last  year  cul- 
ed  in  voter  approval  of  Proposition 
vhose  sweeping  reforms  include  a 
allback  in  auto  and  other  insurance 
The  fever  is  spreading.  As  many 
similar  voter  initiatives  are  possi- 

1  1990,  and  300  insurance-reform 
lave  been  introduced  in  dozens  of 
legislatures.  Corporations  are  by- 
ig  insurers  in  fa- 


ilLE  INSOLVENCY  COSTS 
ARE  SKYROCKETING... 


ANNUAL  ASSESSMENTS 

ON  INSURERS  BY 
STATE  GUARANTY  FUNDS 
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vor  of  do-it-yourself  approaches,  which 
are  siphoning  off  a  third  of  the  proper- 
ty/casualty industry's  premiums.  "We 
have  largely  ignored  and  mistreated  our 
customers,"  concedes  Leslie  Cheek  III, 
head  of  Crum  &  Forster  Insurance  Cos.' 
Washington  office. 

■  The  industry's  political  clout  is  crum- 
bling. State  legislators  and  insurance 


As  markets  shrink  and 
profits  evaporate,  the 
industry  seems  headed 
for  a  fierce  shakeout 


commissioners,  once  comfortably  in  the 
industry's  pocket,  are  now  more  inde- 
pendent, even  adversarial.  In  Washing- 
ton, the  industry  has  suffered  some  em- 
barrassing legislative  defeats.  "They're 
losing  control  of  their  destiny,"  says 
Bruce  A.  Bunner,  a  partner  at  account- 
ing firm  KPMG  Peat  Marwick  and  former 
California  insurance  commissioner. 
■  Some  insurance  markets  face  possi- 
ble government  takeover.  The  auto 
and  health  markets  have  become 
so  dysfunctional,  with  ^ 


millions  of  people  unable  to  get  afford- 
able coverage,  that  these  markets  may 
be  increasingly  assumed  by  state  and 
federal  insurance  mechanisms.  Insur- 
ance consultant  Barbara  J.  Lautzen- 
heiser  sees  "a  real  tendency  toward  so- 
cialization of  all  insurance." 

■  The  cartel  is  dying.  Competition  has 
become  vicious.  "Soft"  markets,  when 
insurers  often  lose  money  underpricing 
each  other,  are  more  protracted,  while 
"hard"  markets,  when  companies  can 
raise  prices  and  rebuild  balance  sheets, 
are  briefer.  Critics  are  seeking  to  abolish 
insurers'  antitrust  immunity,  which 
could  make  competition  even  worse. 

■  Insurers'  financial  health  is  deteriorat- 
ing. "There  will  almost  certainly  be  a 
major  shakeout,  major  insolvencies,  and 
financial  dislocations,"  says  Robert  H. 
Moore,  senior  vice-president  of  Alexan- 
der &  Alexander  Services  Inc.,  a  large 
insurance  broker.  Morgan  Stanley  &  Co. 
analyst  Norman  L.  Rosenthal  foresees 
"a  fundamental  downsizing  of  the  prop- 
erty/casualty industry."  Life  insurers 
also  face  shrinkage.  While  they  have 
mostly  escaped  serious  image-tarnish- 
ing,  their   profits   are   also  under 


...AND  SELF-INSURANCE 
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severe,  perhaps  irreversible,  pressure. 

The  proximate  cause  of  the  property/ 
casualty  industry's  traumas  was  the 
widely  publicized  liability-coverage  crisis 
of  1984-86.  After  a  six-year  price  war, 
insurers  hiked  some  premiums  several- 
fold.  They  refused  to  write  or  renew 
other  coverage,  which  closed  down  facili- 
ties from  jails  to  day-care  centers.  They 
blamed  excessive  liability  litigation.  But 
mainly,  they  had  simply  panicked,  in 
typical  herd-like  fashion,  when  their 
profits  sunk  to  new  lows.  Their  actions 
set  off  a  fierce  public  backlash — "retri- 
bution beyond  the  industry's  wildest 
imaginings,"  according  to  Cheek. 
JOLTING  BLOW.  Yet  the  roots  of  the  in- 
dustry's traumas  extend  back  much  fur- 
ther, to  attitudes  engendered  by  the  in- 
surance cartel,  organized  during  the 
1800s  by  fire  insurers,  forerunners  of 
today's  property/casualty  companies. 
The  temptation  to  slash  prices  has 
always  been  intense  in  insurance  mar- 
kets because  insurance  is  sold  primarily 
on  price.  To  protect  profits,  insurers 
erected  mechanisms  to  fix  prices,  stan- 


dardize products,  and  share  information. 

In  1944,  the  cartel  suffered  a  jolt — the 
Supreme  Court  held  the  industry  subject 
to  federal  antitrust  laws.  But  the  indus- 
try flexed  its  political  muscle  and  won 
passage  in  1945  of  the  McCarran-Fergu- 
son  Act,  which  exempted  it  from  anti- 
trust laws  so  long  as  it  was  regulated  by 
the  states.  McCarran  left  intact  the  car- 
tel's price-fixing  mechanism,  a  group  of 
industry-controlled  rating  bureaus,  most 
of  which  were  consolidated  in  1971  into 
the  Insurance  Services  Office.  The  ISO 
issued  "advisory"  rates  that  were  high 
enough  to  protect  even  the  most  ineffi- 
cient concerns  from  insolvency. 

The  cartel  began  unraveling  in  the 
19.50s.  Auto  and  homeowners  insurance 
came  to  be  dominated  by  large  "direct 
writers"  such  as  State  Farm  Mutual 
Automobile  Insurance  Co.,  with  in-house 
sales  forces.  They  underpriced  other  in- 
surers that  sold  policies  through  vast 
networks  of  high-commission  indepen- 
dent agents.  The  agency  writers  were 
forced  to  discount  ISO  rates. 

Commercial  insurers  followed  ISO  until 


the  1970s,  when  supply  and  demanoe 
came  badly  imbalanced.  On  the  sii 
side,  the  cartel,  like  all  cartels, 
chronic  excess  capacity  and  excess  ciifc 
membership.  Returns  on  equitjo: 
around  25%  a  year  started  enticingw 
lions  of  dollars  of  new  underwriting^? 
pacity,  especially  from  the  booming 
don  market,  where  insurers  lay  off  ^ 
of  their  risk  with  reinsurers. 

Demand  growth,  meanwhile,  wa. 
ready  - slowing.  Increasingly  sophist 
ed  corporate  risk  managers  began  ii 
ing  themselves.  Companies,  indu 
groups,  even  municipalities  and  noi 
fits  set  up  alternative  facilities  sue 
their  own  "captive"  insurers.  Accoi 
to  the  Tillinghast  division  of  Tov 
Perrin,  Forster  &  Crosby,  a  consu 
firm,  the  alternative  market  now  li 
35%  market  share,  depriving  insurei 
$50  billion  in  annual  premiums.  By 
Tillinghast  projects,  the  altern; 
share  could  reach  50%. 

Insurers  could  not  have  forest  > 
the  alternative  market.  But  they  ai 
blame  for  its  rapid  growth.  In  hard 


AIG  THRIVES  OH  BUSIHESS  OTHER  COMPAHIES  WOH'T  TOUCH 


Shanghai's  teeming  port  drew 
many  a  dreamer  and  adventurer 
at  the  century's  turn.  One  enter- 
prising American,  27-year-old  Cornelius 
Vander  Starr,  founded  an  insurance 
company  in  a  two-room  office  in  1919. 
Only  in  1926,  by  which 
time  he  had  offices 
throughout  the  Far 
East,  did  Starr  open  a 
New  York  branch. 
That's  a  circuitous  ori- 
gin for  what  evolved 
into  American  Interna- 
tional Group  Inc.,  the 
largest  shareholder- 
owned  commercial  in- 
surance company  in 
America.  But  then 
again,  AIG  is  unlike  any 
other  U.  S.  insurer. 
'GENIUS.'  While  most 
ignore  overseas  mar- 
kets, AIG  operates  in 
more  than  130  coun- 
tries. As  many  American  rivals  posted 
anemic  returns,  AIG  earned  an  average 
return-on-equity  of  18%'  this  past  de- 
cade by  cannily  exploiting  less  popular 
markets  and  keeping  a  tight  check  on 
costs.  While  its  rivals  mostly  sell  com- 
modity products,  AIG  excels  in  exotic 
niche  markets — all  for  a  pretty  penny. 

The  company's  success  clearly  bears 
the  stamp  of  Maurice  R.  "Hank" 
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Greenberg,  its  tough,  combative  chair- 
man, president,  and  CEO.  A  trim,  fit 
New  Yorker  of  legendary  discipline,  he 
took  the  helm  from  Starr  in  1968,  when 
aig's  net  income  was  $17.2  million.  Its 
stock  market  value  the  following  year, 
after  going  public,  was 
some  $285  million.  In 
1988,  AIG  earned  $1.2 
billion,  and  the  compa- 
ny's market  value  is 
now  $15.5  billion.  Says 
New  York  State  Insur- 
ance Superintendent 
James  P.  Corcoran: 
"The  guy's  a  genius." 

As  with  Michael  R. 
Milken  on  junk  bonds, 
when  the  63-year-old 
Greenberg  talks  insur- 
ance, people  listen — if 
uncomfortably.  Charm- 
ing and  wryly  humor- 
ous, Greenberg  can 
turn  acerbic  when  hold- 
ing forth  on  common  industry  prac- 
tices, such  as  lax  underwriting  stan- 
dards. Indeed,  says  an  insurance 
broker,  he's  "widely  loathed"  by  his 
peers,  regarded  as  a  brilliant  loner  who 
refuses  to  join  major  industry  trade 
groups  or  schmooze  with  competitors. 
Greenberg,  often  trotting  the  globe, 
runs  an  entrepreneurial,  high-stress 
workplace.  For  executives  who  can 


hack  it,  the  reward  is  a  slice  of  n  : 
agement's  31%  stake  in  AIG,  v\ 
Greenberg  alone  owning  or  controllfe 
stock  worth  $670  million.  Says  T.  L/- 
rence  Jones,  former  head  of  the  Am ' 
can  Insurance  Assn.:  "Greenberg  is 
only  man  to  make  an  absolute  fort  i 
in  insurance  over  the  last  20  years 
He  did  it  by  taking  risks  oil 
shun.  Although  AIG  sells  a  broad  ra 
of  insurance  products,  "we  look 
markets  without  a  lot  of  competitic 
says  Thomas  R.  Tizzio,  vice-chain  n 
of  AIG's  North  American  property 
sualty  business. 

ONLY  GAME  IN  TOWN.  Among  itS  spe 
ty  products  are  liability  insurance 
directors  and  officers,  coverage 
flogging  in  Europe  as  deal  m; 
sweeps  the  Continent,  and  for  pro 
sionals,  mostly  lawyers  and  accc 
tants.  AIG's  trademark  is  seizing  op)f- 
tunities,  says  Jones,  recalling  t'.^ 
during  the  difficult  market  of  the 
1970s,  AIG's  directors  and  officers  | 
cy  was  the  only  one  the  trade  gr 
could  buy.  Currently,  the  compan 
among  a  handful  selling  tailor-in 
pollution  liability  policies. 

For  its  multinational  clients,  AIGt 
ten  underwrites  worldwide  covenie. 
Unlike  other  U.S.  insurers,  it  hasa- 
gerly  provided  services  and  baclp 
coverage  to  the  offshore  "captive""- 
surers  since  the  movement's  e: 
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,  they  acted  as  if  buyers  had 
here  else  to  go,  jacking  up 
?s  and  walking  away  from 
;  that  seemed  unattractive, 
jir  heavy-handedness  really 
ed  off  a  lot  of  their  clients," 
Richard  C.  Heydinger,  risk 
ager  for  Hallmark  Cards 
Now,  hundreds  of  major 
panies  and  large  portions  of 
stries  such  as  pharmaceuti- 
and  chemicals  are  self-in- 
d.  After  the  industry  all  but 
idoned  the  medical-malprac- 
market  in  the  1970s,  doctors 
hospitals  set  up  their  own 
ranee  vehicles.  Insurers  have 
e  little  headway  trying  to  re- 
market share.  ISO  President  Fred  R. 
:on  concedes  that  most  of  the  busi- 
lost  is  "gone  forever." 
surers  for  years  ignored  the  alterna- 
market,  refusing,  for  instance,  to 
with  captives.  Insurance  brokers, 
gh,  created  a  lucrative  business  by 
ng  to  set  up  and  manage  captives, 
rers'  belated  efforts  to  offer  ser- 
I  to  captives  have  not  been  very  suc- 
'ul.  "They  could  have  been  the  lead- 


ers," says  Charles  L.  Ruoff,  head  of 
strategic  planning  at  Fred  S.  James  & 
Co.,  a  large  insurance  broker.  "But  by 
the  time  they  got  interested,  the  ship 
had  left  the  dock." 

The  business  that  insurers  are  losing 
to  alternative  markets  tends  to  be  their 
best  business.  The  reason  is  a  pernicious 
process  known  as  "adverse  selection." 
Companies  with  low  insurance  risks  tend 
to  insure  themselves,  while  risk-prone 


companies  tend  to  buy  insurance. 
And  the  risks  that  self-insurers 
retain  tend  to  be  their  most  pre- 
dictable, such  as  workers'  com- 
pensation. They  go  outside  main- 
ly for  high-risk  coverage,  such  as 
the  catastrophic  loss  of  an  off- 
shore oil  rig.  "The  insurance  in- 
dustry is  being  left  with  a  much 
worse  book  of  business,"  says 
consultant  Barbara  D.  Stewart. 
A  few  venturesome  insurers,  no- 
tably American  International 
Group  Inc.  (box),  developed  the 
skills  to  handle  new,  tough  risks, 
on  which  they  make  big  profits. 
Most  companies,  though,  chase 
the  shrinking  supply  of  routine 
low-risk  business,  exacerbating  overca- 
pacity and  competition. 

The  alternative  market  and  growing 
overcapacity  have  made  insurance  cycles 
hazardous.  Hard  and  soft  markets  each 
used  to  last  about  three  years.  But  the 
soft  market  that  began  in  the  late  1970s 
was  the  longest  (six  years)  and  deepest 
in  history.  And  despite  the  sharp  price 
hikes,  the  latest  hard  market  was  about 
the  shortest  (18  months).  Aggravating 


s.  And  AIG  is  comfortable  creating 
-kets.  For  instance,  it  plowed  new 
und  starting  in  1979  by  entering 
t  ventures  with  East  Bloc  nations. 
1  a  classic  Greenberg  move  to  take 
antage  of  others'  ineptitude,  AIG  is 
ut  to  expand  its  minor  presence  in  a 
ibled  Main  Street  business — auto 
irance.  It  aims  to  tap  the  latest 
•keting  and  servicing  techniques  to 
1  down  expenses  while  reduc- 
claims  costs  through  other 
)vations — including  possibly 
)wn  repair  shops.  "We  expect 
e  a  major  underwriter  of  the 
iness  in  the  future,"  says 
enberg. 

inancially,  however,  AIG  is 
iervative.  It  tries  to  earn  a 
<.  the  old-fashioned  way  in  in- 
mce — through  underwriting 
'its.  Its  executives  are  almost 
•like  in  their  insistence  that 
niums  be  high  enough  to  re- 
:  a  policy's  risk.  "Expecting 
stment  income  to  bail  you 
is  a  dangerous  game,"  says 
^-Chairman  Edward  E.  Mat- 
vs.  AIG  can  also  compete 
I  without  lowballing  rates  since  it's 
?htwad  company.  It  is  a  low-cost 
lucer  with  an  expense  ratio  of 
it  20%;  most  competitors  have  a 
>  of  around  30%. 

BAL.  ROOTS.  The  company's  global 
York  comes  directly  out  of  its  for- 
origins,  AIG  shifted  headquarters 
1  Shanghai  to  New  York  only  in 
.  In  sharp  contrast  to  its  U.  S.  com- 


petition, some  31%  of  its  property/ca- 
sualty operating  profits  and  93%  of  its 
life  insurance  operating  income  were 
generated  overseas  in  1988.  About  65% 
of  all  pretax  earnings  came  from  for- 
eign markets  during  the  past  11  years. 
"We  understand  doing  business  global- 
ly," says  Greenberg.  "We  feel  comfort- 
able in  any  part  of  the  world." 
aig's  foreign  operations  are  a  source 


GREENBERG  IN  BUENOS  AIRES:  AT  HOME  ABROAD 


of  stable  profits,  with  income  from 
many  less  competitive  markets,  espe- 
cially in  fast-growing  Southeast  Asia, 
offsetting  the  earnings  drag  from  vi- 
cious pricing  cycles  in  the  U.  S.  In  Ja- 
pan, AIG  is  a  strong  niche  player,  rank- 
ing third  in  personal  accident 
insurance,  for  one,  and  is  about  to  ex- 
pand there  through  a  new  company 
closely  tied  to  Japan  Travel  Bureau 


Inc.  In  anticipation  of  Europe  1992,  AIG 
recently  restructured  its  Continental 
operations  by  replacing  13  different  na- 
tional companies  with  a  new  one,  Paris- 
based  UNAT.  AIG  is  expanding  into  fi- 
nancial services  and  is  already  a  factor 
in  such  markets  as  international  inter- 
est-rate swaps  and  overseas  merchant 
banking. 

ONE-MAN  SHOW.  Although  it's  still  able 
to  turn  a  profit  selling  life  poli- 
cies in  Beirut,  some  of  AIG's  for- 
eign adventures  do  go  sour.  Af- 
ter years  of  struggle,  AIG  finally 
broke  into  the  South  Korean  life 
market,  but  business  is  mori- 
bund with  half  its  agents  out  on 
strike.  And  while  it's  still  insur- 
ing foreign  interests  in  China  de- 
spite the  Great  Leap  Backward, 
hopes  for  expanding  into  the  do- 
mestic market  of  AIG's  historic 
homeland  have  dimmed  for  now. 
Back  in  the  U.  S.,  even  AIG's 
earnings  machine  will  sputter  if 
price-cutting  in  the  commercial 
market  continues.  Wall  Street  is 
edgy,  too,  about  the  lack  of  an 
obvious  corporate  heir  to  the 
dominating  Greenberg. 

Still,  Greenberg  is  confident  that  AIG 
is  set  to  make  the  most  of  the  upheaval 
he  sees  racking  the  property/casualty 
business  these  next  few  years.  After 
all,  in  China,  AIG's  birthplace,  the  word 
crisis  is  made  up  of  the  characters  for 
danger  and  opportunity. 

By  Christopher  Farrell  in  New  York, 
with  bureau  reports 
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'IT'S  A  HOLOCAUST,"  SAYS  VAGLEY  OF  THE  AMERICAN  INSURANCE  ASSN.  "THEY'RE  IN  A  PANIC,"  SAYS  CONSUMER  ACTIVIST  HUNTER 


the  severity  of  recent  cycles  has  been  a 
big  shift  in  the  industry's  business  mix. 
Once  it  wrote  mainly  property  coverage, 
where  claims  are  made  soon  after  an 
accident.  Now  it  mainly  sells  liability 
coverage,  where  damages  are  less  pre- 
dictable and  often  do  not  surface  until 
years  after  a  policy  is  written.  And  while 
property  loss  costs  have  been  dropping, 
liability  costs  keep  rising.  Still,  with 
claims  costs  so  far  off  and  uncertain, 
many  insurers  feel  less  inhibited  in  cut- 
ting prices,  often  recklessly. 

Life  insurers  for  years  avoided  the 
competitive  havoc  of  their  property/ca- 
sualty brethren.  They  had  something  of 
a  cartel  of  their  own.  Everyone  followed 
the  pricing  lead  of  the  large  Eastern 
mutual  companies.  They  grew  fat  on  the 
wondrous  creation  known  as  whole  life, 
with  its  huge  spread  between  the  nig- 
gardly yield  to  policyholders  and  the 
lush  return  on  insurers'  investments. 

Double-digit  interest  rates  in  the  early 
1980s  wrecked  the  business.  Customers 
bought  cheap  term  insurance  and  defect- 
ed to  high-yield  investments  offered  by 
banks  and  mutual  funds.  Insurers  were 
forced  to  counter  with  market-rate  prod- 
ucts such  as  universal  life.  Their  spreads 
are  now  so  wafer-thin  that  some  big 
players  such  as  Cigna  Corp.  and  Travel- 
ers Corp.  are  sharply  reducing  their  life 
business. 

COALITION  FOR  CHANGE.  The  already 
badly  tattered  property/casualty  cartel, 
meanwhile,  faces  further  damage.  Last 
year,  19  states  filed  suits  alleging  that 
32  insurance  defendants  conspired,  start- 
ing in  1983,  to  restrict  the  availability  of 
commercial-liability  coverage,  mainly  by 
altering  the  terms  of  the  industry's  most 
widely  used  policy.  The  suits  say  the 


defendants  used  acts  of  "boycott,  coer- 
cion" and  "intimidation,"  which  are  ex- 
cluded from  the  McCarran-Ferguson 
Act's  antitrust  immunity.  The  alleged 
aim  was  to  end  the  price  war  by  limiting 
supply.  According  to  the  states,  this  was 
"an  important  contributing  factor"  to 
the  liability  crisis. 

A  federal  judge  recently  said  he  in- 
tends to  dismiss  the  litigation  on  the 
grounds  that  the  defendants'  actions 
were  immune  from  prosecution  under 
McCarran.  Such  a  ruling,  which  will  be 
appealed  by  the  states,  would  likely  in- 
tensify the  already  broad  political  as- 
sault being  mounted  against  McCarran. 


National  health  insurance  has 
always  been  a  political 
long  shot.  But  corporate 
backing  could  change  that 


Congress  is  considering  several  bills 
that,  while  allowing  some  joint  activities, 
would  sharply  modify  the  act.  To  indus- 
try critics,  McCarran  symbolizes  the  in- 
dustry's privileged  status. 

Consumerists,  many  of  whom  consider 
insurance  reform  their  top  priority,  have 
put  together  a  formidable  coalition  that 
includes  groups  representing  women, 
minorities,  labor,  senior  citizens,  and 
small  business.  They  have  even  enlisted 
the  influential  American  Bar  Assn., 
many  of  whose  members  resent  being 
blamed  by  insurers  for  causing  the  li- 
ability crisis. 

Once,  such  a  coalition  would  have 


ml-- 


been  no  match  for  the  insurance  lob 
But  now,  says  a  Capitol  Hill  staffer, 
insurers  "don't  have  anybody  on  tl 
side."   State   insurance  commission 
and  legislators  are  distancing  thi 
selves  from  the  mud-splattered  indusi 
Insurance  brokers,  once  close  to  in.' 
ance  executives,  are  now  loyal  to  coi 
rate  risk  managers. 
WANING  POWER.  Insurers'  most  poweijT 
allies  have  been  the  150,000  independ 
insurance  agents  who,  says  a  lobb; 
are  "the  industry's  shock  troops."  Aii 
by  fat  PAC  budgets,  they  have  intimf 
political  connections  at  the  state  and 
eral  level.  Officially  the  agents  b| 
McCarran.  However,  says  Dennis  Ja; 
spokesman  for  the  National  AssocialJ' 
of  Professional   Insurance  Agei 
"we're  no  longer  following  with  b  "1; 
faith  what  the  big  carriers  want." 

Signs  of  the  industry's  waning  po 
cal  power  are  abundant.  In  what 
aia's  Vagley  calls  "a  major  defeat," 
industry  failed  to  derail  the  1986  Li? 
ity  Risk  Retention  Act,  which  madi'S 
much  easier  for  businesses  to  sell* 
sure.  Vagley  has  been  quietly  exploi 
a  compromise  on  McCarran.  "A  num 
of  our  members  feel  its  benefits  are 
weighed  by  the  political  mischief  it 
ates,"  he  says.  The  ISO,  meanwhile, 
cently  announced  that  next  year  it 
stop  issuing  advisory  rates  and  inst 
estimate  future  losses  and  related  co 't' 
Insurers  will  then  have  to  factor  in  tl!' 
own  projections  of  profits  and  overhf'^i 
While  critics  claim  that  ISO  figures 
still  facilitate  price-fixing,  the  mov< 
likely  to  heighten  rate  competition 

Some  of  the  industry's  most  importjjc 
markets  face  an  even  more  seri 
threat:  government  takeover.  The  rea 
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ig  shift  in  society's  view  of 
n  kinds  of  insurance.  Af- 
3le  auto  and  health  insur- 
s  now  seen  less  as  a  volun- 
jption  than  as  a  necessity, 
an  entitlement.  Insurers, 
h,  don't  want  to  sell  afford- 
nsurance  to  everyone.  They 
rately  discriminate.  They 
:e  people  thought  to  be 
risks  relatively  low  rates, 
•isks,  who  are  often  poor, 
larged  high  premiums,  re- 
;ss  of  whether  they  can  af- 
t,  and  they  may  be  denied 
ige  altogether.  The  result: 
IS  of  Americans  with  little 
insurance. 

les  M.  Stone,  former  Mas- 
setts  insurance  commis- 

who  now  runs  a  small  auto  insur- 
ys  the  insurance  industry  "should 
taken  the  initiative"  and  worked 
he  government  to  develop  a  mix  of 
and  private  mechanisms  "to  make 
ts  products  were  available  and  af- 
)le  to  all."  Instead,  the  industry 
id  the  problem.  It  paid  little  heed 
s  prevention  and  simply  passed 
to  customers.  Now,  the  auto  and 

markets  are  in  such  disarray  that 
ids  are  growing  for  government 
nee  covering  everyone, 
uto  insurance,  which  produces  429'^ 

property/casualty  industry's  vol- 
the  impetus  for  socialized  insur- 


ance stems  from  relentlessly  rising 
claims  costs  and  public  pressure  on  state 
regulators  to  keep  premiums  low. 
Plagued  by  losses,  some  insurers  are 
leaving  the  auto  business.  Others  are 
turning  down  more  bad  risks.  In  large 
urban  states  with  the  highest  costs  and 
premiums,  notably  New  Jersey  and  Mas- 
sachusetts, drivers  who  can't  afford  or 
get  insurance  are  relegated  to  "residu- 
al" markets  of  last  resort  subsidized  by 
insurers  and  states.  New  Jersey's  state- 
run  residual  market  has  half  the  state's 
autos  and  a  $3  billion  deficit. 

Auto  insurers  are  now  pushing  such 
measures  as  broader  no-fault  laws  and 


cheap  no-frills  policies.  But  some 
observers  feel  these  solutions  do 
not  go  far  enough.  "If  this  situa- 
tion continues,"  says  Crum  & 
Forster's  Cheek,  "I  don't  see  any 
alternative  to  a  government 
takeover."  As  states  have  to  foot 
more  of  the  bill  for  the  bad  risks, 
observers  feel,  some  will  want  to 
insure  all  motorists.  With  monop- 
oly power,  they  could  control 
costs  and  subsidize  poor  risks 
with  premiums  from  good  ones. 
States  that  don't  socialize  will 
still  likely  continue  to  subject  in- 
surers to  low-return,  utility-type 
regulation. 

The  outlook  for  health  insur- 
ers is  also  grim.  Their  market  is 
already  a  patchwork  of  public 
and  private  systems.  In  theory,  it  makes 
sense:  private  insurers,  mainly  life  com- 
panies, who  get  a  third  of  their  premi- 
ums from  health,  serve  the  good  risks 
who  can  afford  to  pay.  Through  medi- 
care and  medicaid,  the  government  sub- 
sidizes coverage  for  the  old  and  poor. 
Nonprofit  Blue  Cross/Blue  Shield  helps 
the  government  by  selling  coverage  to 
all  comers. 

MINIMUM  STANDARDS.  But  this  arrange- 
ment is  breaking  down.  Government  pro- 
grams have  become  more  restrictive  and 
cover  a  declining  portion  of  the  needy. 
And  the  loss-plagued  Blues  are  target- 
ing better  risks.  This  is  raising  the  num- 


VERMONT:  LAND  OF  GREEN  MOUNTAINS  AND  SELF-INSURANCE 


Iontpelier,  Vt.,  with  its  gold- 
domed  capitol  and  tall-spired 
churches,  makes  an  unlikely 
(uarters  for  163  "captive"  insur- 
"hese  are  paper  vehicles  created 
rporations,  industry  groups,  and 
ofits  that  have  opted  to  finance 
own  risks.  Instead  of  sending 
;  to  an  outside  insurer,  companies 
Vermont  captives   route  them 
usually  to  specialized  claims-pro- 
g  companies.  No  fuss,  no  muss, 
0  surprise  premium  hikes, 
fly-by-nighters  either.  Among  the 
•ations  with  Vermont  captives 
r&T,  Hewlett-Packard,  and  Citi- 
Montpelier  also  hosts  the  largest 
iv  of  risk-retention  groups — in- 
;e-buying  pools  enabled  by  Con- 
in  1986  for  groups  such  as  law- 
'ho  find  it  tough  to  get  coverage. 
r  does  Vermont,  the  state  of  ma- 
'up  and  ski  bums,  now  rival  Ber- 
the  longtime  home  of  corporate 
es?  Because  image-conscious 
nies  wanted  a  base  free  of  any 
re,  tax-ducking  connotations.  In 
Cdward  Meehan,  director  of  cap- 


tive insurance  at  the 
state  Banking  &  In- 
surance Dept.  in 
Montpelier,  and  insur- 
ance broker  H.  Lin- 
coln Miller  began 
transforming  Vermont 
into  a  haven  for  cap- 
tives. State  legislation, 
in  1981,  included  low 
initial  capital  require- 
ments, an  annual  au- 
dit, and  a  hefty  dose 
of  self-regulation.  Re- 
sult? Vermont  is  now 
home  to  twice  as 
many  captives  as  all 
other  states  combined. 
A  BOON.  Vermonters 
benefit,  too.  Last  year, 
the  state  collected  some  $4  million  in 
taxes  on  premiums.  And  the  business 
has  created  more  than  100  jobs — not 
bad  for  a  state  with  only  500,000  resi- 
dents. But  most  significant,  says  Mee- 
han, is  the  required  annual  board  meet- 
ing, a  boon  to  the  tourist  trade.  "The 
boards  of  directors  come  for  two  or 


TINY  MONTPELIER  IS  HOME  TO  163 
CAPTIVE  INSURANCE  COMPANIES 


four  days,  they  stay  in 
the  best  hotel,  do 
some  skiing  or  the  fo- 
liage thing  in  the  fall. 
It  really  helps  the  lo- 
cal economy,"  he  says. 

Other  states,  jeal- 
ous of  Vermont's  suc- 
cess, are  trying  to  at- 
tract captives.  But 
Vermont  is  staving  off 
the  competition  with 
its  telling  combination 
of  attractive  laws,  ef- 
ficient insurance  de- 
partment, and  plenty 
of  skilled  insurance 
professionals. 

Meehan  expects  two 
new  giant  captives, 
with  over  $100  million  in  annual  premi- 
ums each,  to  open  this  year.  And  "just 
wait  until  the  next  [insurance]  crisis," 
says  Charles  Tagman,  a  principal  with 
consultants  Tillinghast  in  Boston.  "The 
number  of  captives  could  triple.  Ver- 
mont will  be  the  mouse  that  roared." 
By  Laura  Jereski  in  Montpelier,  Vt. 
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ber  of  people  without  coverage,  now  37 
million.  Many  hospitals  treat  the  unin- 
sured but  then  inflate  bills  for  clients 
who  are  able  to  pay,  mainly  employers. 
To  arrest  skyrocketing  costs,  which  have 
resisted  years  of  containment  programs, 
60%  of  all  large  employers  self-insure. 
Most  insurers  serving  the  rest  have  been 
operating  in  the  red.  They've  been  un- 
able to  raise  rates  fast  enough  to  keep 
up  with  cost  inflation.  They're  losing 
market  share  to  "managed  care"  facili- 
ties such  as  health  maintenance  organi- 
zations. And  they're  losing  big  money  on 
their  own  HMOs. 

Things  could  get  even  worse.  Ohio  and 
several  other  states  are  considering 
state-run  health  plans.  In  part  to  avoid 
picking  up  the  tab  for  the  uninsured, 
many  large  employers  such  as  Chrysler 
Corp.  and  American  Airlines  Inc.  now 
support  a  federal  plan.  National  health 
insurance  has  always  been  a  political 
long  shot,  but  corporate  backing  could 
change  that.  A  federal  system  would  not 
necessarily  threaten  insurers.  Their  role, 
for  instance,  would  be  preserved  under  a 
bill  sponsored  by  Senator  Edward  M. 
Kennedy  (D-Mass.)  that  would  impose 
minimum  standards  on  employers  and 
guarantee  similar  coverage  to  others 
through  medicaid. 

But  critics,  including  many  physicians, 
claim  the  best,  maybe  only,  way  to  con- 
trol costs  and  make  sure  everyone  is 


MORE  COMPANIES  ARE  DOING  WITHOUT 
COVERAGE— EXCEPT  FOR  CATASTROPHES 


covered  is  to  make  the  government  the 
sole  payer.  They  cite  as  a  model  Cana- 
da's tax-financed  national  health  system, 
which  is  far  less  expensive  than  that  of 
the  U.  S.  Insurers  claim  its  quality  is 
inferior.  Still,  only  Z%  of  Canadians  fa- 
vor a  switch  to  a  U.  S.-style  system, 
while  61%r  of  Americans  would  prefer 
the  Canadian  system,  according  to  Louis 
Harris  and  Gallup  polls. 
THIN  MARGINS.  Socialized  health  insur- 
ance would  usurp  insurers'  underwriting 
business,  except  for  excess  coverage  not 


provided  by  the  government.  Insuiri 
could  serve  as  administrators,  muchu 
they  do  today  for  corporate  self-in.lr 
ers.  But  they  would  face  heavy  comip 
tion  from  the  Blues  and  noninsurni 
administrators.  And  they  would  losi- 
income  from  premium  investment. 
David  F.  D'Alessandro,  head  of  ui 
health  for  John  Hancock  Mutual 
Insurance  Co.:  "Processing  margin- 
very  thin.  It's  not  a  very  good  busine 

Over  the  next  few  years,  comjja 
with  thin  margins  may  consider  il 
selves  lucky,  for  they  will  at  least 
alive.  That  may  not  be  the  case  for 
ens,  even  hundreds,  of  their  compatr 

On  the  surface,  the  property/casii 
business  looks  fit.  The  1984-86  i 
hikes,  coupled  with  investment  ,e 
from  the  booming  stock  and  bond  i 
kets,  boosted  the  industry's  surplus 
net  worth,  to  $117  billion.  From  a 
billion  loss  in  1985,  net  income  jumpt 
$12.8  billion  in  1988. 

But  appearances  are  deceiving, 
quality  of  the  policies  that  the  indii 
is  writing  is  deteriorating.  Price-cui 
is  rampant.  To  compensate,  insurers 
skimping  on  reserves  for  future  cla 
As  a  result,  says  Shearson  Lehman 
ton  Inc.  insurance  analyst  Uday.i' 
Chose,  current  earnings  are  "gross 
aggerated."  Earnings,  further,  di 
reflect  the  danger  that  insurers  wi! 
er  be  able  to  collect  on  claims  a^; 


STATE  FARM'S  HUGE  HARVEST  IH  AUTO  IHSURAHCE 


E! 


Idward  B.  Rust  Jr.  owns  a 
soybean  and  cattle  farm 
I  near  Bloomington,  111.  But 
when  a  hail  storm  hits,  he  wor- 
ries less  about  beans  than  about 
cars — millions  of  them.  That's 
understandable:  As  CEO  of  State 
Farm  Mutual  Automobile  Insur- 
ance Co.,  he  covers  more  cars 
than  anyone  else.  State  Farm's 
20%  market  share  dwarfs  arch- 
rival Allstate  Insurance  Co.'s 
12%  stake.  Rust,  the  third  gener- 
ation of  his  family  to  head  the 
company,  runs  a  juggernaut  that 
sells  good  service  at  a  fair  price. 

As  a  "direct  writer,"  State 
•Farm  sells  auto  policies  through  its 
own  17,000  captive  agents,  who  get 
10%o  commissions,  compared  with  the 
15%f>  rate  for  independent  agents.  That 
helps  hold  State  Farm's  expenses  to 
Yl%  of  premium  income,  against  the 
30%'  average  for  companies  using  inde- 
pendents. Lower  expenses  permit  low- 
er premiums,  and  direct  writers  now 
control  63%  of  the  auto  market. 


The  State  Farm  group,  true  to  its 
Midwest  farm  roots  in  the  1920s,  sticks 
to  the  basics.  It  supports  its  well- 
trained  agents  with  a  handful  of  care- 
fully designed  products,  including  auto, 
life,  and  health  policies,  a  reputation 
for  processing  claims  fairly  and  fast, 
and  a  "Good  Neighbor"  national  adver- 
tising campaign.  Agents,  in  turn,  pay 
their  own  expenses.  Although  the  com- 


pany denies  it,  competitors 
that  State  Farm  "creams  ( 
the  best  drivers. 

Still,  auto  insurance  is  a  toi ' 
slog  these  days,  even  for  St  > 
Farm.  Dragged  down  by  $1 
lion  in  underwriting  losses 
auto  earnings  fell  31%  last  V' 
to  $720.6  million.  Rust  says'l 
results  will  be  worse.  It 
faces  a  policyholder  laws 
backed  by  the  Citizen  Ac- 
consumer  group,  alleging  i 
State  Farm's  conservatism 
shortchanged  policyholders 
dividend  payments  by  putt 
twice  as  much  into  reserve.- 
the  industry  average.  State  Farm  s 
this  is  only  prudent.  "When  it  come 
claim  time,"  Rust  fires  back,  "cust 
ers  don't  want  an  lOU." 

Weep  not  for  State  Farm,  howe 
As  direct  writers  drive  others  ou 
the  auto  insurance  business,  the  i 
ket  could  become  more  like  an  olig' 
ly — with  State  Farm  ruling  the  roi 
By  David  Greising  in  Bloomington 
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fly-by-night  reinsurers  who  popped 
uring  the  last  price  war.  That  hit, 
Oppenheimer  &  Co.  analyst  Myron 
icoult,  could  be  $16  billion. 
3ses  from  insurer  insolvencies  are 
dy  escalating.  The  eventual  tab  for 
it  liquidations  could  be  as  much  as 
lillion,  much  of  which  will  have  to 
eked  up  by  state  guaranty  funds 
rwritten  by  solvent  insurers.  For- 
Colorado  Insurance  Commissioner 

Kezer  has  called  the  problem 
e,  growing,  and  . . .  unchecked."  A 
!  of  three  failed  casualty  companies 
epresentative  John  D.  Dingell  (D- 
)  and  his  oversight  and  investiga- 
subcommittee  revealed,  he  says,  "a 
y  mix  of  incompetence,  greed,  self- 
ig,  and  fraudulent  activity."  These 
ices,  coupled  with  weak  regulation, 
aff  said,  "are  disturbingly  similar" 
)se  that  produced  the  S&L  crisis. 
2  insurers  are  not  in  much  better 
J.  Many  have  been  subsidizing 
i  on  new  universal-life  products 
profits  from  old  whole-life  policies. 

are  precariously  leveraged,  and 
uality  of  some  of  their  investments 
Dious.  "There  are  many  companies 
ip,  fundamental  trouble,"  says  Rob- 
cDonald,  chief  executive  officer  of 
3A,  a  Minneapolis  life  company. 
)le  would  be  scared  if  they  knew 
was  happening." 

IRTHQUAKE?  A  wave  of  insurance 
ses  could  have  a  domino  effect.  It 
overwhelm  often  weak  and  under- 
:d  state  regulators,  drag  down 
ly  companies,  and  ultimately  bring 
ideral  regulation.  Many  analysts 
a  hair-curling  shakeout  is  inevita- 
ind  would  even  be  salutary,  to 

out  overcapacity  and  other  ineffi- 
es  still  burdening  the  dying  cartel, 
idustry  would  end  up  smaller  but 
i  chance  to  rebuild  its  health. 

looming  down  the  road  may  be 
big  hits  for  property/casualty  in- 
i  that  could  make  overcapacity 
like  a  fender-bender  claim.  If  court 
s  turn  decisively  against  them, 
:ouid  get  stuck  with  much  of  the 
billion  cost  of  cleaning  up  Super- 
:oxic-waste  sites.  A  worst-case  Los 
es  earthquake  could  sock  insurers 
1  $60  billion  bill.  Says  Tillinghast 
'resident  H.  Felix  Kloman:  "You're 
g  about  a  sequence  of  events  that 
topple  the  whole  industry." 
re  isn't  much  insurers  can  do  to 
It  the  quake  but  pray.  There  is  a 
jy  can  do  to  arrest  their  slow  slide 
.  permanent  eclipse.  It  would  re- 
a  heavy  dose  of  enterprise,  imagi- 
,  and  hustle — in  short,  a  cultural 
ition.  But  if  insurers  are  to  regain 
mg  close  to  their  former  power 
lory,  they  have  no  other  choice. 
"luis  Welles  and  Christopher  Farrell 
V  York,  with  bureau  reports 
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CORPORATE  FINANCE  I 


CORPORATE  AMERICA 

WANTS  OUT  FROM  UNDER  ITS  JUNK  PILE 


With  interest  rates  dropping,  every  company  that  can  afford  to  is  buying  back  high-yield  debt 


Interest  rates  are  coming  down,  with 
one  big  exception:  junk  bonds.  So  it's 
de-junking  time  in  Corporate  Ameri- 
ca for  just  about  any  company  tliat  can 
afford  it.  Tired  of  paying  humongous 
interest  rates,  corporate  borrowers  are 
increasingly  buying  back  their  junk 
bonds  and  replacing  them  with  cheaper 
financing. 

Look  at  Tele-Communications  Inc.,  the 
Denver-based  flagship  of  cable  czar 
John  C.  Malone.  TCI  took  a  trip  to  the 
junkyard  only  last  October  to  finance  a 
shopping  spree  for  still  more  cable  tele- 
vision systems.  It  already  has  launched 
a  tender  offer  to  retire  its  $450  million  in 
11.1%  bonds.  For  a  junk  issue,  that's  not 
an  egregious  rate.  Even  so,  TCI  will  save 
$7.5  million  yearly  by  switching  to  bank 
borrowing  and  privately  placed  bonds, 
both  at  around  9.5%.  "The  difference  is 
hard  to  argue  with,"  says  Bernard 
Schotters,  vice-president  for  finance. 

Junk  bonds,  which  are  euphemistically 
known  on  Wall  Street  as  "high-yield 
bonds,"  are  debt  securities  judged  below 
investment  grade  by  the  rating  agen- 
cies— usually  meaning  their  issuers  have 
borrowed  so  heavily  that  an  economic 
reverse  could  choke  off  their  ability  to 
service  the  debt.  To  entice  leery  inves- 
tors, they  pay  sizable  coupon  rates — 
which  is  more  pleasant  for  investors 
than  for  the  issuing  companies. 

So  the  explosion  in  junk  bonds  is  flar- 
ing out.  While  many  companies  are  still 
resorting  to  new  junk  issues,  others  are 
reducing  their  load  of  junk  bonds  as  fast 
as  they  can.  Even  after  a  $5  billion 
clump  from  the  RJR  Nabisco  deal,  new 
issues  are  coming  along  at  an  annual 
rate  of  only  $31.5  billion  this  year.  That's 
slightly  above  1988's  $30  "billion  and 
sharply  below  the  $40.2  billion  peak  in 
1986,  according  to  Securities  Data  Co. 
But  redemptions  are  running  at  a  record 
$14  billion  annual  rate,  up  from  $11.2 
billion  last  year  (charts). 

Certainly,  for  those  with  good  cash 
flow,  now  is  an  opportune  time  to  get  rid 
of  the  junk  burden.  One  believer  is 
Union  Carbide  Corp.,  which  loaded  up  on 
debt  three  years  ago  to  discourage  a 
GAF  Corp.  raid.  It  is  reporting  robust 
earnings  lately  and  is  expected  to  re- 


deem $67  million  worth  of  junk  in  Janu- 
ary. "Only  the  strong  companies  will  be 
able  to  de-junk,"  says  James  Sawyer, 
Carbide's  manager  of  capital  markets. 
READY,  SET . . .  The  "call  calendar"  is  an- 
other factor  propelling  de-junking.  The 
big  leveraged  buyouts  of  the  mid-1980s 
had  provisos  permitting  issuers  to  repur- 
chase bonds  only  after  three  to  five 
years— and  the  alarm  clocks  are  starting 
to  ring.  "Companies  will  be  doing  this  as 
soon  as  call  dates  come  around,"  says 
Sawyer. 


tasty  yields,  won't  part  with  the  p 
otherwise.  "When  you  take  awa\ 
turns  that  good,  you  had  better  [); 
fair  price,"  says  Richard  Lehmann,  i 
ident  of  the  Bond  Investors  Assi 
14,000-member  advocacy  group  for 
vidual  investors. 

For  LBOs,  retiring  junk  is  normal 
two-stage  process.  First,  they  sell  pi 
of  the  company  to  fund  an  initial 
junking  and  to  pay  off  loans  from  ba 
which  often  insist  on  being  first  in 
for  debt  repayment.  Then,  impnt 


AS  JUNK  BOND  FINANCING 
GROWS  COSTLIER... 


That's  no  exercise  for  the  fainthearted 
or  slim-walleted:  To  entice  investors  into 
parting  with  their  high-paying  bonds,  is- 
suers almost  always  pay  a  premium. 
Typically,  the  initial  bond  agreement 
commits  them  to  paying  2%-  to  6%  above 
face  value.  Eager  de-junkers  such  as  TCI, 
who  make  a  tender  offer  to  buy  back 
their  bonds  even  before  the  call  date, 
often  pay  premiums  above  the  market 
price.  In  its  case,  TCI  is  willing  to  pay  the 
$1,000  face  value  for  bonds  selling  be- 
tween $950  and  $960. 

Junk  bondholders,  happy  with  their 


cash  flow  and  credit  ratings  permit  \ 
to  borrow  more  cheaply  to  buy  bac 
rest  of  their  junk  bonds.  Shortly 
being  sold  to  an  investors'  group  in  i 
Borg-Warner  Corp.  raised  money  by  > 
ing  its  chemical  business  to  Genja 
Electric  Co.  and  its  commercial  finan  i! 
arm  to  Transamerica  Corp.  This  all" 
it  to  eliminate  $2  billion  in  bank  cji 
Then,  late  last  year,  Borg-Warner  ar- 
rowed anew  from  banks  at  11.5^  ' 
deep-six  its  $1  billion  in  junk  bonds  : 
were  costing  it  13.5%.  ; 
Some  companies  with  little  chti 
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;  remaining  with  junk  try  to  make  it 
painful.  Turner  Broadcasting  Sys- 
[nc.  lias  a  truckload  of  high-yield 
coming  due  that  analysts  expect  it 
efinance  with  new  junk — though  at 
rates  because  it  looks  like  a  better 
low.  With  Turner's  cash  flow  and 
igs  on  the  upswing,  Standard  & 
s  Corp.  last  April  upgraded 
;r's  paper  from  B  to  B+.  Bank  loans 
be  cheaper.  But  Margaret  Eagle, 
)lio  manager  for  Fidelity  Invest- 
s  High  Income  Fund  in  Boston,  ex- 
the  company  to  go  for  junk  again 
Turner  needs  longer-term  debt  to 
^then  its  finances, 
r  AURA.  Bank  loans  and  invest- 
grade  corporate  debt  are  getting 
ostly.  The  Federal  Reserve  Board, 
rned  that  the  economy  not  plunge 
recession,  has  been  lowering  rates 
spring.  But  junk's  link  to  Fed  ac- 
is  tenuous.  It  doesn't  behave  like 
bonds  because  of  its  greater  vul- 
ility  to  hard  tinries.  So  while  Trea- 
>  and  prime  corporates  are  down  to 
d  8%  from  peaks  of  about  9.57<;  in 
1,  junk  bonds  have  barely  budged. 


High-yields  are  in  such 
ill  repute  that  de-junking 
has  become  federal  policy 
for  savings  and  loans 


cations  Inc.,  it  proudly  announced  that 
no  junk  bonds  were  involved.  Only  as 
the  contest  with  Time  Inc.  over  Warner 
escalated  did  Paramount  resort,  sheep- 
ishly, to  junk  to  sweeten  its  bid. 

The  sensitivity  about  junk  has  been 
heightened  by  junk's  association  with 
the  scandals  that  have  rocked  Wall 
Street.  Several  junk  players  have  been 
convicted,  and  Michael  R.  Milken,  the 
father  of  the  high-yield  movement, 
awaits  trial  on  various  securities-law 
charges.  Beyond  that,  a  recent  spate  of 
bad  news  has  made  junk-heavy  compa- 
nies look  even  more  speculative  than 


^MPANIES  ARE  PULLING 
III  BACK  FROM  INVESTORS... 


...AND  THESE  ARE  LEADING 
THE  PACK 


Company 

Amount 
of  issue 
Millions 

Interest 
rate 

Percent 

Status 

BEATRICE 

$1,445 

n-123/4% 

Tendered  in 
January,  1989 

BORG-WARNER 

1,000 

131/2 

Tendered  in 
December,  1988 

TELE- 
COMMUNICATIONS 

450 

llVa 

Tendering  now 

TURNER 
BROADCASTING 

200 
738 

12% 
10y4-14 

All  are  currently 
callable.  Refinanc- 
ing expected 
in  1990 

UNION  CARBIDE 

67 

131/4 

Call  is  expected  in 
January,  1990 

•ESTIMATE 


DATA:  DREXEL  BURItHAM  UMBERT  INC.,  BW 


still  average  about  13.5%,  with 
af  the  riskiest  yielding  as  much  as 
'he  spread  between  junk  and  Trea- 
is  wider  than  ever  (chart), 
ering  interest  rates  aren't  the 
eason  junk  wears  out  its  welcome 
isuers.  It's  also  a  matter  of  image, 
of  corporations  simply  don't  want 
known  as  high-yield  issuers,"  ob- 
J.  Michael  Pokorny,  vice-presi- 
)f  Delaware  Management  Co.,  a 
elphia  investment  house.  When 
lount  Communications  Inc.  re- 
its  first  bid  for  Warner  Communi- 


usual.  Junk  defaults  are  running  at 
about  $3.2  billion  so  far  this  year,  com- 
pared with  $4  billion  for  all  of"  1988.  Sev- 
eral junk-heavy  enterprises,  such  as 
Dart  Drug  Stores  Inc.,  Integrated  Re- 
sources Inc.,  and  Southmark  Corp.,  have 
taken  well-publicized  financial  pratfalls. 

High-yields  are  in  such  ill  repute  that 
de-junking  has  become  federal  policy  for 
thrift  institutions.  Under  the  savings 


and  loan  rescue  act  which  President 
Bush  signed  on  Aug.  9,  thrifts  must 
phase  out  their  junk  holdings  by  mid- 
1994.  Voluntarily,  some  insurance  com- 
panies are  weeding  the  shakier  junk 
from  their  portfolios.  "We're  still  in  the 
junk  market,  but  for  bonds  with  lower 
yield  and  lower  risk,"  says  John  D. 
Brookmeyer,  senior  managing  director 
of  Prudential  Insurance  Co.'s  Capital 
Management  Group. 

In  this  climate,  one  investment  group 
has  even  made  a  business  out  of  antipa- 
thy to  junk  debt.  Lazard  Freres  &  Co. 
sponsors  a  fund  called  Corporate  Part- 
ners that  injects  fresh  equity  money  into 
companies  that  just  say  no  to  junk. 
"We're  talking  to  companies  that  want 
to  get  off  the  junk-bond  nut  with  the 
help  of  a  friendly  equity  holder,"  says 
Lester  Pollack,  the  partnership's  chair- 
man. One  taker  was  Polaroid  Corp.:  In- 
stead of  plunging  deeper  into  junk,  it 
had  Corporate  Partners  help  it  finance  a 
stock  buyback  to  thwart  a  takeover  at- 
tempt last  winter  by 
Roy  E.  Disney. 

Fueling  the  flight 
from  junk  is  fear  that  a 
recession  is  no  longer  a 
threat  too  remote  to 
matter.  Junk  has  come 
into  its  own  only  since 
the  last  slump,  in  1981- 
82.  "We're  reaching  a 
crossroads  because  the 
junk-bond  market  nev- 
er has  been  tested," 
says  Frederic  S.  Mish- 
kin,  a  business  profes- 
sor at  Columbia  Uni- 
versity. "No  wonder 
people  are  nervous." 

As  long  as  these  jit- 
ters keep  high-yield 
bonds  living  up  to  their 
name,  companies  that 
issued  them  as  a  neces- 
sary evil  will  seek  es- 
cape— and  in  growing  numbers  as  call 
protections  expire.  "You  would  expect 
it,"  comments  Joseph  Bencivenga,  co- 
head  of  junk  research  for  Drexel 
Burnham  Lambert 
Inc.  "The  high-yield 
market  is  getting 
older."  And 
haps  wiser. 

By  Larry  Light, 
with  Leah  J.  Nathans, 
in  New  York 
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WELLS  FARGO  HEADS  FOR 
THE  WILD,  WILD  EAST 


A  Nikko  deal  gives  its  investment  unit  a  toeiiold  in  Tokyo 


CEO  GRAUER: 
PICKINGS  ARE 
SUM  IN  THE  U.S. 


ii 


Stocks  may  be  steaming  this  sum- 
mer, but  the  17th-floor  trading 
room  at  Wells  Fargo  Investment 
Advisors  looks  cool  and  calm.  The  folks 
at  WFIA,  one  of  the  nation's  largest  pen- 
sion fund  managers,  don't  worry  about 
catching  the  next  takeover  or  whether 
it's  time  to  buy  cyclical  stocks.  They 
manage  index  funds — portfolios  that 
match  the  performance  of  the  Standard 
&  Poor's  500-stock  index,  for  example — 
and  as  long  as  their  funds  track  the 
market  average,  these  managers  are 
earning  their  keep. 

True,  total  assets  are  back  to  the  pre- 
crash  high.  But  all  is  not  well.  In  the 
first  six  months  of  this  year,  the  S&P  500 
was  up  17%,  while  wfia's  S&p  index  fund 
assets  increased  only  12%.  Why?  Re- 
turns matched  the  market,  but  clients 
pulled  out  more  than  $1  billion.  So  the 
money-management  unit  has  set  its 
sights  on  the  $1  trillion  Japanese  pension 
market.  And  to  ease  the  way,  it  has  a 
Japanese  partner  in  tow.  In  early  sum- 
mer. Wells  Fargo  &  Co.,  wfia's  parent, 
sold  half  of  the  unit  to  Japan's  Nikko 
Securities  Co.  for  $125  million.  Frederick 
L.  A.  Grauer,  the  42-year-old  Stanford 
University  PhD  who  has  run  the  unit 
since  1984,  thinks  the  Nikko  connection 
will  bring  in  $10  billion  to  $15  billion  in 
assets  over  the  next  five  years. 

That  may  not  seem  like  much  for 
WFI..\.  The  company  has  over  $27  billion 


DEC 
ASILIIONS 

DATA:  WEUS  WRGO INVESTMEKT  ADVISORS 


in  the  S&P  index  alone, 
and  its  remaining  $43  bil- 
lion is  split  among  small- 
stock,  foreign-stock,  and 
bond-index  funds.  Pen- 
sion plan  sponsors  rushed 
to  this  "passive"  invest- 
ment strategy  in  the  mid- 
1980s  when  their  high- 
priced  "active"  money 
managers  couldn't  keep 
up  with  the  rising  market 
indexes.  But  the  big  gains  in  its  domes- 
tic pension  business  are  probably  behind 
it,  and  Wells  already  has  a  33%  share  of 
the  U.  S.  index  fund  business. 
ONE-MAN  JOB.  Part  of  the  fall-off  is  the 
result  of  pension  plans  dropping  out  of 
stocks.  But  perhaps  more  far-reaching  is 
the  competition  from  computers  that  let 
big  pension  plans  run  index  funds  them- 
selves. "The  technology  is  there.  Even 
an  individual  could  manage  an  index 
fund,"  says  Jim  Biundo,  executive  direc- 
tor of  trust  investment  management  at 
U.  S.  West  Inc.,  which  launched  its  own 
$900  million  index  fund  earlier  this  year. 
And  that's  not  all.  The  New  York  Stock 
Exchange  is  awaiting  the  SEC's  0.  K.  on 
a  proposal  that  would  enable  investors 
to  buy  a  basket  of  S&P  500  stocks  in  one 
transaction,  a  portfolio  worth  about  $5 
million.  That  could  also  pose  competition 
for  indexers.  Management  fees  on  the 
basic  S&P  500  fund  are  already  as  low  as 


WELLS  FARGO:  TRYING 
TO  HIT  A  RECORD 


0.02%,  or  a  minuscule  $20,000  a  ye;  o 
$100  million  worth  of  stock. 

That's  why  the  Far  East  looks  u 
ing.  Total  pension  assets  in  Japariai 
growing  at  about  10%  a  year,  vs.  i' ' 
the  U.  S.,  and  index  investing  tlit 
still  in  its  infancy.  To  start,  WFI.\ 
to  open  a  20-person  office  in  T 
Even  with  its  connection  to  Ja 
No.  3  broker.  Wells  faces  intense  c< 
tition  from  some  150  foreign  and  d( 
tic  firms  that  have  applied  to  bem 
investment  advisers  in  Japan  alonj:: 
the  trust  banks  and  insurance  com|i 
that  have  long  dominated  the  busii 
All  told,  some  pension  executives 
der  if  Wells  didn't  get  the  better  of 
ko  in  the  deal,  wfia  earned  only 
million  last  year.  Still,  in  invest 
management  circles,  Wells  Far 
name  carries  clout.  "It's  always  gn 
you  can  exploit  a  brand  name," 
wfia  alumnus  Wayne  H.  Wagne 
partner  at  Plexus  Group,  a  Santa  M(ic 
(Calif.)  consulting  firm.  And  U.  S.  bs 
names  are  often  big  sellers  in  Japa 
VAST  ASSETS.  The  Japanese  beach  a 
will  also  help  Wells  Fargo  build  its  )i 
U.  S.  index  funds,  already  the  fass 
growing  part  of  the  business.  OnctM 
up,  index  funds 
have  to  do  much  tra( 
That  makes  them  par 
larly  appealing  oversai 
where  trading  costs  i 
high  and  stocks  are  s 
liquid  than  in  the  U. 

In  search  of  hi^e 
management  fees,  \i 
has  also  developed  se 
three  dozen  investrr 
programs  that  builda 
the  index  concept,  h 
firm  also  custome 
funds  to  a  client's  uv- 
ment  objectives.  And  the  indexers  !■ 
pushed  the  concept  beyond  large-cap 
ization  stocks.  Today,  some  30%  olt 
U.  S.  equity  holdings  are  stocks  nc 
the  S&P  500. 

Central  to  wfia's  operation  is  a  hijil 
efficient  computer  system  that  keepsn 
funds  on  track  with  the  underlying! 
dexes.  It  takes  only  eight  tradent 
make  32,000  transactions  per  mol 
And  the  assets  under  wfia's  care  &ri 
vast  that  traders  can  execute  70%  o  't 
stock  transactions  by  matching  up  i 
buying  and  selling  needs  of  its  I 
ents,  eliminating  the  need  to  go  t 
broker. 

With  large  fixed  costs  in  comput 
and  software,  most  of  the  additional  2 
income  should  drop  to  the  bottom  i 
and  bolster  profitability.  "Bigger  is  ; 
ter,"  says  Grauer.  "That's  what  mj 
the  deal  [with  Nikko]  click."  i 
By  Maria  Shao  in  San  Francf 
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[ETS  A  INVESTMENTS  I 


)U  JUST  CAN'T  KEEP 
)  THORP  DOWN 


s  rising  from  the  ashes  of  the  Princeton/Newport  debacle 


Idward  0.  Thorp  has  hung  a  photo- 
graph of  Rudolph  GiuHani  on  the 

Iwall  of  his  office  in  Newport 

h,  Calif.  It's  not  a  gesture  of  affec- 

The  picture  is  a  dart  board.  Thanks 

dictments  obtained  by  the  former 
Attorney  a  year  ago,  on  July  31 

jf  Thorp's  colleagues  at  the  Prince- 
Newport  Partners  investment  firm 
convicted  of  securities  law  viola- 
and  of  running  afoul  of  the  Racke- 
Influenced  &  Corrupt 

nizations  law. 

t  while  his  former  part- 
await   possible  jail 

s,   life   goes   on  for 

p — and  the  remnants  of 

Id  firm.  His  own  reputa- 

ntact,  Thorp,  56,  has  es- 

>hed  a  money  manage- 
firm,  Edward  0.  Thorp 

ssociates,  that  over  the 
eight  months  has  at- 

sd  some  $165  million  in 
much  of  it  from  the 
clients  that  flocked  to 

;eton/Newport  for  the 

returns  that  he  achieved 
after  year.  So  far,  23 

:s  have  signed  on. 

iING  FORMULA.  As  in  the 

lays,  the  main  lure  is 

p.  A  former  University 

alifornia  professor  and 

ematical  genius  whose 

'ess   made  him 

)na  non  grata  in 

•al  Las  Vegas  ca- 

i  in  the  1960s, 

p  was  the  brains 

fid   the  trading 

egies  that  made 

;eton/Newport  so 

)us.   Like  most 

;y  managers  who 


1988,  vs.  9.8%  for  the  Dow  Jones  Indus- 
trial Average.  "He's  clearly  one  of  the 
most  able  money  managers  around," 
says  one  former  Princeton/Newport  cli- 
ent who  is  considering  investing  with 
Thorp. 

It's  quite  an  achievement  that  Thorp 
is  in  business  at  all.  In  the  months  fol- 
lowing his  partners'  August,  1988,  indict- 
ment, Thorp  was  forced  to  rebuild  a 
business  that  relies  heavily  on  the  trust 


men  half  the 
leadership  of  your  firm 
is  convicted...it 
doesn't  help  any' 

EDWARD  O.  THORP 


stocks  short,  however,  Thorp  has 
unable  to  enjoy  the  full  benefits  of 
recent  market  surge.  To  date  this 
his  firm's  portfolios  have  gained 
vs.  26%  for  the  Standard  &  Poor's 
tock  index.  But  Thorp  was  only  able 
3tain  the  rights  to  his  proprietary 
ng  system  on  June  1,  and  since  then 
irm  has  gained  4.4%,  still  way  under 
for  the  S&P.  Over  the  long  term, 
:ver.  Thorp  has  beaten  the  market. 
ceton/Newport  averaged  19.5%- 
its  founding  in  1969  through  June, 


of  its  clients.  As 
the  trial  approached. 
Thorp  dashed  off  let- 
ters to  clients  such  as 
McKinsey  &  Co.  and 
the  Harvard  Universi- 
ty endowment  fund, 
asking  them  to  stay  with  him.  Many  de- 
clined. "When  half  the  leadership  of 
your  firm  is  convicted  on  criminal 
charges,  it  doesn't  help  any,"  says 
Thorp. 

Enough  stayed  with  him  to  put  up 
75%'  of  his  investment  capital.  The  rest 
comes  from  private  individuals.  Thorp 
has  cut  expenses  to  the  bone,  with  19 
employees  vs.  80  in  the  old  days,  but  the 
heart  of  his  operation  is  not  the  person- 
nel but  the  hardware — Digital  Equip- 
ment Corp.  minicomputers  into  which 


Thorp  feeds  his  hedging  formula.  The 
mission  is  basic:  finding  overvalued  and 
undervalued  securities  through  statisti- 
cal analysis.  Once  spotted.  Thorp  buys 
the  undervalued  ones  and  shorts  the 
overvalued  ones  in  amounts  determined 
by  his  computers.  "He  is  the  ultimate  in 
trying  to  get  rid  of  risk,"  says  Robert  D. 
Brehm,  a  senior  vice-president  at  North- 
west Quadrant  Inc.,  a  Newport  Beach 
money  management  firm.  Lately,  Thorpi 
has  traded  in  Japanese  stock  warrants 
and  convertible  bonds. 

Thorp  is  more  at  home  in  the  ethereal 
realm  of  complex  formulas  than  in  the 
high-stakes  world  of  Wall  Street  wheel- 
ing and  dealing.  A  reserved  man  who 
likes  to  relax  by  searching  for  the  aster- 
oid Vesta  with  his  Celestron  14  tele- 
scope. Thorp  has  spent  most  of  his  life 
thinking  through  mathematical  and  sta- 
tistical problems  that  beat  the  odds. 
While  teaching  math  in  the  early  1960s 
at  Massachusetts  Institute  of 
Technology,  Thorp  figured 
out  techniques  using  comput- 
ers that  made  him  such  an 
expert  at  playing  blackjack 
that  he  was  banned  from 
some  Las  Vegas  casinos. 
Eventually  the  casinos  had  to 
go  to  multiple  decks  to  pre- 
vent players  using  the  Thorp 
system  from  beating  the 
house — a  precaution  the 
casinos  dubbed  "professor 
stoppers." 

UNCANNY.  Thorp  came  to  the 
attention  of  Wall  Street  ma- 
vens  after  writing  a  series  of 
books  on  how  to  beat  the 
odds  at  casinos.  Then,  his 
book  Beat  The  Market  led  to 
a  1969  meeting  with  James 
Sutton  Regan.  Within 
months,  the  two  were  in  busi- 
ness, combining  Thorp's  for- 
mulas with  Regan's  Wall 
Street  contacts.  Over  the 
years.  Thorp  achieved  re- 
nown for  determining  whether  options 
were  fairly  valued,  which  gave  the  firm 
an  edge  in  hedging  stock  positions  when 
a  host  of  options  were  introduced  in  the 
1980s.  "They  were  way  ahead  of  every- 
body else,"  says  one  money  manager. 

For  Thorp,  who  earned  $4  million  last 
year  and  $8  million  the  year  before,  the 
mission  now  is  to  pick  up  the  pieces.  But 
he  has  a  lot  of  competition.  Today,  every 
firm  has  its  own  computer  banks.  Many 
have  "rocket  scientists"  who  can  pit 
their  mathematic  formulas  and  track 
records  against  Thorp.  And  for  all  the 
problems  caused  by  his  East  Coast  part- 
ners, they  were  adept  at  a  host  of  trad- 
ing strategies.  Now,  Thorp  must  prove 
he  and  his  computers  can  make  it  by 
themselves. 

By  Eric  Schine  in  Newport  Beach,  Calif. 
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Benchmark  performance 


HP  9000-840 
DEC  6310 


0  15 
Number  ot  Users 


c  NullMimtteacUtn 


TWD-PnOCeSSOR  CONFIGURXnONS   

OME  PHOaSSOR  COHFIOUMnONS  


Shoum  here  are  remits  from  test  #/  of  Neal  Nelson's  Business 
Benchmark,  used  primarily  to  simulate  a  "normal"  business 
environment. 


ifetime  warranty* 


bxas  Instruments  introduces  its  newest 
500  Computers  for  the  UNIX  Vorld 
[uiti-user  computers  with  increased 
^rformance  and  the  industry's  first 
etime  parts  warranty 


fact.  Again. 

Texas  Instruments  newest  model 
i  1500  multi-user  computers  out- 
)rms  the  competition,  this  time 
parable  multi-user  systems  from 
;®,  Hewlett-Packard,  NCR  and 
iys.  That's  according  to  a  recent  Neal 
en's  Business  Benchmark® 
Equipped  with  the  powerful  68030 
oprocessor,  these  new  1 500  models 
software  applications  the  way  they 


System  Performance  Relative  to  Tl 


TWO-PnOCESSOR  CONRGURAnONS 


ONE-PROCESSOR  CONRGURATIONS 


e  newest  1500  Computer  outperfonned  comparable  systems 
m  DEC®  Hewlett-Packard,  NCR  aivi  Umsys  m  test  #1  of 
al  hlelson's  Business  Benchmark.  The  comparable  IBM  '^ 
del  —  the  AS/400  —  does  not  run  UNIX®  software  aiui 
re/ore  could  not  be  compared.  Measured  were  disk  input/ 
put  and  calculatiorvi  typical  of  "normal"  busiriess 
dronments. 


changes.  All  with  the  confidence  of 
knowing  that  your  investment  is  pro- 
tected by  TI. 

Our  lifetime  warranty  means 
business. 

What  could  make  more  business  sense  to 
a  computer  purchaser  than  Tl  s  lifetime 
parts  warranty?  This  warranty  is  ex- 
tended directly  to  the  original  end-user 
and  covers  the  1500  Computer  chassis, 
CPU  board,  memory 
and  power  supply  for 
as  long  as  you  own 
the  system.  If  Texas 
Instruments  is  ever 
unable  to  repair  these 
components,  we  will 
repurchase  your  1500 
Computer  in  its  original 
Tl  configuration  at  the 
Tl  list  price  in  effect  at 
the  time  of  purchase. 
All  that  you  pay  is  a  $25 
registration  fee  to  cover 
handling  costs. 

TPs  advanced 
multiprocessor  and 
chassis  technologies 
make  this  warranty  pos- 
sible. For  years,  we've 
offered  you  some  of  the 
most  trouble-free  com- 
puters you  can  buy. 
Now,  we're  offering  you 
that  same  assurance  in 
writing. 


meant  to  run  —  fast.  They  support 
more  users  while  eliminating  infor- 
)n  bottlenecks.  What's  more,  you 
ontinue  to  run  your  current  1500 
ams  with  no  application  software 


Open  architecture. 
Open-ended  growth. 

In  designing  our  1500  Computers  with 
open  architecture,  we've  also  included 
flexible  connectivity  and  add-on 


options.  In  fact,  we'll  even  help  you 
configure  your  1500  Computer. 

At  the  computer's  heart  is  the  TI 
System  V  operating  system.  Derived 
from  UNIX®  System  V,  TI  System  V 
gives  you  full  hardware  performance  and 
UNIX  system  compatibility.  Thanks  to 
TI  engineering,  your  1500  Computer  can 
operate  with  a  combination  of  68020  and 
68030  processors,  each  running  its  own 
copy  of  TI  System  V.  The  choice  is  yours. 

The  1500  Computer's  flexible  archi- 
tecture provides  you  with  cost-effective, 
incremental  system  growth.  You  can  add 
processors,  terminals  and  peripherals  to 
support  more  than  256  users. 

Texas  Instruments  will  even  give 
you  cash  trade-in  allowances  for  your 
1500  Computer  upgrades.  With  TI,  your 
initial  investment  remains  protected 
from  day  one. 

CaUTI  today. 

New  benchmark  performance  backed  up 
by  investment  protection.  For  details, 
call  TI  and  we'll  send  you  a  copy  of  the 
1500  Computer  Lifetime  Parts  Warranty 
and  literature  on  our  Texas  Instruments 
1500  Computers.  Call  1-800-527-3500. 


Texas 
Instruments 


Tl 

>ed  with  the  68030  mictoprocessor.  the  newest  Texas  Instruments  1500  Computet  (the  1590  model)  features  more  than  twice  the  CPU  performance  (as  measured  hy  the  Neal  Nelson's  Business 
mat!;)  of  the  otigina!  1500  Computet  (the  1580  mixiel)  equipped  with  the  68020  microprocessor. 

ints  the  covered  components  to  be  free  from  defects  in  manufacture  and  workmanship  Labor  and  transportation  costs  are  not  included.  Certain  conditions  apply.  See  your  TI  Value  Added  Reseller 
Is.  DEC  IS  a  registered  trademarlc  of  Digital  Equipment  Girporation.  IBM  is  a  registered  trademark  of  Interriational  Business  Machines  Corporarion.  UNIX  is  a  registeted  trademark  of  AT&T  Neal 
•  Business  Benchmark  is  a  registered  trademark  of  Neal  Nelson  &  Associates,  Chicago.  Illinois. 
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MARKETS  &  INVESTMENTS! 


SURE,  STOCKS  ARE  FLYING- 
BUT  'SCORES'  ARE  IN  ORBIT 


These  instruments  are  up  125%  this  year  vs.  the  Dow's  24% 


Company 


I  he  biggest  movers  on  the  Ameri- 
can Stoci<  Exchange  these  days  are 
neither  takeover  targets  nor  hot 
new  issues.  Instead,  they  are  quirky  se- 
curities that  allow  investors  to  benefit 
from  the  appreciation  of  a  blue  chip 
without  ever  having  to  buy 
the  stock.  No  wonder  the  traf- 
ficking in  these  instruments, 
known  as  "Scores,"  has 
zoomed  as  the  stock  market 
has  gathered  steam  this  year. 
On  some  days,  the  26  Scores 
account  for  10%  of  the  Amex 
trading  volume 

If  you  think  the  Dow  Jones 
industrial  average,  up  24%  so 
far  this  year,  is  looking  sharp, 
take  a  peek  at  the  red-hot  26 
(table).  For  instance,  Atlantic 
Richfield's  stock  is  up  28%, 
but  the  Score  climbed  a  stun- 
ning 367% — the  best  Score 
performance  this  year.  On  av- 
erage. Scores  are  up  125%. 
ROSIER  PICTURE.  Scores  are 
the  bright  idea  of  A.  Joseph 
Debe.  He  reasoned  that,  gen- 
erally, investors  buy  stocks  ei- 
ther for  income  or  for  caf)ital 
gains.  So,  why  not  break  a 
share  of  stock  into  two  securi- 
ties, each  serving  one  of  those 
objectives?  Debe  couldn't 
really  rip  apart  a  company's 
shares,  so  he  created  Ameri- 
cus  Trusts.  Shareowners 
would  exchange  stock  for 
units  provided  by  Americus. 
Investors  could  then  rip  the 
unit  in  two  parts:  the  "Prime" 
pays  a  dividend  and  returns  a 
modest  amount  of  capital  ap- 
preciation. The  Score  prom- 
ises only  capital  gains.  The 
payoff  would  come  when  the 
units  expired,  usually  in  five 
years.  Scores  are  similar  to 
call  options,  which  give  own- 
ers the  right  to  buy  a  stock  at  a  certain 
price  expiring  at  a  set  date.  The  big 
difference:  Scores  last  for  several  years, 
while  options  last  a  matter  of  months. 

Here's  how  the  units  work.  When 
Philip  Morris  Cos.  units  were  created  in 


1987,  the  stock  was  at  85.  So  Americus 
cut  the  deal  this  way:  Prime  holders 
would  get  all  the  dividends  plus  no  more 
than  $110  a  share  when  the  trust  expires 
in  1992.  A  Score  holder  gets  anything 
above  $110.  If  the  stock  were  no  higher 


cashed  out  at  $210  ($320  minus  to 

Although  the  picture  for  Scores 
great  now,  it  hasn't  always  been  js' 
Since  these  instruments  are  like  optln 
their  price  behavior  exaggerates IrF 
movement  of  the  stocks.  In  Oct : 
1987,  some  Scores  fell  as  much  as 
Even  in  1988,  when  the  market  rose 
Scores  were,  on  average,  down  19' 
But  investors  are  scoring  big 
Scores  this  year.  Harold  Goldber 
Manhattan  physician,  loaded  ujo 
Scores  in  AT&T,  GTE,  Bristol-Myers,  ■ 
Motor,  and  Sears  after  the  crash.  "I 
it  as  a  chance  to  get  even,"  he  sayi 


INVESTORS  SCORE  BIG 
WITH  SCORES 


Stock 


Score 


Recent 
price 

%  change 
1989 

Recent 
price 

%  change 
1989 

AMERICAN  EXPRESS 

37V2 

41 

63/4 

108 

AMERICAN  HOME  PRODUCTS 

99V2 

20 

233/4 

116 

AT&T 

403/8 

40 

151/4 

149 

AMOCO 

471/2 

27 

113/4 

147 

ATLANTIC  RICHFIELD 

lOSVs 

28 

153/4 

367 

BRISTOL-MYERS 

471/4 

4 

161/8 

40 

CHEVRON 

553/4 

22 

6% 

129 

COCA-COLA 

671/2 

51 

211/2 

244 

DOW  CHEMICAL 

971/2 

11 

23% 

71 

DU  PONT 

1191/4 

35 

283/4 

207 

EASTMAN  KODAK 

49 

9 

17 

172 

EXXON 

44% 

2 

30 

0 

FORD  MOTOR 

501/4 

-1 

I81/4 

-14 

GENERAL  ELECTRIC 

581/2 

31 

I81/2 

155 

GENERAL  MOTORS 

443/4 

7 

113/4 

47 

GTE 

59% 

34 

18% 

132 

HEWLEn-PACKARD 

57 

7 

95/8 

43 

IBM 

1183/8 

-3 

13% 

41 

JOHNSON  &  JOHNSON 

52 

22 

24 

146 

MERCK 

745/8 

29 

663/4 

120 

MOBIL 

523/8 

15 

81/2 

106 

PHILIP  MORRIS 

159% 

57 

781/2 

267 

PROQER  &  GAMBLE 

1171/2 

35 

323/8 

191 

SEARS 

461/2 

14 

63/4 

59 

UNION  PACIFIC 

781/4 

22 

163/8 

107 

XEROX 

67% 

16 

9 

100 

DATA;  BRIDGE  INFORMATION  SYSTEMS,  INC. 


at  expiration  than  its  current  price  of 
$160,  the  Score  holder  would  get  $50. 
But  because  the  market  thinks  PM  stock 
will  be  much  higher  by  1992,  the  Score 
now  trades  at  78y2.  Indeed,  if  PM  stock 
doubled,  to  $320,  each  Score  would  be 


Goldberg  says  he's  on  target.  H 
bought  6,000  AT&T  Scores  at  8.  Thj\ 
almost  doubled.  His  6,000  GTE  See 
purchased  at  9,  now  command  nearlk: 
Ford  is  a  laggard,  butj' 
says,  "there's  more  appi 
tion  in  the  Score  than  ii: 
stock  if  Ford  takes  off." 

Coleman  F.  Cloughert 
New  Jersey-based  finajii 
planner,  has  also  been  bun 
Scores.  "The  leverage  isl: 
buy,"  he  says.  In  some  ck 
one  Score  can  deliver  ui 
than  one  underlying  sb 
Just  this  year  Amoco,  Gerl" 
Motors,  and  Johnson  &  J 
son  have  split  tv/o  for  ont-. 
their  Scores  have  claims  0 
two  shares  of  stock. 
DYING  BREED.  Lower-pre 
Scores  offer  the  most  h 
for  the  buck.  It  costs  nrl 
$6,800  for  100  shares  of  Xo 
Corp.  stock.  The  same  moe 
placed  in  Xerox  Scores 
gives  the  investor  a  plajD 
750  shares  of  Xerox.  Vr 
even  more  leverage?  Scje 
can  be  bought  on  50%  maili 
Even  though  Scores  are( 
now,  their  days  are  nli 
bered.  Debe  hoped  to  crit 
Americus  Trusts  for  hund 
of  blue  chips  but  got  jus  2 
under  way  before  the  Inteli 
Revenue  Service  ruled  |£ 
the  exchanges  of  shares  n|( 
ed  to  create  the  trusts  wjl 
be  taxable  to  stockhoki 
That  removed  the  incentivt 
swap  and  stopped  the  < 
gram  cold. 

As  the  units  expire  overp 
next  three  years,  they  will,c 
be  replaced.  And  becap 
their  float  is  thin  compffi 
with  that  of  the  underlying  stocks,  r's 
institutional  investors  don't  trade  tlji 
So  for  a  few  more  years,  there's  ^ 
game  small  investors  can  play  that'fi 
big  boys  can't.  { 
By  Laura  Jereski  in  Bov 
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There  are  Kodak  systems  to  let  you  create 
documents,  view,  merge,  change,  copy,  print 
and  transmit  them.  Control  them.  Safely 
stored,  they  can  be  found  and  retrieved  in 
seconds. 

Kodak  systems  can  find  a  cost-effective,  archival 
image  on  microfilm  in  seconds.  Or  a  time- 
sensitive  document  on  an  optical  disk  even  faster 
Then  you  can  view  it,  act  on  it.  Or,  with  systems 
like  our  electronic  publishing  system,  you  can 
even  add  to  or  improve  on  a  document.  Equally 
important,  Kodak  software  systems  people  are 
dedicated  to  linking  any  of  these  devices  into  any 
of  yours,  from  mainframe  to  mini  to  PC. 

We  are  more  than  photographs.  We  are 
imaging.  For  more  details  on  images  that  mean 
business,  call  1 800  445-6325,  Ext.  960B. 


e  new  wslon  W^<^^ 


BY  GENE  G.  MARCIAL 

BIG  MONEY 
MANAGER 
ON  CAMPUS 


George  Keane  is  a  star  at  such 
institutions  as  George  Wash- 
ington University,  the  Universi- 
ty of  Denver,  and  Bentley  College  in 
Waltham,  Mass.  No,  he  isn't  a  winning 
football  coach.  Keane  is  the  money 
manager  who  has  enabled  the  invest- 
ment portfolios  of  these  schools  to  out- 
score  the  biggies — Harvard,  Yale,  and 
Princeton. 

In  its  most  recent  annual  survey  of 
college  endowment  investment  perfor- 
mance, the  National  Association  of  Col- 
lege &  University  Business  Officers 
says  that  the  top  10  performers  have 
one  thing  in  common:  Their  securities 
investments  are  all  managed,  at  least 
in  part,  by  Keane,  president  of  Com- 
mon Fund,  in  Fairfield,  Conn. 

Common  Fund  has  shown  an  18.3% 
annual  rate  of  return  over  the  past  10 
years,  compared  with  16.9%  for  the 
Standard  &  Poor's  500-stock  index.  In 
1988,  it  outperformed  the  market  with 
a  return  of  23.8%,  vs.  the  S&P's  16.6%. 
So  far  this  year.  Common  Fund  is 
keeping  up  with  the  market's  robust 
gains.  Keane  attributes  the  consistent- 
ly superior  performance  to  the  group 
of  money  managers  he  has  hired  to 
help  him  manage  the  $8.5  billion  in  en- 
dowment money  of  587  schools.  These 
savvy  pros  include  Coniston  Partners, 
Fidelity  Group,  Nicolas  Co.,  and  Ariel 
Capital  Management. 

Ariel  Capital  and  Nicolas  invest 
mainly  in  smaller  companies  operating 
in  thriving  niche  markets.  Ariel  Presi- 
dent John  Rogers  is  betting  heavily  on 
two  stocks:  Topps,  known  for  its  Ba- 
zooka Bubble  Gum  and  baseball  cards, 
and  Johnson  Worldwide  Associates, 
which  makes  Johnson  fishing  gear  and 
Eureka  camping  tents. 
BATMAN  ITEMS.  Although  Topps  has  al- 
ready jumped  sharply  in  the  past  year, 
Rogers  still  believes  the  stock,  now  at 
24,  will  double  in  the  next  12  months. 
Rogers  says  that  with  demand  strong 
for  the  company's  products,  including 
Nintendo  cards  and  Batman-related 
items,  earnings  should  leap  from  89$  a 
share  last  year  to  $1.48  this  year  and 
to  $1.78  in  1990.  Johnson  Worldwide,  a 
leader  in  outdoor  recreational  products, 
posted  lower  earnings  in  the  fiscal 
third  quarter.  But  Rogers  is  undaunt- 
ed: "It's  still  a  good  way  to  play  the 


KEANE  MANAGES  THE  ENDOWMENTS  OF  587 
SCHOOLS— AND  RACKS  UP  TIDY  RETURNS 


current  craze  for  outdoor  activities." 
He  sees  earnings  next  year  rising  to 
$2.10  from  an  estimated  $1.80  this 
year.  Once  investors  sense  that  profits 
are  firming,  he  says,  the  stock,  now  at 
25,  will  start  climbing  to  the  mid-30s. 

At  Nicolas,  the  top  stock  pick  is  In- 
ternational Dairy  Queen,  which  ser- 
vices through  franchise  agreements 
more  than  5,100  fast-food  and  ice 
cream  stores  in  the  U.  S.  and  overseas. 
The  company  has  shown  solid  growth 
over  the  years,  notes  Tom  Saeger,  se- 
nior vice-president  at  Nicolas.  He  says 
earnings  of  $2.09  a  share  in  1980 
should  rise  to  $2.40  this  year.  Dairy 
Queen's  future  growth  will  come  from 
its  expansion  in  the  smaller  cities,  says 
Saeger.  The  company's  class  A  shares 
have  been  on  the  rise  since  April,  from 
32  to  44.  Dairy  Queen's  recent  efforts 
to  streamline  operations,  he  says,  will 
keep  the  stock  going. 


WHY  AIRBORNE  MAY 
REALLY  DELIVER 


The  hottest  stocks  around  are  the 
airlines,  but  if  you  believe  that 
they  are  being  overplayed,  take  a 
gander  at  airfreight  companies.  One 
such  operation  that  some  takeover  in- 
vestors see  as  buyout  bait  is  Airborne 
Freight,  a  leader  in  the  domestic  ex- 
press shipment  business.  It  specializes 
in  door-to-door  next-day  delivery  of 
documents  and  small  packages. 
Whispers  are  that  Airborne  may 


soon  sign  a  marketing  agreement  w: 
a  European  company,  which  would 
volve  the  purchase  of  a  15%'  stake 
Airborne.  TNT  L-td.  of  Australia  alreai 
has  a  15%'  stake.  A  Japanese  compat 
and  a  domestic  airline  are  also  rumor 
to  be  interested  in  acquiring  or  buyii 
into  Airborne.  Its  stock,  trading  at 
in  May,  has  risen  to  33. 

Based  on  deals  involving  other  a 
freight  companies,  such  as  Federal  E 
press'  takeover  of  Tiger  Internationj 
some  pros  say  Airborne  is  worth  $59 
share.  Airborne  declined  comment. 

Even  without  a  takeover,  Airbor 
"is  very  attractive  on  earnings  pott 
tial  alone,"  says  Graham  Tanaka,  pre 
dent  of  Tanaka  Capital  Managemei 
An  earnings  "explosion,"  he  says,  vi 
come  from  the  reduced  costs  per  shj 
ment  due  to  improved  productivif 
Airborne  will  surprise  the  Street  wi 
healthy  profits  of  $2.20  a  share  tl 
year  and  $3  to  $4  in  1990,  he  maintair 


HAS  RORER 
FOUND  A  FRIEND? 


When  Rorer  Group  Chairm 
Robert  Cawthorn  told  an 
vestment  conference  in  ear 
May  that  he  was  willing  to  merge  t 
pharmaceutical  company  with  t 
"right  partner,"  he  practically  put  t 
company  on  the  block.  The  sto 
jumped  four  points,  to  41.  But  the  rig 
partner  apparently  didn't  come  arour 
The  long-rumored  takeover  stock  s 
to  37  a  few  weeks  later. 

But  now,  several  big  investors  a 
back  in  the  stock,  which  has  run  up 
44.  The  reason:  A  partner  is  in  sigl 
say  some  takeover  pros.  Two  maj 
U.  S.  pharmaceutical  companies  and 
European  conglomerate  are  whisper 
to  have  informally  talked  with  Rorj 
about  a  possible  merger  or  outrid 
takeover.  One  would-be  partner  is  sa 
to  be  Upjohn.  Rorer's  appeal  to  I 
john,  claims  a  big  investor,  is  Rorei 
huge  commitment  to  research  and  c 
velopment.  He  notes  that  12% 
Rorer's  revenues  go  to  R&D,  which  h 
yielded  some  very  good  products,  t 
john  and  Rorer  declined  comment. 

"Rorer  is  focusing  on  ethical  dn 
development  more  than  ever  and 
be  introducing  new  cardiovascul^ 
products  over  the  next  few  year^ 
says  Stuart  Weisbrod,  analyst  at  Pr 
dential-Bache  Securities.  Based  on  t| 
quality  of  earnings  and  its  growth  j 
tential,  Rorer  is  undervalued,  he  adc 
A  New  York  money  manager  puts  t 
takeover  value  of  Rorer  at  $65  a  shai 
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Kodak  (  ompanv. 


Information  is  only  as  good  as  your  ability  to 
share  it.  Kodak  has  ways  to  make  images  multiply, 
very  quickly,  wherever  they're  coming  from 
and  going  to. 

Whether  the  information  is  digitized  in  the  memory 
of  a  mainframe  or  PC,  stored  on  an  optical  disk, 
floppy  disk  or  on  microfilm,  Kodak  has  a  way  to  put 
it  on  paper  We  can  publish  it  electronically, 
or  copy  from  paper  to  paper  And  send  the  image 
across  the  room  or  across  the  country.  With 
the  image  quality  you  expect  from  the  world's 
premier  imaging  company.  In  fact,  our 
advanced  copiers  and  non-impact  printers  will 
put  images  on  both  sides,  then  collate  and 
staple  the  pages.  In  color  when  you  need  it. 
And  all  are  backed-up  with  the  best  support 
and  service  in  the  business. 

We  are  more  than  photographs.  We  are 
imaging.  For  more  details  on  images  that  mean 
business,  call  1 800  445-6325,  Ext.  960D. 


The  new  vision  of  Kodak 


EDUCATION  I 


MILLION-DOLLAR  PROFESSORS: 

SHOULD  THE  IVORY  TOWER  BE  A  GOLD  MINE? 


Pressure  is  mounting  for  universities  to  clamp  down  on  academic  entrepreneurs 


Three  years  ago,  Donald 
L.  Bitzer  helped  start 
University  Communica- 
tions Inc.  to  develop  a  com- 
puter network  that  would  de- 
liver kindergarten  through 
college  courses.  The  Univer- 
sity of  Illinois  professor  of 
computer  and  electrical  engi- 
neering agreed  to  hand  over 
3%  of  his  company's  gross 
revenues  to  the  university, 
which  had  funded  his  re- 
search. The  school,  in  turn, 
let  Bitzer  continue  to  run  its 
Computer-Based  Educational 
Research  Laboratory. 

Now,  Bitzer  and  top  uni- 
versity administrators  are 
embroiled  in  lawsuits 
brought  by  two  of  Bitzer's 
colleagues.  The  suits  contend 
that  Bitzer  used  public  funds 
to  visit  potential  investors, 
required  university  employ- 
ees to  do  clerical  work  for  his 
company,  and  negotiated 
rates  to  use  university  com- 
puters at  a  fraction  of  what 
other  customers — including 
the  state  of  Illinois— pay. 

Bitzer  labels  the  allega- 
tions "completely  without 
merit"  but  has  stepped  down 
as  head  of  the  company.  In 
August,  he  announced  plans 
to  join  the  faculty  of  North  Carolina 
State  University.  Says  one  administrator 
familiar  with  Illinois'  own  investigation 
into  the  matter:  "There  is  absolutely  no 
question  that  there  were  irregularities." 
DISCLOSURE  TIME.  Whatever  the  outcome 
of  the  lawsuits,  Illinois  now  plans  to 
keep  closer  tabs  on  its  campus  entrepre- 
neurs. This  fall,  for  the  first  time,  the 
university  will  require  faculty  members 
to  disclose  whether  they  have  a  financial 
interest  exceeding  7.57'  in,  do  consulting 
for,  or  hold  a  management  post  in  com- 
panies that  do  business  with  the  univer- 
sity, are  involved  in  their  fields,  or  spon- 
sor their  research.  "We  felt  it  was 
possible  that  the  few  cases  of  conflict 
of  interest  we  have  seen  were  the  tip  of 
the  iceberg,"  says  Judith  S.  Liebman, 


FLOYD  GOULD  AND  CRISOSTOMO  GARCIA:  THE  UNIVERSITY  OF  CHICAGO 
PROFS  ARE  ALSO  PENSION-FUND  MANAGERS  FOR  BLUE-CHIP  COMPANIES 


Illinois'  vice-chancellor  for  research. 

Illinois  is  not  the  only  school  sounding 
the  alarm.  Physicists,  biologists,  chem- 
ists, even  political  scientists  and  profes- 
sors of  law  and  business  are  now  earn- 
ing many  times  their  academic  salaries 
from  business  activities — everything 
from  doing  corporate  research  to  run- 
ning their  own  companies.  The  new 
wave  of  million-dollar  professors  is  stir- 
ring broad  concerns  about  potential  con- 
flicts of  interest. 

The  irony  is  that  the  universities 
themselves  have  been  instrumental  in 
pushing  their  faculties  into  the  market- 
place. Faced  with  dwindling  federal 
funds  and  pressure  to  contribute  to  U.  S. 
industrial  competitiveness,  they  turned 
to  industry  for  research  funds  and  set 


up  incubator  parks  to  n 
university-spawned  cop 
nies.  They  also  created 
ture  funds  to  finance  fac. 
inventions,  and  they  negon' 
ed  deals  whereby  indivi 
faculty  members  could  s| . 
less  time  on  campus. 

Now,  however,  so  m 
university  professors  i 
transformed  the  ivory  tc: 
into  a  gold  mine  that  sfi 
critics  think  it's  time  tea 
pose  stricter  rules  on  en 
preneurial  profs.  "We  rs 
to  strengthen  oversighto 
entrepreneurial  activities  ii 
ask  hard  questions  ah 
how  many  professors  arcr 
gaged  in  outside  activiti;, 
says  Ernest  L.  Boyer,  ps 
dent  of  the  Carnegie  Foul? 
tion  for  the  Advancemeni 
Teaching. 

MORE  GUIDELINES.  Le^' 

tors  on  Capitol  Hill  are  ^ 
asking  tough  questits 
Prompted  by  complat 
about  faculty  members  is 
using  public  funds  for  ,r: 
vate  gain,  Representav 
Ted  Weiss  (D-N.  Y.)  Ii 
hearings  this  spring  on 
flict  of  interest  befoi- 
subcommittee  on  goveriii 
relations.  Now,  the  congips 
man  is  considering  introducing  leg,ia 
tion  that  would  require  scientists  dji| 
research  with  federal  funds  to  sigj  ■ 
statement  saying  they  don't  have  :if 
nancial  interest  in  the  outcome  of^i 
research.  "The  threat  of  legislative  ip 
vention  is  probably  greater  now  th£i  i 
ever  has  been,"  says  Robert  Kreiser^i 
official  of  the  American  Associatioiio 
University  Professors,  which  represtt 
nearly  42,000  academics. 

University  administrators  and  fee's 
agencies  that  sponsor  research  alikeJi 
trying  to  head  off  Congress  by  ta.[i| 
steps  of  their  own.  The  Associatioio 
American  Universities,  which  conc|e: 
that  there  is  a  potential  problem,  is  i)n 
itoring  reviews  of  conflict  policies  ajt 
member  schools.  In  late  June,  the  fa 
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1  Institutes  of  Health,  the  nation's 
st  backer  of  biomedical  research, 
uded  that  more  explicit  guidelines 
rning  conflict  of  interest  were  need- 
r  institutions  receiving  NIH  grants, 
irn,  the  National  Science  Founda- 
which  funds  mostly  basic  research, 
isidering  whether  to  impose  stricter 
on  its  grantees. 

)fit-minded  professors,  of  course, 
othing  new.  Most  schools  have  long 
ed  faculty  members  to  consult  one 
I  week.  Nor  are  companies  spun  off 
)rofessors  a  recent  phenomenon, 
achusetts'  Route  128  and  Califor- 
Silicon  Valley  are  testimony  to 
The  rare  academic  who  scored  big 
a  hero.  One  was  the  University  of 
)rnia  at  San  FYancisco's  Herbert  W. 
r,  a  founder  of  Genentech  Inc.,  who 
stock  worth  $80  million  when  the 
any  went  public. 

flNG  NUMBER.  So  why  the  alarm 
Because  the  profit  motive  has 
t  the  campus  far  more  than  anyone 
ned  it  would  just  a  few  years  ago. 
75,  the  Carnegie  Foundation  for  the 
ncement  of  Teaching  found  that 
;  of  the  faculty  members  it  sur- 
i  had  engaged  in  paid  consulting 
idustry  or  private  business  over  the 
two  years.  By  1984,  that  number 
jumped  to  24.5%.  An  unreleased 
■  conducted  this  year  will  show  that 
igure  is  now  approaching  30%. 
some  schools,  the  numbers  are 
higher.  Last  October,  Harvard  Uni- 
y  student  Robert  Weissman  pub- 
1  a  report  indicating  that  110  of  the 
ard  business  school's  180  profes- 
maintain  a  total  of  500  corporate 
ictions  and  that  some  professors 
pulling  in  as  much  as  $10,000  a  day 
nsulting  fees.  The  university  will 


DIFFICULT  TO  TEACH  FINANCE 
iSS  YOU  DO  SOME  FINANCE' 


1985,  Yale  University  Professor 
teven  A.  Ross  teamed  up  with  Rich- 
Roll  from  the  University  of  Califor- 
at  Los  Angeles  and  founded  Roll  & 
IS  Asset  Man- 
ment  Corp.  It 
lages  pension 
is  based  on  a 
iel  that  grew 

of  Ross's  the- 

of  arbitrage 
ing.  The  firm 

handles  funds 
t  are  worth 
at  $4  billion, 
oss  turns  down 
irs  that  come 
way  from  Wall 
et.  But  he  occa- 
ally  breaks  the 
ersity's  rule  of 


SIMPLE  RULES  FOR  A 
GUILT-FREE  DUAL  CAREER 


Chemist  Carl  Djerassi  has  spent 
most  of  his  career  straddling  the 
worlds  of  business  and  academe.  Con- 
flict-of-interest issues  arise  "from  the 
real  naivete  of  many  academics  who 
don't  realize  what  a  swamp  they  might 
be  walking  into,"  he  says. 

The  66-year-old  Stanford  University 
professor  should  know.  He's  a  noted 
researcher  in  oral  contraceptives,  a  for- 
mer executive  at  Syntex  Corp.,  and  a 
founder  of  Zoecon  Corp. 

His  rules  for  a  conflict-free  career 
are  simple:  Don't  have  students  work 
on  company  projects,  avoid  university 
research  that  would  benefit  your  com- 
pany, and  never  cancel  classes.  To 
stave  off  problems,  Djerassi  advocates 
full  disclosure  of  outside  activities.  "If 
someone  wants  to  cheat,  they  are  go- 


not  comment  on  the  study,  but  the  B- 
school  faculty  agreed  to  new  guidelines 
discouraging  them  from  holding  signifi- 
cant management  posts  in  companies. 

Data  such  as  that  have  critics  worried 
that  campus  capitalism  may  skew  the 
research  and  educational  mission  of  the 
universities.  "Twenty  years  ago,  finan- 
cial questions  didn't  come  up.  Now,  ev- 
eryone has  a  story  to  tell,"  says  a  staff 
member  of  Representative  John  D.  Din- 
gell's  (D-Mich.)  subcommittee  on  over- 
sight and  investigations. 

One  such  story  is  the  case  of  Dr. 
Scheffer  C.  G.  Tseng,  a  former  research 
fellow  at  the  Harvard-affiliated  Massa- 
chusetts Eye  &  Ear  Infirmary  who  is 
now  being  investigated  by  Massachu- 
setts' Secretary  of  State  and  the  Securi- 
ties &  Exchange  Commission.  Tseng  is 


only  one  day  a  week  for  outside  activi- 
ties. He  says  his  teaching  doesn't  suf- 
fer— it  even  profits.  "It's  kind  of  diffi- 
cult to  teach  finance  unless  you  do 
some  finance,"  he  says.  So  his  B-school 
students  learn  from  a  theoretician  who 
has  tested  his  ideas  on  the  Street. 


DJERASSI:  CONFLiaS  STEM  FROM  "NAIVETE" 


ing  to  cheat,"  he  says.  "But  outright 
fraud  is  rare.  Most  researchers  are  ba- 
sically honest." 


alleged  to  have  misused  federal  research 
funds  by  treating  far  more  patients  with 
an  experimental  eye  ointment  than  were 
approved  for  the  Food  &  Drug  Adminis- 
tration's clinical  tests.  Also  under  inves- 
tigation are  charges  that  Tseng  failed  to 
publish  the  results  of  tests  on  those  pa- 
tients showing  that  the  eye  ointment  did 
not  work. 

A  subsequent  lawsuit  filed  by  share- 
holders of  Spectra  Pharmaceutical  Ser- 
vices Inc.,  the  company  that  produced 
Tseng's  ointment,  alleges  that  the  doctor 
made  a  hefty  profit  by  using  his  knowl- 
edge of  the  negative  results  of  the  re- 
search to  trade  in  the  stock  before  the 
results  were  announced.  Tseng,  who  is 
now  at  the  University  of  Miami  School 
of  Medicine,  denies  the  charges. 

Another  problem  is  the  impact  on  stu- 
dents. Privately,  professors  and  gradu- 
ate students  complain  that  academic  en- 
trepreneurs spend  less  time  on  class 
preparation  and  in  office  hours.  "Some 
of  my  colleagues  who  have  developed 
full-scale  management  enterprises  have 
become  very  sparing  of  the  time  they 
give  to  the  classroom,"  says  Lawrence 
G.  Lavengood,  a  professor  of  business 
history  at  Northwestern  University. 

Critics  also  contend  that  professors 
sometimes  use  students  to  work  on  com- 
pany research  contracts,  then  appropri- 
ate their  ideas  for  the  business,  deny 
them  academic  credit,  or  refuse  to  let 
them  write  up  the  work  because  it's  pro- 
prietary. "We  hear  stories  all  the  time," 
says  Dingell's  staff  member.  "But  so 
far,  no  students  have  agreed  to  go  pub- 
lic. It  would  destroy  a  student's  career." 
CLASH  OF  CULTURES?  A  good  many  pro- 
fessors question  whether  the  boardroom 
and  the  lecture  hall  can  mix.  H.  Kent 
Bowen,  Ford  professor  of  engineering  at 
MIT,  is  a  founder,  board  member,  and 
consultant  at  Ceramic  Process  Systems 
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Inc.,  a  materials-processing  company 
started  by  former  students,  but  he 
doesn't  own  a  share  of  stock  or  play  an 
operating  role,  so  he  can  keep  his  credi- 
bility and  independence  in  research  and 
dealings  with  other  companies.  "Aca- 
demics need  to  decide  whether  they  are 
professors  or  entrepreneurs,"  he  says. 

Some  do  find  the  lure  of  the  market- 
place irresistable.  "Is  money  a  motive? 
Of  course  it  is,"  declares  Floyd  Jerome 
Gould.  The  20-year  University  of  Chica- 
go business  school  veteran  and  his  part- 
ner, uc  Professor  Crisostomo  B.  Garcia, 
manage  $500  million  in  pension  funds  for 
such  clients  as  GE,  Lockheed,  and  Chrys- 
ler from  an  office  in  Chicago's  South 
Loop.  It  was  the  mathematicians'  UC  con- 


you  are  really  committed,"  he  says. 

But  the  risk  of  losing  key  faculty  is 
one  that  many  schools  are  willing  to 
take.  And  universities  continue  to  agres- 
sively  push  incentives  for  technology 
transfer.  "There  is  a  growing  awareness 
that  the  research  university  is  a  poten- 
tial source  of  new  technology  that  can 
be  used  to  create  new  businesses,"  says 
Edward  L.  MacCordy,  associate  vice- 
chancellor  for  research  at  Washington 
University,  one  of  a  handful  of  schools 
that  has  a  venture-capital  fund. 

There  is  evidence  that  this  mission  is 
paying  off.  On  June  26,  Massachusetts 
Institute  of  Technology  released  a  study 
by  the  Bank  of  Boston  of  636  Massachu- 
setts businesses  founded  by  MIT  alumni 


HE  TEACHES.  HE  DESIGHS. 
HO  PROBLEM 


*!^M^hat  we're  doing  is  translating 
WW  university  research  into  some- 
thing useful  for  the  real  business 
world,"  says  Geoffrey  Boothroyd,  a 
professor  of  industrial  engineering  at 
the  University  of  Rhode  Island. 

During  the  1970s,  the  Englishman 
decided  that  companies  would  be  more 
productive  if  their  products  were  de- 


nection  and  research  in  nonlinear  pro- 
gramming that  gave  them  credibility 
with  clients  when  they  started  Invest- 
ment Research  Co.  in  1984.  Now,  "we 
both  are  interested  in  easing  out  of  the 
university,"  says  Gould.  "The  intellectu- 
al challenges  of  being  in  this  business 
are  at  least  equal  to  teaching  MBAs." 
LIABILITY.  Indeed,  as  Investment  Re- 
search approaches  its  first  profitable 
year,  Gould  says  that  his  academic  con- 
nection may  be  more  of  a  liability  than 
an  asset.  "As  long  as  you  continue  to  be 
a  professor,  business  people  are  not  sure 


signed  to  be  easy  to  build.  British  in- 
dustry turned  a  deaf  ear,  but  in  the 
U.  S.,  both  industry  and  the  National 
Science  Foundation  have  funded  the 
development  of  his  "design  for  assem- 
bly" method.  He  incorporated  in  1984, 
with  colleague  Peter  Dewhurst,  as 
Boothroyd  Dewhurst  Inc.,  and  since 
then  customers  have  been  snapping  up 
the  Wakefield  (R.  I.)  company's  design 
software.  This  year,  revenues  may  top 
$1.5  million. 


and  faculty.  The  companies'  1988  world- 
wide sales  totaled  $39.7  billion,  and  em- 
ployment amounted  to  192,774  people. 

Universities  encourage  business-mind- 
ed profs  for  economic  reasons  as  well. 
The  ability  to  gain  financially  from  re- 
search is  a  "recruitment  inducement," 
admits  James  J.  Brophy,  vice-president 
for  research  at  the  University  of  Utah  in 
Salt  Lake  City.  Even  though  a  few  well- 
know!i  business  professors  pull  dowTi 
salaries  of  $250,000  and  over,  most  facul- 
ty salaries  have  lagged  behind  inflation 
and  comparable  professional  pay.  So  al- 


lowing top  professors  to  be  involved] 
outside  businesses  can  be  an  effect; 
way  to  keep  them  without  boosting  ss- 
ries.  Boasts  Donald  P.  Jacobs,  dean  ■ 
Northwestern's  J.  L.  Kellogg  Gradu;; 
School  of  Management,  referring  to  s- 
eral  faculty  members  who  run  busine- 
es  on  the  side:  "I'm  not  paying  thi 
anywhere  near  their  worth." 
PROFIT  CENTERS.  Entrepreneurial  prof 
sors  also  help  schools  raise  resea- 
funds,  attract  top-flight  talent,  or  i 
profitable  executive-education  prograi 
Alfred  Rappaport,  a  professor  at 
logg  and  founder  and  chairman  of  Air 
Group  Inc.,  a  consulting  firm,  packs  '■ 
ecutives  in  at  $3,200  a  head  for  a  we- 
long  educational  program  on  merg- 
and-acquisition  strategy.  Rappap<t 
negotiated  a  part-time  schedule  and  s;- 
ry  in  exchange  for  running  the  progri 
and  his  company.  "There  was  an  implt 
understanding  that  what  I  was  do^ 
would  bring  greater  reputation  and  si- 
stantial  revenues  to  the  school,"  he  sa;. 

The  new  breed  of  academic  entref^ 
neur  wouldn't  have  it  any  other  w. 
"Top  academics  are  going  to  becae 
more  like  independent  contractors,"  je- 
dicts  University  of  Illinois  physicist 
phen  Wolfram.  He  says  he  "W't 
around  and  got  bids"  from  half  a  doa 
schools,  including  Harvard,  before  sii- 
ing  on  at  Illinois. 

Wolfram  settled  there  because  ,e, 
school  waived  rights  to  his  work  andel' 
him  run  his  company,  Wolfram  Reseab 
Inc. — and  nailed  it  down  in  a  contnt 
that  runs  to  50  pages.  Last  year,  the> 
year-old  entrepreneur  signed  a  deal  vh 
Next  Inc.  to  bundle  his  Matheniatiea  i 
cuius  program,  which  could  enjoy  a  p( 
million  market,  into  its  computer. 

Many  university  administrators  ; 
lieve  the  potential  conflict  problems  n 
be  solved  simply  by  requiring  fuller  k- 
closure.  Stanford  University,  forlfl 
stance,  asks  professors  to  reveal  t!*!) 
outside  business  activities  but  doesn't* 
quire  that  they  list  stock  holdings.  '"V 
problems  are  more  of  perception  ttf 
reality,"  contends  Katherine  Ku,  ao 
ciate  director  of  Stanford's  Officeo: 
Technology  Licensing.  i ; 

Such  moves,  however,  won't  satfj 
critics.  "Universities  and  faculties  ann 
capable  of  policing  themselves,"  deche: 
Robert  H.  Linnell,  professor  emeritua 
the  University  of  Southern  Califoi'8- 
As  long  as  the  nation  wants  quick  tli 
nolog\-  transfer  and  job  creation,  f 
demic  capitalism  is  here  to  stay.  Bi 
universities  don't  manage  the  poteu 
for  conflict  more  deftly,  someone  s 
may  do  it  for  them. 

By  Julia  Flynn  Siler  in  Chicago,  ' 
John  Carey  in  Washington  and  Ric^r 
Brandt  in  San  Francisco 
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»velopments  to  Watc 


D  BY  NAOMI  FREUNDLICH 


1  lASERS  TURN 

GLASSES  INTO  ARTIFACTS? 


For  many  people 
longing  to  be  free 
of  glasses  or  contact 
lenses,  hope  may  be  in 
sight.  In  late  July, 
Summit  Technology 
Inc.,  a  small  medical- 
device  company,  be- 
gan testing  a  special 
laser  scalpel  on  a 
small  group  of  partial- 
ly blind  patients.  The 
device,  which  uses  a 
so-called  excimer  la- 
ser, enables  an  eye 
surgeon  to  reshape 
ye's  cornea.  By  removing  a  superthin  layer  from  the 
;e  of  the  cornea  a  surgeon  can  sculpt  the  eye's  lens — 
hereby  correct  many  vision  defects, 
hough  the  first  U.  S.  tests  are  being  conducted  on  people 
;  corneas  are  scarred,  European  test  results  indicate  that 
ser  can  restore  sharp  vision  to  those  with  more  common 
!ms,  such  as  nearsightedness.  Summit  plans  to  begin 
tests  with  the  nearsighted  later  this  year,  but  the  Water- 
(Mass.)  company  doesn't  expect  general  approval  from 
)od  &  Drug  Administration  before  the  end  of  1991. 


K  MIGHT  PUT  AN  END 

FHE  GREAT  SALMONEILA  SCARE 


rs  about  getting  food  poisoning  from  salmonella-tainted 
ickens  have  escalated  following  reports  from  the  Agri- 
e  Dept.  that  37%'  of  all  chickens  are  contaminated.  But 
•esearchers  at  the  Agricultural  Research  Service  say 
may  be  a  simple — and  inexpensive — way  that  farmers 
duce  the  bacteria  in  broiler  chickens  before  they  leave 
op. 

1  De  Loach,  research  leader  at  ARS's  Veterinary  Toxicol- 
esearch  lab  in  College  Station,  Tex.,  noticed  that  milk 
ilk  products  interfere  with  the  growth  of  salmonella  in 
ns.  To  test  that  hypothesis,  he  added  2.5%  lactose,  or 
agar,  to  the  drinking  water  of  just-hatched  chicks  for  10 
Then,  De  Loach  gave  groups  of  both  lactose-fed  and 
tose-fed  chicks  an  oral  dose  of  salmonella  bacteria.  Af- 
days,  only  537c  of  the  chicks  given  lactose  were  still 
id  with  salmonella,  and  those  had  99.9%  fewer  of  the 
ia  in  their  bodies  than  the  broilers  that  didn't  receive 
i.  All  of  the  nonlactose  group  were  still  infected.  The 
tep,  De  Loach  says,  is  to  test  the  treatment  under  com- 
1  poultry-farm  conditions,  where  the  addition  of  lactose 
Jost  as  little  as  2$  per  bird. 


ING  THE  TRIBULATIONS 
OF  PROJECTION  TV 


t-projection  TV  sets  have  never  been  a  big  hit.  Partly 
t's  because  you  must  frequently  fiddle  with  the  "con- 
es" controls — aligning  three  cathode-ray  tubes  (CRTs)  so 
,1,  green,  and  blue  portions  of  the  picture  are  precisely 
inposed.  Otherwise,  the  image  becomes  fuzzy  or  marred 


by  visible  lines.  But  getting  it  just  right  takes  more  skill  and 
patience  than  most  people  care  to  muster. 

Such  tribulations  are  a  relic  of  the  past,  asserts  Sharp  Corp., 
which  will  shortly  unveil  a  projection  TV  that  doesn't  use  CRTs. 
Instead,  it  has  three  liquid-crystal  display  (LCD)  "shutters." 
Once  these  are  aligned  at  the  factory,  no  further  adjustments 
should  ever  be  needed. 

The  new  system  fashions  a  TV  picture  by  filtering  out  the 
red,  green,  and  blue  wavelengths  in  the  bright-white  light 
from  a  metal-halide  lamp.  Each  primary  color  is  diverted  to  a 
separate  3-inch  LCD  panel.  There,  89,500  pixels,  or  tiny  dots, 
are  individually  switched  on  or  off,  blocking  the  light  in  places 
and  letting  it  through  in  others.  Combining  the  images  from 
the  trio  of  shutters  produces  a  268,500-pixel  picture  that  re- 
mains sharp  even  when  projected  on  a  room-filling,  100-inch 
flat  screen.  The  blinds  still  must  be  pulled  for  daytime  view- 
ing, though,  and  prices — starting  around  $5,000  at  discount 
stores — will  block  many  a  would-be  buyer. 


A  PREGNANCY  WONDER  DRUG 
MAY  BE  IN  YOUR  MEDICINE  CABINET 


Doctors  have  long  been  puzzled  by  a  form  of  high  blood 
pressure  that  affects  5%  to  7%f  of  pregnant  women.  The 
condition,  called  preeclampsia,  can  cause  death  of  the  fetus. 
The  cause  of  the  condition  is  still  unknown,  but  in  independent 
studies,  two  teams  of  researchers  have  reported  that  taking 
low  doses  of  aspirin  in  the  third  trimester  can  reduce  its 
incidence  without  increasing  fetal  bleeding. 

In  one  study,  a  team  at  the  Sackler  School  of  Medicine  in  Tel 
Aviv  found  that  in  women  at  risk  for  pregnancy-induced  hy- 
pertension, only  12%  developed  the  condition  when  treated 
with  100  milligrams  of  aspirin  a  day.  Concurrently,  several 
researchers  in  Italy  found  that  long-term  daily  doses  of  60 
milligrams  of  aspirin  were  associated  with  a  longer  pregnancy 
and  higher  birthweight.  The  Italian  study  concludes  that  aspi- 
rin may  also  reduce  the  formation  of  a  substance  that  causes 
platelet  production  in  the  mother's  blood.  Since  excess  platelet 
production  is  associated  with  preeclampsia,  the  researchers  are 
now  getting  clues  to  the  mechanisms  of  the  condition. 


FORGET  THE  GROG— 

THIS  BOTTLE  COULD  SAVE  LIVES 


Finding  someone  who's  lost  at  sea 
is  tricky.  A  disabled  boat  only  8 
miles  from  a  Coast  Guard  cutter  is 
"over  the  horizon"  and  invisible  to  its 
radar.  And  radar  can't  spot  a  life  raft 
much  beyond  3  miles.  Often,  strand- 
ed boaters  report  waving  to  several 
search  ships  before  being  picked  up. 

For  $200,  prudent  boaters  can  buy 
a  new  gadget  to  help  assure  a  speedy 
rescue.  Radartron  packs  a  metallized 
balloon,  a  helium-gas  cartridge,  and  a 
long  nylon  tether  into  a  buoyant  can- 
nister  about  the  size  of  a  folding  um- 
brella. Twist  off  the  top,  pull  the  rip 
cord,  and  the  radar-reflecting  balloon 
rises  as  high  as  165  feet — and  looks 
bigger  than  a  boat  on  radar  screens  up  to  23  miles  away. 
Developed  in  Australia,  Radartron  is  marketed  worldwide  by 
Aqua  Buoy  Corp.,  of  Englewood,  Colo.  Company  Chairman 
Joseph  V.  Pignatiello  hopes  the  12-ounce  safety  bottle  will  also 
prove  popular  among  hikers  and  cross-country  skiers. 
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TELECOMMUNICATIONS  I 


MCl'S  NEW  PROBLEM:  'HOW 
TO  SPEND  ALL  THIS  CASH' 


The  No.  2  phone  carrier  revels  in  two  quarters  of  hot  growth 


It  has  been  a  year  most  companies 
would  die  for:  back-to-back  record 
earnings  in  the  first  two  quarters  af- 
ter a  major  comeback  last  year.  MCl 
Communications  Corp.  even  managed  to 
sting  archrival  American  Telephone  & 
Telegraph  Co.  by  grabbing  another  two 
points  of  market  share  in  the  long-dis- 
tance business,  a  gain  of  20%.  Now,  the 
company  that  helped 
break  AT&T's  monopoly 
is  concentrating  on  per- 
haps the  most  difficult 
challenge  of  all:  keep- 
ing its  momentum  go- 
ing against  increasingly 
stiff  competition. 

For  the  moment,  MCI 
is  riding  a  wave.  While 
the  overall  market  is 
growing  by  10%  a  year, 
Washington-based  MCi 
posted  a  30%-  increase  in 
sales  last  year,  to  $5.14 
billion,  thanks  mainly  to 
increased  demand  from 
corporate  customers. 
Morgan  Stanley  &  Co. 
analyst  Edward  M. 
Greenberg  expects 
sales  to  rise  by  27%  in 
1989,  to  $6.53  billion,  and  profits  to  hit 
$620  million,  an  86%  increase. 
FASTER  FIBER.  At  that  rate.  Chairman 
William  G.  McGowan's  vow  to  double 
revenues  within  five  years  seems  conser- 
vative. "We  see  them  continuing  to  im- 
prove their  competitive  position,"  says 
Ferris  &  Co.  analyst  Eliot  Benson.  Wall 
Street  apparently  agrees.  Since  January, 
MCl's  stock  has  risen  66%,  to  38,  a  stun- 
ning recovery  from  1988's  low  of  9%. 

Still,  AT&T  has  a  com- 
manding 68%o  of  the  $60 
billion  market,  com- 
pared with  MCl's  12% 
and  U.  S.  Sprint  Com- 
munications Co.'s  8%'. 
And  AT&T  is  challenging 
MCI  on  the  regulatory 
front,  most  recently  by 
asking  the  Federal  Com- 
munications Commis- 
sion to  investigate  MCi's 
pricing  to  corporate  cus- 


tomers. Resurgent  Sprint,  promoting  a 
high-tech  edge  from  its  fiber-optic  phone 
network,  is  gunning  for  MCl's  No.  2  slot 
and  winning  customers.  Sprint  bruised 
MCI  last  year,  when  it  won  40%-  of  a  $25 
billion  contract  to  replace  the  federal 
government's  phone  system.  "Sprint  has 
[a  technology]  advantage  over  MCI  and  is 
rapidly  catching  up  to  AT&T,"  says  Jo- 
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seph  Gallo,  telecommunications  director 
for  Automatic  Data  Processing  Inc. 

MCI  aims -to  prove  him  wrong.  It  will 
spend  $700  million  this  year  to  upgrade 
its  transmission  network  with  faster  fi- 
ber-optic equipment  and  data  processing 
gear.  Already,  such  high-volume  custom- 
ers as  Westinghouse  Electric  Corp.  and 
Merrill  Lynch  &  Co.  have  chosen  MCI  as 
their  primary  carrier.  Northwestern  Mu- 
tual Life  Insurance  Co.,  a  longtime  data 
transmission  client,  now 
will  switch  its  voice  traf- 
fic to  MCI  from  AT&T, 
thanks  to  "a  very  posi- 
tive experience  from 
service  and  pricing," 
says  Hugh  Hoffman, 
Northwestern 's  systems 
coordinator. 

MCI  also  is  nipping  at 
AT&T  with  new  products 
such  as  customized  fac- 
simile transmission  and 
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a  dial-900  service  that,  among  h( 
things,  lets  home  shoppers  order  le 
chandise  via  push-button  phone.  Su(i  o 
ferings,  says  McGowan,  "are  typkl' 
more  profitable  than  plain-vanillabe 
vice,"  since  they  are  provided  simp  1 
developing  new  software  and  plugg;, 
into  MCl's  existing  network  of  d; 
switching  systems. 

Indeed,  the  $6  billion  that  MCI  spe 
its  network  earlier  in  the  decade  is 
ing  off  handsomely.  In  1984,  MCI  ; 
$1,000  per  new  mile  of  circuitry.  Ti 
by  simply  turning  on  unused  switc 
capacity,  it  spends  just  $1 — and  the 
is  falling.  "We  used  to  spend  a  doll  i 
get  back  a  dollar  in  revenue,"  says  (  ii 
Financial  Officer  Daniel  F.  Ake 
"Now,  it  costs  us  about  AO^."  In  s 
although  MCl's  rates  have  fallen 
than  40%'  since  1984,  its  costs 
dropped  faster,  thanks  to  automaji 
Operating  margins  have  climber  1 
15.9%  from  9.8%^^  a  year  ago.  And  h 
son  says  they'll  hit  18%  by  1991.  >: 
flow,  negative  as  recently  as  1 
should  exceed  $1  billion  a  year  by 

Now,  "figuring  out  bow  to  spen 
this  cash  is  one  of  our  biggest 
cerns,"  says  McGowan,  who  recovr 
from  a  heart  transplant  two  years  :| 
and  is  concentrating  on  policy  and  si 
egy.  He  muses  that  MCI  could  pay  a 
dend — its  first  ever — or  buy  back 
to  boost  share  earnings  and  its  sc 
price.  The  company  may  also  enter  i 
lines  of  business  with  acquisitionsa 
though  these  "would  have  to  bd 
things  we  know  how  to  do,"  McGos 
says.  "We  know  how  to  buy  technol' 
install  it,  manage  it,  and  provide  a 
vices."  MCI  has  a  foothold  in  52  cii 
tries,  thanks  to  acquisitions  of  RCA  CII 
al  Communications  Inc.  and  Wes* 
Union  International. 
'GROWTH  MACHINE.'  The  goal  is  to  bill 
economies  of  scale  by  keeping  the  p 
line  filled,  a  job  MCl  has  done  well  so  i 
As  phone  rates  have  fallen,  usage  0:l 
network  has  grown  by  about  40?] 
each  of  the  past  two  years.  "If 
growth  machine,"  says  Richard  T.  II 
haber,  executive  vice-president  in  chii 
of  MCl's  network. 

Long  range,  "there  is  no  struct^ 
reason  that  MCI  cannot  become  bi^< 
than  AT&T,"  asserts  Kevin  W.  Sha- 
MCl's  senior  vice-president  of  sales  o. 
marketing.  "I'm  not  saying  it's  goinjt 
happen.  But  there's  no  proprietary  tJ 
nology  [in  long  distance],  and  we  W 
access  to  capital  and  a  good  custom 
base."  Of  course,  both  AT&T  and  Sp( 
enjoy  these  same  benefits,  so  MCI  j 
have  to  step  lively. 

By  Tim  Smart  in  Washington,  ivith  J' 
J.  Keller  in  New  York  and  bureau  rep} 
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Just  Affew  Of  The  Peripherals 
Altos  Computers  Work  Well  With. 

No  matter  what  tools  you  use  to  perform  your  job,  there's 
I  Altos  computer  to  help  you  get  more  out  of  them. 
Altos  multi-user  computer  systems  are  based  on  Intel's* 
•werful  SSG"  microprocessor.  They  integrate  industry 
jndard  UNIX* and  MS-DOS*software,and  support  PICK 
id  THEOS* environments.  Giving  you  access  to  an 
idless  array  of  the  most  powerful  software  applications 
ailable,  including  many  developed  specifically  for  Altos. 
So  whether  your  desk  is  in  a  wholesaling  operation, 
I  a  manufacturing  floor,  in  a  medical  or  dental  practice, 
in  corporate  headquarters,  Altos  has  a  solution  to  help 
u  do  whatever  you  do  better. 

Better  yet,  Altos  computers  are  supported  by  more  than 
housand  Altos  Value  Added  Resellers,  who  will  con- 
jure, customize,  install  and  service  your  entire  system. 

DC  IS  a  registered  trademark  of  AT&T.  MS-DOS  is  a  registered  trademarkof  Microsoft  Corporation.THEOS  is  a  registered  trademark  of  THEOS  Software  Corporation  PICK  is  a  registered  trademark  of  PICK  Systems 
Intel  and  386  are  registered  trademarks/trademarks  respectively  of  Intel  Corporation.  The  Altos  logo  is  a  trademark  of  Altos  Computer  Systems.  ©  1989,  Altos  Computer  Systems. 


The  Altos  386  Series  500, 1000  and  2000  family  can 
handle  up  to  64  users.  And  any  program  that  runs  on 
one  Altos  computer  will  run  on  them  all. 

For  more  information  on  Altos  and 
the  name  of  the  nearest 
VAR  specializing  in  your 
area  of  business,  just  call 
1-800-ALTOS-US. 

We'll  work  well  with  you 
no  matter  what  you  do. 
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DRIVING  A  COMPANY 
FROM  THE  BACK  SEAT 


Software  Publishing's  CEO  reorganizes  after  two  hard  years 


GIBBONS 
AND  COYOTE: 
"WE  WERE 
STARTING 
TOFIY 
WITHOUT 
A  MAP" 


lobody  can  accuse  Fred  M.  Gib- 
bons of  being  unenthusiastic. 
I  Give  the  chief  executive  of  Soft- 
ware Publishing  Corp.  a  plan  he  really 
likes,  and  he'll  throw  back  his  head  and 
howl — a  habit  that  inspired  one  execu- 
tive to  buy  him  the  wooden  coyote  that 
guards  his  office  door.  "Success  starts 
with  a  will  to  win,"  says  Gibbons.  "I'm 
going  to  drive  as  hard  as  I  know  how." 

These  days,  though.  Gibbons  is  driv- 
ing a  little  slower.  After 
two  years  of  turnover 
at  the  top,  the  No.  8 
producer  of  PC  software 
is  reorganizing,  and 
Gibbons,  39,  says  he's 
stepping  back  from  the 
day-to-day  running  of 
the  company  that  he  co- 
founded  in  "l980.  At  his 
board's  urging.  Gibbons 
is  hiring  a  team  of  sea- 
soned computer  execu- 
tives and  giving  them 
the  power  to  manage. 
LOST  LEAD.  The  idea  is 
to  help  Software  Pub- 
lishing achieve  bigger 
things.  Sales  of  its 
graphics  software  and 
its  Professional  and  PFS 
series  of  word  process- 
ing, accounting,  information  manage- 
ment, and  desktop  publishing  packages 
are  mostly  strong.  For  the  year  ending 
on  Sept.  30,  analysts  expect  the  company 
to  earn  $17  million,  up  26%,  on  a  38% 
increase  in  revenues,  to  about  $101  mil- 
lion. Its  balance  sheet  li.sts  $46  million  in 
working  capital — and  no  debt. 

Still,  things  could  be  better.  Revenues 
from  PFS  have  flattened, 
largely  because  of  poor 
marketing.  The  compa- 
ny has  lost  its  lead 
in  file-management  pro- 
grams— software  that 
helps  organize  informa- 
tion— to  Symantec  Corp. 
It  has  made  little  prog- 
ress in  building  over- 
seas sales:  About  18% 
of  its  revenues  are 
international,  compared 
with  407'  or  more  for 


many  competitors.  And  it  has  ignored 
the  lucrative  Macintosh  market.  Only 
the  performance  of  the  company's  $495 
Harvard  Graphics  package  for  making 
charts  and  graphs  has  masked  these 
problems.  Sales  of  this  popular  program 
largely  accounted  for  Software  Publish- 
ing's 89%  increase  in  1988  revenues. 

Gibbons  himself  says  that  he  is  a  bet- 
ter strategist  than  a  manager.  Until  six 
months  ago,  Software  Publishing  wasn't 
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A  MILllONSOf  OOlURS  EST 
DATA.  COMPANY  REPORTS,  ROBERTSON  STEPHENS  ESTIMATE 


even  organized  into  formal  divisions. 
Gibbons  alone  was  making  many  critical 
decisions — and  some  were  getting  made 
late.  The  company  didn't  complete  its 
1989  budget,  due  last  October,  until  Feb- 
ruary. "Something  was  seriously 
wrong,"  says  Gibbons.  "We  were  start- 
ing to  fly  without  a  map." 
Since  then,  the  CEO  has  set  up  two 
product  divisions,  one 
each  for  upgrading  and 
marketing  high-end  and 
low-end  products,  an  in- 
ternational group,  and 
an  Advanced  Technol- 
ogy Group,  which  over- 
sees new  products. 
These  units  are  led  by 
three  newly  hired  vice- 
presidents  and  a  hand- 
ful of  experienced  man- 
agers from  Unisys, 
Ashton-Tate,  Lotus,  and 


Hewlett-Packard,  who  have  far  more  it 
itude  to  make  decisions  than  their  pr!e 
cessors  did.  Down  the  road,  the  compij 
hopes  to  name  a  general  manageuc 
Gibbons  can  focus  just  on  strategy, 
Chairman  Jack  L.  Melchor. 
•BEST-SELLER.'  The  first  big  test  for  n 
new  management  team  is  completir  i 
program  that  will  make  it  easier  [n 
workers  on  networks  of  powerful  PC* 
enter,  retrieve,  and  organize  informal 
stored  on  big  computers.  As  links  e 
tween  PCs,  mainframes,  and  minicomn 
ers  become  more  common,  that  capaii 
ty  is  expected  to  be  much  in  dem;d 
"There's  no  reason  Software  Publislit 
shouldn't  create  the  next  best-sell,' 
says  Peter  Rogers,  an  analyst  with  lb 
ertson,  Stephens  &  Co. 

Gibbons  stepped  back  once  before  i 
ter  a  1986  financial  hiccup  caused  la  e 
ly  by  the  company's  failure  to  keept 
products  updated.  He  became  chainii 
and  made  co-foun?i 
Janelle  Bedke  presioi 
and  CEO.  But  h 
months  later,  Be:t 
quit,  and  Gibbons  jj 
again  running  dlj 
operations. 

Still  a  director,  Bea 
denies  rumors  of  a  pff' 
er  struggle.  But  1?' 
chor,   a  venture  t 
.      ,   ^  .    talist     who  becck 

Ij^    ,  chairman  after  Be« 

'  ■  stepped  down,  s's 
there  was  confuftr 
over  who  was  it 
charge.  The  bcc 
backed  Gibbons,  '"f 
felt  Fred  was  a  beii 
strategic  thinker,  .1- 
though  he's  not  ne;lj 
as  good  a  nuts-and-bts 
manager  as  Janelle,"  says  Melclr, 
Bedke  was  followed  out  che  door  b;it 
least  three  other  top  executives,  incd 
ing  Wesley  D.  Richards,  the  sales  lO 
marketing  vice-president  who  built « 
company's  direct  sales  force.  Gibbs 
says  Richards'  management  slik 
clashed  with  his  own. 

There's  no  guarantee,  of  course, 
Gibbons  will  relinquish  control  for 
this  time.  He  owns  only  6%  of  the  sbk, 
but  his  influence  is  such  that  "it'Siis 
company,"  says  Norm  DeWitt,  who  ,1ft 
as  head  of  customer  support  after  :is 
operations  were  split  up  this  year."IW 
doesn't  like  a  decision,  he'll  change  ." 
On  the  other  hand,  as  the  softwaren- 
dustry  gets  more  competitive,  the  peil- 
ties  for  management  errors  are  been- 
ing  harsher.  So  this  time,  Fred  Gibbis 
may  settle  for  being  a  back-seat  dri'ir. 

By  Richard  Brandt  in  Mountain  V)i>, 
Calif.  ) 
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PROVEN  LONG-TERM  PERFORMANCE 
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Only  Magellan 

Ftind  Has  This 
Growth  Record. 


When  you  look  for  a  growth  hmd,  look  at  the  F^^^^ty  Magellan  Fund 

record.  You'll  see  why  Fidelity  Magellan  Fund  is  one 
of  the  long-term  growth  leaders: 

✓  Ranked  #1  of  all  mutual  funds  for  10  and  15 
yearsf 

^  Outperformed  98%  of  all  funds  for 
5  years  and  92%  of  all  funds  for  1  year* 

%/  A  $10,000  investment  made  on  6/30/79  would  have 
been  worth  $126,621  on  6/30/89. 

Of  course,  past  performance  is  no  guarantee  of  future 
results  and  the  fund's  share  price  and  return  will  vary 
so  that  you  may  have  a  gain  or  loss  when  you  sell  your 
shares.  But  if  you're  looking  for  an  aggressive  growth  fund,  look  at  the  record.  There  is  only 
one  Magellan  Fund. 


1-800-544^6666  24  hours 


Fidelity  Magellan  Fund.  For  more  complete  information,  including  management 
fees  and  expenses,  c;m  or  write  fur  a  free  prospectus  PleiLse  read  it  carefully  before  investing  or  sending 
money.  Fidelity  Distributors  Corpoiation  (General  Distribution  Agent),  P.O.  Box  66U603,  Dallas,  TX  75266-0603. 
Service  for  tlie  hearing  impaired,  TDD/1-800-544-0118. 


Fidelity 


inuestments 


® 


CODE:  BW/MAG/082189 


■fund  is  ranked  #1  out  of  363  funds,  #1  out  of  i27  funds,  #16  out  of  683  funds  and  #112  out  of  1S82  funds  for  IS,  10, 5,  and  1  year  performance  for 
iods  ending  6/30/89  according  to  Lipper  Analytical  Services,  Inc.,  an  independent  mutual  fund  performance  monitor.  tTotal  returns  include  change 
hare  price,  reinvestment  of  dividends  and  capital  gains  and  the  effect  of  the  fund's  3%  sales  charge. 


Modem 


You  expect  your  employees  to  com- 
municate with  eacii  other.  Yet  your 
computer  systems  may  not  be  at  all  con- 
versant. Why  e.xpect  less  of  them? 

A  lx)cal  Area  l\etwori<  can  weave 
your  l)usiness  systems  together  with  a 


standard  LANguage.  A  Memorex  Tbiex 
liAN  allows  your  computers,  workstations 
and  storage  systems  to  work  as  one 
with  a  common  tongue.  Communicating 
as  well  as.  say,  a  board  of  directors. 
Often  better. 


mi  MEMOREX  TELEX 

We  si)('(ik  ilic  LWguiigc  of  Inislncss:' 


mm 


FdradcUiilrdltHtkin  the  lANgii.isc  of  Mrm(irr\  Ti'ln  pnidurls.  cull  1-800-950-3465. 


©  1989  Mcmorcx  Tfe/e.J 
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LLBAM  BRANDT:  PUTTING  SMALL 
»NESSES  BACK  IN  THE  BLACK 


Running  a  mushroom 
farm  isn't  normally 
considered  preparation 
for  running  a  radio  sta- 
tion. And  managing  a  ra- 
dio station  isn't  usually 
thought  to  be  similar  to 
directing  a  wholesale 
meat  business.  But  to 
William  Brandt,  who  has 
done  all  three,  they're 
pretty  much  the  same — 
if  they're  in  trouble. 

President  and  founder 
of  Chicago-based  Devel- 
opment Specialists  Inc., 
it  has  spent  the  past  16  years  nursing  troubled  small 
esses  back  to  health.  They  include  a  chain  of  nightclubs, 
ndy's  franchise,  and  a  plastics  firm.  He  believes  most 
es  can  be  traced  to  one  of  two  errors:  overeager  expan- 
)r  a  lack  of  fundamentals,  such  as  controls  for  collecting 
.  A  DSI  team  of  up  to  seven  consultants  runs  the  ailing 
esses  for  an  average  of  six  months  before  returning 
to  their  managers.  Brandt  and  his  staff  of  19  can  work 
to  30  companies  at  a  time. 

indt,  39,  fell  into  the  business  while  working  on  a  doctor- 
sociology.  A  friend  asked  for  help  at  an  ailing  coal  mine, 
I  the  owners  wound  up  selling,  and  Brandt  was  hooked, 
e  some  firms  that  take  an  equity  stake  in  turnaround 
ions,  Brandt  charges  a  fee  calibrated  to  the  difficulty  of 
case.  Revenues  in  1988  were  $3.4  million,  and  Brandt 
ts  to  bring  in  $4  million  this  year.  Half  his  business 
5  from  bankrupt  companies'  creditors  and  half  from  com- 
s  seeking  to  avoid  bankruptcy.  About  20%  of  the  time. 
It  opts  to  liquidate,  which  often  riles  clients.  But,  he 
,  "we  don't  depend  on  repeat  business." 

By  Lois  TTierrien  in  Chicago 


lES  BERRIEN:  SAILING  ALONG 
\  SEA  OF  CHALLENGERS 


an  after  Ameri- 
in  Express  Co. 
him  in  1985  to 
i  its  moribund 
&  Wine  maga- 
James  S.  Ber- 
;ought  to  warm 
ins  with  the  ad- 
ing  community 
offering  some 
gourmet  cook- 
lessons.  But 
s  warmed  up  faster  than  expected  when  the  food  began 
older.  In  seconds,  the  fire-extinguishing  system  went  off, 
5ring  the  food  with  white  powder  and  drawing  a  troop  of 
en.  "It  was  a  disaster,"  Berrien  says,  but  he  jokes  that  at 
he  made  a  name  for  himself. 

ise  days,  Berrien,  37,  is  feeling  a  different  sort  of  heat. 


He's  now  publisher  of  AmEx's  18-year-old  Travel  &  Leisure, 
which  is  under  competitive  pressure  as  never  before.  Conde 
Nast's  Traveler  has  been  the  most  aggressive  challenger,  but 
a  sharpened  national  appetite  for  travel  has  drawn  a  host  of 
other  magazines  to  the  category — all  trying  to  chip  away  at 
T&l's  industry-leading  circulation  of  1.1  million  and  annual 
revenues  of  $44.7  million. 

Defending  a  leadership  position  is  a  high-pressure  job,  but 
that's  why  AmEx  put  him  there.  He  had  already  doubled 
revenues  at  Food  &  Wine  when  Conde  Nast  launched  its 
glossy  Traveler  in  September,  1987.  Perceiving  a  threat  to  its 
flagship,  American  Express  Publishing  installed  Berrien  at 
T&L  the  following  month.  Since  then,  he's  enlivened  the  maga- 
zine's look  and  expanded  its  six  regional  editions.  To  entice 
advertisers,  he  offers  embellishments  such  as  setting  aside 
$400  from  each  page  of  ad  revenue  to  stage  parties  for  valu- 
able customers.  And  he's  helping  advertisers  target  preferred 
customers  through  AmEx'  vast  data  base. 

Despite  the  competition,  mi's  ad  revenues  in  the  first  half 
of  this  year  are  17.9%  ahead  of  year-ago  levels.  All  the  while, 
Berrien  professes  not  to  worry  about  his  rivals.  "If  other 
people  want  to  be  in  this  marketplace,"  he  says,  "the  more  the 
merrier."  Provided  he's  on  top,  of  course. 


CAROL  EINIGER: 

ONE-OF-A-KIND  AT  WASSERELLA 


Carol  B.  Einiger  isn't 
one  to  brag,  but  the 
poster  propped  behind 
her  desk  attests  in  big 
blue  letters  to  her 
weighty  reputation  as  an 
investment  banker.  It 
reads:  "Goldman  Sachs, 
A.  G.  Becker,  Merrill 
Lynch,  Lehman  Brothers 
versus  Carol  Einiger."  It 
was  designed  as  ad  copy 
for  her  employer.  First 
Boston  Corp. 

The  ad  never  ran — 
and  it  never  will.  Last  June,  Einiger,  39,  joined  rival  Wasser- 
stein,  Perella  &  Co.,  the  high-powered  firm  launched  when 
hotshots  Bruce  Wasserstein  and  Joseph  R.  Perella  defected 
from  First  Boston  in  1988.  The  company's  only  female  manag- 
ing director,  Einiger  helps  companies  with  restructurings, 
mergers  and  acquisitions,  divestments,  and  takeover  defenses. 

Einiger  downplays  her  role  as  a  pioneer,  although  she  was 
the  first  female  managing  director  at  First  Boston,  too.  "I 
didn't  think  a  lot  about  being  the  first  woman,"  she  says. 
After  graduating  from  the  University  of  Pennsylvania,  "there 
seemed  to  be  very  few  opportunities  that  weren't  secretarial, 
and  I  didn't  have  those  skills,"  she  quips.  She  went  on  to 
Columbia  University  business  school,  joining  First  Boston  in 
1973.  Her  clients  included  J.  C.  Penney,  Du  Pont,  and  Chrysler, 
among  others.  She  won  renown  for  leading  First  Boston's 
charge  in  the  zero-coupon  corporate  bond  business. 

Between  First  Boston  and  Wasserella,  Einiger  taught  ethics 
at  Columbia  for  a  year.  But  she's  happy  to  be  back  on  Wall 
Street.  As  Einiger  describes  it,  the  fun  of  investment  banking 
is  in  "working  together  with  your  client  and  feeling  you've 
made  a  difference."  If  the  sign  behind  her  desk  is  any  indica- 
tion, the  thrill  of  competition  counts  for  something,  too. 

By  Ruth  Conniff  in  New  York 
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Business  Week  Events  and  Services 


For  Information  Executives 


Business  Week  and  The  BusinessWeek  Newsletter  for  Information  Executives  present 
this  annual  gathering  of  the  elite  of  IS  management. 

Senior-level  information  executives  will  discuss  the  critical  issues  facing  information  systems 
management: 

—  How  are  top  ClOs  communicating  their  vision  to  their  corporate  leadership? 

—  How  do  the  most  successful  information  executives  approach  the  human  side  of  their  jobs  — 
recruiting,  training,  motivating  and  retaining  the  people  who  work  for  them? 

—  Are  you  making  the  most  of  the  full  gamut  of  information  technology  now  available  through  lull 
integration  olyour  data  processing,  and  data  and  voice  communications'' 

—  Is  CASE  yielding  its  lull  benefits  for  your  firm''  Find  out  what  routinized  methods  of  CASE 
implementation  have  emerged,  and  share  your  own  CASE  case 

If  you  are  a  Chief  fnformafion  Officer  Vice  President  for  Information  Systems,  Data  Processing 
Manager,  Telecommunications  manager  a  CEO  lacing  significant  IS  investments  or  an  executive 
responsible  for  the  information  systems  portfolio,  you  should  attend  this  Symposium.  Produced  by 
Business  Week  and  The  BusinessWeek  Newsletter  for  Information  Executives  in  association  with 
AT&T  Comshare and  Touche  Ross. 

m  September  20-21  New  York 


The  1989  Business  Week 
Symposium  of 
Information  Executives 

staying  Ahead  of  Technological  Change 
The  IS  Management  Challenge  of  the  90s 


The  BusinessWeeIc 


SEMINARS 


Newsletter  For 


Information  Executives 


The  premier  bi-weekly  publication  lor  senior  information 
executives  Keeps  you  current  on  the  latest  developments  in 
information  systems  management.  Provides  business 
solutions  to  information  systems  problems  that  can  be  applied 
to  your  firm.  Helps  you  plan  your  budget  and  make 
management  decisions. 

This  publication  for  Chief  Information  Officers.  Vice 
Presidents/Information  Systems  and  executives  responsible  for 
corporate  data  communications,  has  three  new  features  that 
make  the  newsletter  even  more  valuable: 

^  Spending  Spreadsheet  -  an  excfusive  industry-by- 
industry  profile  of  U.  S  capital  spending  on  IT 

—  Technology  Watch  -  management  perspectives  on 
technological  innovations. 

—  What  If  .''-a  decision  maker's  checklist 


I  For  information,  call  toll  tree 


445-9786 


Information  Systems  Strategies 


How  to  Develop  and  Manage  Information  Systems  Strategies  to  Meet  Your 
Business  Objectives 

Last  year  American  companies  spent  $40  billion  on  information  technology  Information  systems  are 
expensive 

To  make  them  pay  you  need  a  carefully  designed  strategy  —  a  strategy  to  guarantee  your  firm  gets 
all  It  can  out  ol  the  IS  investment.  At  this  Business  Week  Executive  Seminar  on  Information  Systems 
Strategies,  you  will  learn  how  to: 

—  Develop  and  apply  information  strategies 

—  Translate  company  objectives  into  effective  IS  strategies 

—  fVlaximize  the  effect  of  the  technology  you  already  have  in-house 

—  Plan  lor  future  systems  development 

—  Promote  effective  communication  between  systems  executives  and  senior  management 

Get  the  most  out  ol  your  investment  in  new  technology  by  anticipating  your  Firm's  future  needs  and 
preparing  today  to  meet  those  needs 

Chief  Information  Officers,  senior  executives  in  systems  development  and  data  processing,  and 
senior  executives  in  business  managmenf.  corporate  planning,  and  strategic  planning  will  prolit  by 
attending  this  Business  Week  Executive  Seminar  Presented  by  Business  Week  in  association  with 
Nastec  Corporation. 


II  June  20-21  New  York 
June  27-28  Boston 


July  11-12  San  Francisco 
July  19-20  Chicago 


m  August  8-9  Toronto 

■  September  13- 14  New  York 


Business  Week  Executive  Programs 
1221  Avenue  ol  the  Americas  -  36th  floor 
New  York,  New  York  10020 


For  information  please  call: 
(800)  848-9018  or  (212)  5 12-4930 


Strategic  Planning  for  New  Technologies 

Newly  Updated  for  1989-90  

Technology  can  give  your  firm  sustainable  competitive  advantage.  How  can  you  make  certain  your 
technology  investment  is  delivering  100%  ol  its  potential  benelits''  Now  in  its  fourth  year  the 
Business  Week  Executive  Seminar  on  Strategic  Planning  tor  New  Jechnologies  oilers  guidance  and 
methods  lor  maximizing  the  return  olyour  corporate  technology  portfolio  The  seminar  has  been 
newly  updated  for  1989  -  90 

m  Call  (800)  848-9018  tor  inlormation  on  seminar  locations  Fall  1989 


Presenting 


of  American  Business 


BusinessWeek 
celebrates  its  60th 
anniversary  with  a 
special  photo  essay 
in  the  September  25, 

1989  issue.  Capturing  six  decades 
of  American  business,  this  unique 
and  far-ranging  photo  essay  will 
cover  the  period  from  the  Great  De- 
pression to  today's  fast-paced  global 
market,  providing  valuable  insight 
into  how  the  business  world  has 
coped  and  conquered  throughout 
the  years.  Business  Week's  "60  Years  Of 
American  Business "  will  deliver  your  advertising 


message  to 
over  7  million* 
^  readers  worldwide 
— the  largest  audience 
of  any  business 
magazine.  Don't  miss  out  on  what  may  be 
the  most  popular  guided  tour  of  the  Ameri- 
can business  scene  ever — join  us  as  we 
celebrate  "60  Years  of  American  Business'.' 
For  more  information  contact  your  Business 
Week  representative  or  Tripp  Miller  at 
(212)  512-3501 
or  Fax  (212)  512-2117. 
Closing  Date:  August  21 , 1989 
Issue  Date:  September  25, 1989  'Source i989smrb 


Businessweek 
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Investing 


CLUBS  WHERE  YOUR  DUES 
CAN  PAY  FAT  DIVIDENDS 


You  probably  wouldn't 
expect  a  group  calling 
itself  the  Dollars  and 
Dimes  Investment  Club  to 
have  much  success  in  the 
stock  market.  But  30  years  af- 
ter nine  airline  mechanics 
started  the  club  by  pitching  in 
$10  a  month,  20  members  are 
sitting  on  a  pot  that  has 
grown  to  more  than  $500,000. 

It's  a  success  story  echoed 
by  many  of  the  6,962  clubs 
linked  to  the  National  Associ- 
ation of  Investors  Corp.  (313 
543-0612).  NAIC,  a  nonprofit 
group  for  investment  clubs, 
espouses  the  financial  virtues 
of  investing  in  stocks  via  dol- 
lar-cost averaging,  or  invest- 
ing set  amounts  regularly 
whether  the  market  is  rising 
or  falling.  The  portfolios  that 
result  aren't  penny-ante:  The 


average  club's  portfolio  is 
$60,125,  and  in  addition,  mem- 
bers have  personal  portfolios 
averaging  $119,000  each.  Typi- 
cally, the  clubs  keep  pace 
with  the  market  averages. 
WAITING  LISTS.  These  groups 
can  be  a  good  way  to  test 
hunches  or  benefit  from  new 
perspectives  before  experi- 
menting with  your  personal 
portfolio.  But  "the  main  bene- 
fit is  that  you  learn  a  lot 
about  nuts-and-bolts  invest- 
ing," says  Nancy  Tang,  a 
member  of  a  club  in  Portland, 
Ore.  And  while  many  clubs 
are  social,  that  "isn't  as  im- 
portant as  hearing  other  peo- 
ple's views,"  says  Florence 
Shama,  who  often  runs  ideas 
by  her  club  in  Columbus, 
Ohio,  before  touching  her 
own  portfolio. 


Since  many  successful 
clubs  tend  to  have  limited 
memberships,  you  may  not  be 
able  to  join  an  established 
one.  In  fact,  many  have  wait- 
ing lists,  so  you  may  want  to 
start  your  own  club. 

If  you  decide  to  establish  a 
club,  you'll  have  to  do  some 
paperwork.  First,  you'll  need 
to  decide  which  form  the  club 
will  take:  corporation  or  part- 
nership. Most  become  partner- 
ships so  that  they'll  be  ex- 
empt from  paying  corporate 
taxes,  although  individual 
members  must  report  their 
share  of  any  gains,  losses, 
dividends,  or  interest  earned 
on  their  own  returns.  And  be- 
fore the  club  begins  trading, 
it  must  obtain  a  federal  tax 
identification  number  from 
the  IRS. 


Informal  investing 
may  not  bother  adopti- 
name,  but  most  NAIC  gW) 
do,  creating  such  fan.' 
ones  as  Up  Your  Asset.- 
PICS  (Profitable  Investii 
Growth  Stocks)  in  Colui 
Ohio,  Moneybags  in  San  ■ 
Cisco,  and  Milwaukee'.s  ' 
in  the  Vest. 

Getting  the  right  blei 
genders  is  important,  ac\i 
ing  to  an  NAIC  survey  o 
ducted  in  1988.  The  eari{i( 
rate  for  all-male  clubs  i! 
been  8.77^  compounded  ijn 
ally,  while  all-female  gi|i| 
have  had  a  total  returi ' 
9.1'a.  But  mixed  clubs  h*^ 
lifetime  earnings  ratj" 
10.4';;.  Says  LaVonne  EjW- 
in  Columbus,  who  belon|| 
three  clubs:  "Women  ^' 
more  faith  in  holding  on.i' 
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to  make  a  quick  buck." 
the  beginning,  average 
r  commissions  of  $35  a 
iction  can  eat  into  a 

capital — a  group  of  15 
3  putting  in  $30  a  month, 
vould  pay  almost  8%  of 
investment  as  the  com- 
)n  on  a  $450  purchase, 
roid  hefty  commissions, 
AIC  has  a  Low  Cost  In- 
lent  Plan.  The  associa- 
>  enrolled  in  the  dividend 
istment  plans  of  more 
50  companies,  so  mem- 
:an  buy  their  shares  at 
if  any  transaction  cost, 
igh  investing  in  such 

the  19-month-old  Har- 
m's Investment  Club  in 
I,  Ohio,  has  put  $9,800 

12-stock  portfolio  and 
ust  $60  in  commissions 
!es  (the  portfolio  value  is 
12,600,  a  28%  increase). 

GOALS.  Most  groups 

mistakes  in  their  first 
'ears.  In  fact,  after  a 

0  18  months,  about  half 
:  clubs  started  will  dis- 

says  Thomas  O'Hara, 
lan  of  the  naic.  "But 
es  that  stay  go  on  for  a 
e."  More  than  450  of 
UC's  member  clubs  are 
15  years  old,  and  many 
e  second-generation 
3rs. 

le  from  helping  clubs 
tablished,  the  naic  puts 
step-by-step  Investors 
J  that  details  how  to 
te  a  stock  according  to 
sociation's  portfolio  phi- 
y.  For  $30  a  year  and 
person,  clubs  get  the 
il  and  members  get 
ly  magazines  that  out- 
vestment  ideas. 
NAIC  says  clubs  should 
?h  goals:  a  target  of 
)rice  appreciation  every 
!ars  (a  14.4%  annual  in- 

1  and  a  steady  4%  to  6% 
id  yield.  As  the  naic 
,  the  most  essential  in- 
it  in  a  company  is  the 
ement.  The  association 
against  placing  major 
sis  on  industry  out- 
nd  products.  Instead,  it 

|!.ts  looking  for  an  aver- 
owth  rate  in  sales  of 
mpounded  annually  or 
That's  very  basic  ad- 
lat  the  premise  is  valid: 
!i  pay  to  do  your 
'Ork.     Suzanne  Woolley 


Software 


FOR  YOUR  IBM 
PC:  WILD  AND 
CRAZY  GAMES 


In  the  old  days,  three  or 
four  years  ago,  anyone 
looking  for  slick  graphics 
and  games  software  for  a  per- 
sonal computer  didn't  turn  to 
IBM.  Computers  from  Apple 
or  Commodore  were  the  pre- 
ferred choices.  But  lately,  IBM 
and  the  clones  have  drawn 
even,  and  software  companies 
have  designed  a  slew  of  so- 
phisticated game  programs 
for  those  PCs. 

Programs  that  simulate 
real-life  thrills  are  the  rage.  A 
color  monitor  isn't  essential  to 
run  them,  but  it  helps,  as  does 
a  joystick  or  mouse.  And  you 
will  need  a  graphics  card — ei- 
ther an  EGA  or  the  more  so- 
phisticated VGA  card. 
Boot  up  Chuck  Yeager's 


sub)  through  a  series  of  mis- 
sions ranging  from  routine 
exercises  off  the  Philippines 
to  an  attack  on  Libya.  While 
the  game  is  simple  to  control 
and  features  excellent  graph- 
ics, the  intricacies  of  modern 
submarine  warfare  can  be 
overwhelming. 

Software  Toolworks  has  a 
hit  in  their  witty  simulation  of 
an  operating  room.  Life  and 
Death  ($49.95).  In  the  game, 
players  take  on  the  roles  of 


tions — from  fielder  position- 
ing to  the  suicide  squeeze— 
and  detailed  graphics  combine 
to  create  a  true-to-life  repre- 
sentation of  the  game. 
MAGIC  KINGDOM.  For  outright 
fantasy,  there's  Might  and 
Magic  II  from  New  World 
Computing.  Given  command 
of  a  band  of  six  varied  adven- 
turers of  your  own  creation, 
you  are  dropped  into  the 
mythical  kingdom  of  Cron, 
where  you  can  spend  hours. 


Advanced  Flight  Trainer  2.0 
($49.95)  by  Electronic  Arts 
and  experience  the  excitement 
of  flying  any  one  of  17  air- 
craft over  hundreds  of  miles 
of  colorful  terrain,  all  in  3-D. 
Simplified  yet  realistic  con- 
trols make  Advanced  Flight 
Trainer  far  easier  to  pilot 
than  its  earlier  counterparts, 
while  a  clearly  written  in- 
struction manual  guides  the 
novice  smoothly  into  the  air. 
SUB  VERSIONS.  Another  pro- 
gram from  Electronic  Arts, 
688  Attack  Sub  ($49.95),  takes 
simulations  a  notch  higher. 
Players  captain  a  Los  Ange- 
les-class U.  S.  atomic  subma- 
rine (or  a  Soviet  Alfa-class 


medical  students  toiling  in  a 
large  hospital.  Diagnostic  and 
surgical  procedures  are  de- 
picted fairly  well,  while  the 
colorful,  accurate,  and  some- 
times hilarious  graphics  make 
operating  on  patient  after  pa- 
tient great,  if  grisly,  fun. 

Serious  baseball  fans  will 
enjoy  Earl  Weaver  Baseball 
($39.95)  from  Electronic  Arts. 
The  most  advanced  program 
of  its  kind,  the  game  offers 
players  the  chance  to  manage 
one  of  baseball's  classic 
teams,  either  against  a  second 
player  or  against  the  comput- 
er persona  of  retired  Balti- 
more Orioles  Manager  Earl 
Weaver.  Numerous  play  op- 


days,  or  even  weeks  exploring 
cities,  dungeons,  and  vast  out- 
door tracts  on  a  daunting  se- 
ries of  quests. 

In  a  more  realistic  vein. 
Balance  of  Power:  The  1990 
Edition  ($49.95,  from  Mind- 
scape)  is  a  geopolitical  simu- 
lation in  which  players  make 
decisions  on  foreign  policy  for 
the  U.  S.  or  the  Soviet  Union 
while  trying  to  avoid  nuclear 
war.  Although  a  knowledge 
of  current  affairs  is  helpful, 
any  intelligent  player  should 
be  able  to  think  through  the 
game's  set-piece  crises  and 
dilemmas — which  makes  it  a 
lot  easier  than  real-world 
decisions.        J.  H.  Pluenneke 
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THESE  ALARMS 
DO  MORE  THAN 
JUST  SCREAM 


One  of  the  banes  • 
of  urban — and, 
increasingly, 
suburban — living  is  the 
car  alarm  that  wails 
unceasingly  through  the 
night.  But  now  there's  an 
alternative:  an  alarm  tha 
alerts  you  to  a  break-in  by 
automatically  setting  off  a 
tiny  beeper  in  your  pocket. 

That's  one  of  many  alarm 
innovations  available  at  auto 
dealers  or  car-stereo  shops. 
Some  beeper  systems,  such  as 
Crimestopper  Security  Prod- 
ucts' Commander,  are  so  elec- 
tronically sophisticated  that 
they  can  signal  whether  your 
vehicle  has  had  a  window  bro- 
ken or  merely  been  nudged 
by  another  car  parking  too 
close.  At  $500  to  $1,000,  the 


high-tech  sys-  , 
tems  are  pricier  than  simple 
siren  alarms  available  for 
$150  or  so.  And  installation 
adds  509^  or  more  to  the  cost. 
RATE  BREAK.  Most  are  passive 
systems  that  turn  themselves 
on  a  few  seconds  after  the 
ignition  key  is  removed.  That 
can  cut  your  insurance  rates: 
Generally,  insurers  give  5% 
off  for  an  active  system  that 
must  be  armed  manually,  107' 
for  a  system  that  sets  itself. 


Some  siren  systems,  such 
as  Clifford  Electronics'  Smart- 
Siren,  let  you  choose  your 
own  dot-and-dash  sequence  to 
identify  your  car's  alarm. 
What  if  a  thief  cuts  wires  to 
silence  the  125-decibel  blare? 
The  computer  brain  disrupts 
an  electrical  circuit  so  the  en- 
gine can't  start. 

A  key-ring  remote  transmit- 
ter lets  you  turn  the  system 
off  before  you  get  behind  the 
wheel.  Some,  such  as  the  one 


in  Code-Alarm's  $400  XT- is 
system,  work  up  to  30(i  : 
away  and  feature  a  panir 
ton:  If  you  run  into  ti 
near  your  car,  press 

sound  the  siren  and  I 
the  headlights. 
EARLY    START.  Other 

motes — on  Clifford's  In 
Guard  600  system,  for  e? 
pie — can  operate  a  vehi( 
electric  windows  and  c 
locks,  pop  the  trunk,  or  ( 
start  the  engine  from  afa 
The    $575  IntelliGv 
boasts  another  feature 
to  please  any  owner  wl 
sleep  has  been  disturbed  1 
wailing  siren  perhaps  fal 
triggered  by  a  passing  ti 
jolting  a  sensor  on  the 
After  an  initial  short  b 
the  alarm  goes  silent  w|lf 
the  electronics  check  whe  - 
any  other  sensors — on  d( 
windows,   hood,   or  trui- 
have  been  disturbed.  If  m 
has,  the  siren  sounds  agaiti 
tell  you  that  real  troublis 
afoot.  But  if  it's  a  false  akr. 
the  system  goes  back  » 
guard" — and  you  go  baclfa 
sleep.  Don  Drt 


 ^  ^  i 

paper,  issued  overseas  | 

denominated  in  dollars  | 

there's  no  currency  ril 

Dreyfus  Worldwide  is  S 

rently  invested  20%  in  ni- 

U.  S.  instruments,  less  tin 

Spartan's  28%. 

The  two  industry  gia^ 
aren't  the  only  ones  to  cdi- 
pete  by  trimming  fees  * 
times.  Flex-funds  in  DuIj 
Ohio,  has  made  it  into  ,e 
top  10  money  market  fui;s 
for  the  past  three  years  y 
waiving  its  fees  periodica'. 
And  Vanguard's  mory 
funds  traditionally  have  Id 
the  lowest  fees— and  amcg 
the  highest  yields — in  thei- 
dustry.  (For  a  free  copytf 
Donoghue's  Top  Mot$ 
Funds,  call  800-445-5900.) 

Fidelity  and  Dreyfus 
both  losing  money  on  tl* 
funds,  though  that's  not  v 
portant  to  them  right  mV. 
The  funds  are  designed  .s 
flashy  loss  leaders  to  di* 
investors  "into  the  stoii 
But  if  they  jack  up  their  fis 
and  the  yields  start  falli?, 
that  doesn't  mean  you  h  e 
to  stay  there.    Leah  Nath)i 


When  interest  rates 
start  falling,  you  ex- 
pect the  stock  and  bond  mar- 
kets to  do  well.  But  even  to- 
day's declining  rates  haven't 
dampened  investors'  enthusi- 
asm for  money  market 
funds.  Part  of  the  reason  is 
that  the  two  industry  ti- 
tans— Fidelity  Investment 
and  Dreyfus — are  competing 
so  hard  to  attract  money 
market  dollars  that  both 
have  temporarily  reduced 
their  fees,  thereby  jacking 
up  the  yields  on  their  funds. 

The  battle  began  in  .Janu- 
ary, when  Fidelity  launched 
its  Spartan  Money  Market 
Fund.  A  month  later,  Drey- 
fus followed  with  its  World- 
wide Dollar  Money  Market 
Fund.  Since  then,  the  two 
have  racked  up  returns  that 
rank  them  among  the  top 
three  money  market  funds. 
In  the  seven  days  ended 
Aug.  1,  Spartiin  turned  in  an 
annualized  9.4%  return  and 
Dreyfus  Worldwide  9.48%. 
Both  widely  exceeded  the  av- 
erage 8.47%  of  all  money 
market  funds.  This,  plus  a 


Smart  Money 

MONEY  MARKET  FUNDS 
THAT  PACK  A  REAL  PUNCH 


marketing  blitz,  helped  them 
raise  a  total  of  .$5.6  billion. 

Fidelity  and  Spartan  are 
both  absorbing  the  operating 
costs — 0.67%'  is  the  industry 
average — that  normally  hold 
down  yields.  For  now,  Fideli- 


Two  big  funds  are 
lowering  their  fees 
to  lure  investors 


ty's  Spartan  is  paying  itself 
only  0.10%  of  the  fund's  as- 
sets. And  it  will  keep  phas- 
ing in  fees  until  they  reach 
0.45%',  where  they  will  stay 
until  1992.  Dreyfus  has  said 
it  won't  impose  any  fees  un- 
til Oct.  2,  or  until  it  grows 
from  its  current  $2.4  billion 


to  $3  billion.  Even  then,  the 
firm  may  well  wait  before 
imposing  fees. 

"There  are  some  big  differ- 
ences between  the  two 
funds.  Dreyfus  has  a  low 
$2,500  minimum  and  offers 
free  checks,  exchanges,  and 
wire  redemptions.  Spartan 
requires  a  high  $20,000  mini- 
mum; each  check  costs  $2, 
and  each  exchange  or  wire 
redemption  is  $5. 
LOW  RISKS.  In  terms  of  the 
funds'  investment  philoso- 
phy, the  two  are  essentially 
the  same.  Spartan  doesn't 
emphasize  its  international 
flexibility.  But  it,  along  with 
Dreyfus  Worldwide,  can  in- 
vest up  to  100%'  in  Eurodol- 
lar instruments,  which  typi- 
cally yield  a  bit  more  than 
stateside  paper.  These  are 
mostly  CDs  and  commercial 
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Isee  you've  switched 
Vodkas,  Vladimir"" 


ICY  COLD.  ICY  CLEAR.  ICY  VODKA.  IT'S  SMOOTH  AS  ICE. 


Vodka,  40%  Ale.  by  Volume,  Imported  by  Brown-Forman  Beverage  Co ,  Louisville,  KY  (ci  1989 


ItWoiilcna<eA 
Change  Of 
Inaiedible  Ffoportions 
T)OuteiDwA 

lidficBelKjentiTex 
Phone  System, 


When  giants  of  industry 
require  a  teleplione  system 
that  can  grow  and  change 
along  with  their  growing 
needs,  they  know  exactly 
which  system  to  use. 

They  use  the  Centrex 
system  from  Pacific  Bell. 


Because  the  simple  fact 
is,  no  company  has  ever 
grown  too  big  for  Centrex. 

With  Centrex,  you're  not 
just  plugging  into  your  own 
limited  hardware. 

Instead,  you're  plugging 
into  Pacific  Bell's  central 


offices,  which  have  virtua^i 
unlimited  capacity. 

So  when  your  needs  gr(,Vi 
and  you  need  more  linesb 
and  features,  simply  give  ? 
a  call  and  we'll  make  thei 
available. 

We  can  even  link  togeth!*- 


A  PACIFIC  TELESIS  COMPANY  I  UiMMMi 
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locations. 

nlike  any  other  phone 
;m,  there's  no  switching 
pment  to  buy.  There's 
ling  to  maintain.  And 
ling  to  outgrow, 
ow,  we  can  tell  you  how 
never  pay  for  more  lines 


than  you're  actually  using. 
Or  about  the  amazing  relia- 
bility of  Centrex.  Or  about 
it's  flexibility  to  accommo- 
date changes  both  in  busi- 
iness  and  technology. 

But  that's  another  big 
story  altogether. 


To  learn  more  about  Pacific 
Bell  Centrex,  call  your  Pacific 
Bell  Account  Executive  or  an 
Authorized  Sales  Represen- 
tative for  Pacific  Bell. 
Pacific  Bell  Centrex, 
Communications 
For  A  Changing  World, 


PACIFICgltBELL 
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This  is  what 
it  feels  like 
to  have 
asthma. 


Try  breathing  through  a  thin  straw. 
With  an  asthma  attack  it's  a  fight  for 
every  breath  you  draw. 

Asthma  is  a  serious  lung  disease  that  can  affect  children  and  adults  at  any 
time.  An  attack  can  be  triggered  by  such  diverse  causes  as  cold  air,  pets, 
tobacco  smoke,  dust,  and  stress.  The  American  Lung  Association"  is 
helping  people  control  asthma  so  they  can  lead  happy,  normal,  active  lives 

It's  a  matter  of  life  and  breath" 


AMERICAN 


LUNG  ASSOCIATION 

The  Christmas  Seal  People  - 


Space  conlribuled  by  the  publisher  as  a  public  service, 
104D-CA 


ITES  ARE  FLYING 
^  A  HIGH-TECH  HIGH 


SPINNIHC 
WIND  SOCKS 
STREAM  BY 


n  afternoon  of  kiting 
lUsed  to  be  so  uncom- 
I  plicated — just  some 
and  wood  and  a  ball  of 
.  But  even  kites  have 
high-tech.  Today's  are 
of  lightweight  ripstop 
with  graphite  and  fiber- 
frames.  Even  cotton 
is  passe.  Now,  there's 
r  line,"  a  high-density 
hylene  material  that's 
eds  of  times  stronger 
.tandard  nylon  kite  line, 
ances  in  the  dual-line 


maneuverable  kite  are  the  in- 
dustry's most  noted  recent  in- 
novations. Kiters  are  no  long- 
er limited  to  watching  their 
kites  dance  aimlessly  in  the 
sky.  Now,  they  can  control  ev- 
ery twist  and  turn.  "Stunt 
kites"  have  been  around  for 
years,  but  the  improvements 
in  materials  have  spawned 
some  fantastic  creations. 

San  Diego  designer  Don  Ta- 
bor's Hawaiian  Team  kites, 
which  resemble  miniature 
hang  gliders,  are  the  most 


popular  stunt  kites  on  the 
market  today.  They  cost 
around  $150.  Also  popular  are 
the  spinning  wind  socks  that 
are  90  feet  long  and  15  feet 
wide  (up  to  $1,300)  and  the 
crescent-shaped  Flexifoil  Pow- 
er kite  ($280  for  a  10-foot 
model),  holder  of  the  kite 
speed  world  record,  108  mph. 

Still,  there's  no  reason  kit- 
ing has  to  be  expensive.  A 
good  stunt  kite  with  dual  spi- 
der lines  runs  under  $30. 

You  can  see  many  of  these 


exotic  kites  in  Lincoln  City, 
Ore.,  the  self-proclaimed  kit- 
ing capital  of  the  world.  Catch 
the  Wind  (800  227-7878),  a 
large  mail-order  and  retail 
specialty-kite  company  in  Lin- 
coln City,  frequently  displays 
huge  spinning  wind  socks  at 
festivals,  which  are  drawing 
larger  crowds  every  year. 
ALONG  FOR  THE  RIDE.  Lincoln 
City  has  a  festival  scheduled 
for  Sept.  29-30.  On  display  will 
be  a  150-foot-long  spinning 
wind  sock.  "Here,  tourism 
and  kiting  go  hand  in  hand," 
says  David  Gomberg,  execu- 
tive director  of  the  Lincoln 
City  Chamber  of  Commerce 
and  president  of  Associated 
Oregon  Kiters. 

Kite  designers  aren't 
through  innovating.  "We  are 
going  through  a  renaissance, 
with  stunt  kites  leading  the 
way  to  even  more  exciting  de- 
velopments," says  Steven 
Lamb,  owner  of  Catch  the 
Wind.  Designers  are  working 
on  devices  that  will  take  "kite- 
skiers"  along  for  the  ride. 
And  if  stunt  kites  are  any  in- 
dication, the  sport  is  bound  to 
find  a  following — as  much  of 
one,  perhaps,  as  an  idyllic, 
simple  single-line  afternoon  in 
the  park.  Jan  Frouman 


Tax  Tips 

(ING  THE  KINKS  OUT 
TANGLED  IRS  PENALTIES 


lat  ominous  letter  from 
;he  IRS  says  you  made  a 
pl60,000  mistake  on 
taxes.  And  your  night- 
could  be  just  beginning. 
'  current  laws,  one  slip- 
ild  add  up  to  more  than 
ictual  tax  bill,  af- 
11  the  penalties 
seen  paid, 
t  may  change 
>oon.  Congress  is 
ig  through  the 
-turvy  rules  on 
penalties.  The 
;  Ways  &  Means 
littee  is  consider- 
reform  bill,  and  a 
r  Senate  measure 
the  works.  By 
nd,  taxpayers 
lave  a  new  law, 
ing  down  a  mind- 
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boggling  code  that  has  grown 
from  14  penalties  in  1954  to 
more  than  150  today. 

The  reforms  will  eliminate 
some  of  the  multiple  fines  for 
the  same  mistake — and  will 
reduce  your  tax  hit  from  oth- 


er penalties.  The  House  bill 
sets  just  one  fine  for  inaccu- 
racies, amounting  to  20%  of 
the  tax  underpayment  attrib- 
utable to  the  error.  (If  any  of 
the  underpayment  is  due  to 
fraud,  you  pay  lb7o  of  that 
part.)  You  will  still  have  to 
pay  fines  for  substantially 
overvaluing  items  donated  to 
charity,  for  example,  but  the 
method  is  simpler:  If  you  miss 
the  mark  by  more  than  2007f , 
you'll  pay  20%  of  your  short- 
fall. If  you're  more 
than  400%  off,  you'll 
pay  40%  of  your  error. 
You  now  pay  graduat- 
ed fines  ranging  from 
10%  to  30%  if  your  mis- 
takes are  off  by  more 
than  150%. 

Congress  v>  ill  make 
sure  that  taxpayers 
still  pay  dearly  for 
their  big  mistakes.  But 
an  overhaul  of  the  law 
will,  at  the  very  least, 
make  it  easier  to  un- 
derstand where  all  the 


penalties  come  from.  And  the 
IRS  is  hoping,  of  course, 
that  making  the  punishment 
fit  the  crime  will  go  a 
long  way  toward  encouraging 
compliance.      Catherine  Yang 


Worth  Noting 

■  TAXING  YOUTH.  For  par- 
ents whose  kids  under  14  col- 
lect interest  and  dividends, 
the  IRS  has  good  news.  The 
simple  new  Form  8814  lets 
you  include  up  to  $5,000  of 
each  child's  unearned  income 
on  your  1040  for  1989.  Be- 
fore, children  with  such  in- 
come over  $500  had  to  file  a 
separate  return. 

■  NUMBER  CRUNCH.  From 
Calculated  Industries  (800- 
854-8075),  the  Wall  Street 
Wizard  calculator  ($80)  com- 
putes yields,  commissions, 
and  more — working  with 
prices  in  fractions,  not  dol- 
lars: Punch  in  578  plus  4V4, 
and  the  display  shows  10 Vs. 
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The  Hotel  Royal  Taipei. 
Old  World  refinement  and 
sophistication  that's 
reminiscent  of  southern 

France.  Along  with 
uniquely  personalized 
service  that  helps 
make  a  stay  memorable. 
Experience  it. 


hotel  royal  taipei 

37-1,  Section  2.  Chung  Shan  North  Road.  Taipei,  Taiwan 
Tel  542-3266  Telex  23915 
Cable  ROYAL  htl  Fax  543-4897 


^nikkO  hotels  international 

For  reservations,  call  your  travel  agent, 
Japan  Air  Lines  office,  LRI 
or  Nikko  Hotels  International 
Toll  free  m  U  S  and  Canada 
1-800-NIKKO-US  (645-5687) 


THE  l.R.WDE  lOLLECTlo.N  t)P  HOTELS 
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Index  to  Companies 

This  index  gives  the  starting  page  for  a  story  or  fea- 
ture with  a  significant  reference  to  a  company.  Most 
subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  ore  not  included. 


ABC  48 

Airborne  Freight  88 
Alcar  Group  90 
Alexander  &  Alexander 

Services  72 
Alfa  Romeo  38 
Allstate  Insurance  78 
Amdahl  42 
American  Airlines  72 
American  Cyanomid  66 
Americon  Express  99 
Americon  International  72, 

74 

American  Motors  12 
Amoco  86 

Ampco-Pittsburgh  26 
Anchor  Gloss  Container  34 
Anheuser-Busch  70 
Aqua  Buoy  93 
Ariel  Capitol 

Management  88 
Ashton  Tate  96 
AT&T  5,77,86,94 
Automofic  Data 

Processing  94 
Ayer  (N,  W,)  56 

B 


Bank  of  Boston  31,  90 
Bankers  Trust  24 
Beatrice  12 
Berkshire  Hathaway  24 
Bond  70 

Boothroyd  Dewhurst  92 
Borg-Warner  80 
Boston  Whaler  34 
Bristol-Myers  86 
Burger  King  56 

c 


Calculated  Industries  105 
Campbell-Mithun-Esty  56 
Catch  the  Wind  105 
CBS  48 
Ceramic  Process 

Systems  90 
Chrysler  38,72 
Cigna  72 
Circuit  City  56 
Citicorp  24,  77 
Clifford  Electronics  104 
CML  Group  34 
Code- Alarm  104 
Coniston  Partners  24,  88 
Conrail  5 

Coopers  &  Lybrond  24 
Crimestopper  Security 

Products  104 
Crum  &  Forster  72 


D'Arcy  Mosius  Benton  & 

Bowles  56 
Dart  Drug  Stores  34,  80 
Delta  Air  Lines  24 
Development 

Specialists  99 


Dow  Jones  30 
Dreyfus  104 

E 


Eastern  Air  Lines  26,  34 
Electronic  Arts  103 
ESPN  48 
Exxon  59 


Farmland  Trading  52 
Federal  Express  88 
Fiat  38 

Fidelity  88,  104 
Fireman's  Fund  72 
First  Boston  99 
Flex-funds  104 
Ford  Motor  38,  86 
Fu|i  67 
Fujitsu  42 

G 


G.  Heileman  Brewing  70 
GAF  80 
Gannett  30 
Genentech  90 
General  Electric  28,  80 
General  Motors  38,  86 
Gillette  12 

Grand  Metropolitan  56 
GTE  86 


Hallmark  Cords  30,  72 
Hawaiian  Team  105 
Hewlett-Packard  34,  77, 
96 

Highland  Superstores  28 

Hitachi  34,42 

Holt  Planning  Associates  5 


IBM  42,  56,  103 

Integrated  Resources  80 
International  Dairy 

Queen  88 
Investment  Research  90 
towa  Beef  Processors  52 


James  (Fred  S.)  72 
Japan  Travel  Bureau  74 
John  Hancock  Mutual  Life 

Insurance  72 
Johnson  &  Johnson  86 
Johnson  Worldwide 

Associates  88 


Koito  Manufacturing  39 
KPmG  Peat  Marwick  72 
Kraft  66 
Kyocero  39 


Lozard  Freres  80 
LifeUSA  72 
Lilly  (Eli)  66 

Lintos:  Compbell-Ewald  56 
Little  (Arthur  D.)  5 
Litton  Systems  37 
Lotus  96 


M 


Mack  Trucks  38 
McDonnell  Douglas  26 
MCI  Communications  94 
Merrill  Lynch  94 
Mexicano  de  Aviacion  30 
Mexicana  de  Cobre  30 
Midway  Airlines  26 
Miller  Brewing  70 
Mindscape  103 
Molson  56 
Monfort  52 
Monsanto  66 

N 


NBC  48 
NEC  42 

New  World 

Computing  103 
Next  Inc.  90 
Nicolas  88 
Nikko  Securities  82 
Nomura  Securities  39 
Northrop  37 
Northwest  24 
Northwestern  Mutual  Life 

Insurance  94 
Northwestern  Steel  & 

Wire  26 
NTT  42 

NutraSweet  66 


Occidental  Petroleum  12 


Pon  Am  24 
Paramount 

Communications  80 
Penney  (J.  C.)  28 
Peugeot  38 
Philip  Morris  70,  86 
Philips  34 
Pillsbury  56 
Polaris  Aircraft  24 
Polaroid  80 
Princess  Cruises  56 
Procter  &  Gamble  66 
Prudential  Insurance  56,  80 


RCA  Globol 

Communications  94 
Reebok  Internotionol  34 
Relionce  Group  24 
Renault  38 
Ricoh  42 
RJR  Nabisco  78 
i  Roll  &  Ross  Asset 
Management  91 
Rorer  Group  38,  88 


Saatchi  &  Soofchi  30 
Salomon  North  Americo  56 
Samsung  Group  34 
Searle(G.  D.)  66 
Sears  28,  86 
Security  Pacific  24 
Seventh  Generation  5 
Shaklee  39 
Sharp  93 
Shuwo  39 

Software  Publishing  96 
Software  Toolworks  103 


Sony  28 
Southmark  80 
Spectra  Pharmoceut 

Services  90 
State  Farm  Mutual 
Stroh  Brewery  70 
Subaru  38 
Sumitomo  Bonk  39 
Summit  Technology 
Sun  Microsystems 
Symantec  96 
Syntex  91 

T 


Tele-Communicatior 
Televise  30 
Time  80 
TNT  88 
Topps  88 
Toshibo  28 
Towers,  Perrin,  ForsI 

Crosby  72 
Transomerico  80 
Travelers  72 
Turner  Broadcostinc 

System  80 

u 


UAL  24 

Union  Carbide  80 
Unisys  96 
U.  S.  Biochemical  2 
U.  S.  Sprint  5,  94 
U.  S.  Telecom  5 
U.  S.  West  82 
United 

Telecommunicatio 
University 

Communications 
Univision  Holdings 
USAir  24 


Vanguard  104 
Victor  Co.  of  Japan 
Vitro  34 
Volkswagen  38 

w 


Wol-Morf  Stores  2 
Wong  Laboratories 
Warner 

Communications 
Washington  Beef 
Wasserstein,  Perelli 
Wedtech  34 
Wells  Forgo  Investr 

Advisors  82 
Wells,  Rich,  Greem 
Westinghouse  Elec 
Wickes  39 
Wolfram  Research 


Xerox  24,  86 
Y 


Yamanouchi 

Phormoceutical  3 
Young  (Arthur)  5 

z 


Zenchiku  52 
Zoecon  91 
Zurn  Industries  26 


vestment  Figures  of  the  Wee 


MTARY 

<  market's  advance  con- 
ir  yet  another  week. 
)se  on  Aug.  8  to  a  frac- 
!r  2700 — a  postcrash 
ifore  dipping  on  Aug.  9. 
loria  was  aided  by  take- 
ted  buying.  Airline  stocks 
jsted  by  the  bid  for  UAL 
investor  Marvin  Davis. 
:es  plunged  on  Aug.  4, 
s  reacted  to  news  of  a 
in-expected  unemploy- 
r.  The  jobless  data  fueled 
on  that  interest  rates 
lOut  to  decline. 


STOCKS 

Aug.       Feb.       Aug.     Aug.  3-9 


52-week  change 
+32.5% 


1  -week  change 
+0.8% 


BONDS 

Aug.       Feb.  Aug. 


Slieorson  Lehman 
Treasury  Index 


52-week  change 
+12.1% 


THE  DOLLAR 

Aug.  3-9  Aug.       Feb.       Aug.     Aug.  3-9 

1430  no 


1400  100 


1  -week  change 
-3.0% 


'  1370  90 


t  1344  11 
—  1340 


J.  P.  Morgan 
Index 


52-week  change  1 -week  change 

-0.5%  +1.6% 


!KfT  ANAIYSIS 


% 

change 

OCKS 

Utest 

Week 

52-week 

NES  INDUSTRIALS 

2686.1 

1.1 

32.0 

IPANIES  (Russell  1000) 

183.1 

0.8 

31.6 

OMPANIES  (Russell  ?000) 

176.7 

1.3 

20.3 

tPANIES  (Russell  3000) 

196.0 

0.9 

30.6 

%  change  dotal  currency) 

II  STOCKS 

Latest 

Week 

52 -week 

(FINANCIAL  TIMES  100) 

2360.4 

2.3 

28.3 

NIKKEI  INDEX) 

34,859.3 

-0.1 

26.5 

)  (TSE  COMPOSITE) 

4003.7 

0.6 

22.2 

FUNDAMENTALS 

latest 

Week  ago 

Year  ago 

90-DAY  TREASURY  BILL  YIELD 

8.2% 

7.9% 

7.3% 

30-YEAR  TREASURY  BOND  YIELD 

8.2% 

7.8% 

9.3% 

S&P  500  DIVIDEND  YIELD 

3.0% 

3.1  % 

3.6% 

S&P  500  PRICE/EARNINGS  RATIO 

13.4 

13.4 

11.9 

TECHNICAL  INDICATORS 

latest 

Week  ago 

Reading 

S&P  500  26-week  moving  average 

312.3 

310.4 

Positive 

Stocks  above  26-week  moving  overage 

69.0% 

66.0% 

Neutral 

Speculative  sentiment:  Put/call  ratio 

0.21 

0.21 

Negative 

Insider  sentiment:  Vickers  sell/buy  ratio 

2.02 

2.15 

Neutral 

IStRY  GROUPS 

BRIDGE  INFORMATION 

SYSTEMS  INC. 

fEEK  LEADERS 

% 

4-week 

change 

52-week 

Strongest  stock  in  group 

% 

4-week 

change 

52-week 

Price 

AINMENT 

18.5 

88.5 

WALT  DISNEY 

22.0 

89.1 

1 19% 

RAGE  FIRMS 

18.5 

39.4 

MERRILL  LYNCH 

21.3 

33.2 

35% 

ES 

18.3 

89.4 

UAL 

30.1 

130.8 

2191/4 

S 

16.3 

28.5 

PHELPS  DODGE 

20.0 

76.6 

68% 

14.0 

11.8 

ARMCO 

22.6 

18.4 

12% 

fEEK  LAGGARDS 

% 

4-week 

change 

52-week 

Weakest  stock  in  group 

% 

4-week 

change 

52-week 

Price 

E  TIME 

0.3 

-2.3 

BRUNSWICK 

-2.2 

-21.6 

16% 

HINGS  AND  APPLIANCES 

0.3 

19.6 

ZENITH  ELECTRONICS 

-7.5 

-22.3 

17 

HING 

1.3 

25.5 

TIME 

-7.1 

39.5 

141% 

STATE  INVESTMENT  TRUSTS 

1.6 

-7.7 

LOMAS  &  NETTLETON 

-9.6 

-32.2 

15V4 

1  CARE  SERVICES 

1.9 

-9.2 

BEVERLY  ENTERPRISES 

-5.9 

25.5 

8 

UAL  FUNDS 


MORNINGSTAR  INC. 


s 

1  totol  return 

% 

LAGGARDS 

Four-week  total  return 

% 

«AN  DEAN 

12.4 

FIDELITY  SELECT  SOFTWARE  &  COMPUTER 

-3.3 

11.5 

STRATEGIC  SILVER 

-1.3 

FY  SELECT  PAPER  &  FOREST 

10.8 

UNITED  SERVICES  GOLD  SHARES 

-1.0 

tots!  return 

% 

52-week  totol  return 

% 

SMALL  CAPITALIZATION  PORTFOLIO 
/ARE  GROUP  TREND 
FY  SELECT  BROADCAST  8.  MEDIA 

62.6 
55.9 
55.4 

STRATEGIC  GOLD/MINERALS 

STRATEGIC  SILVER 

VAN  ECK  GOLD/RESOURCES 

-24.5 
-17.6 
-1 1.7 

S&P  500 
4-week  total  returr 


52-week  total  return 


TIVE  PORTFOLIOS 


Tiounts 

if  the  present 

$10,000 

one  year 
ach  portfolio 

)es  indicate 
total  returns 


b.  S.  stocks 
$13^57 

4-1.63% 


m 

Foreign  stocks 
$13,098 

-1.02% 


Treasury  bonds 
$12,217 

-2.88% 


nil 


DATA  RESOURCES  INC. 


Money  market  fund 
$10,707 

+  0.16% 


Gold 
$8,453 

-0.84% 


I  this  page  are  as  of  morket  close  Wednesday,  Aug.  9,  1989,  unless  otherwise  indicated. 
)ups  include  S&P  500  companies  only;  performance  and  share  prices  are  as  of  market  close 


Aug.  8.  Mutual  fund  returns  ore  os  of  Aug.  4.  Relative  portfolios  ore  valued 
detailed  explonation  of  this  page  is  availoble  on  request. 


of  Aug.  8.  A  more 
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NEEDED:  FEDERAL 
INSURANCE  INSURANCE 


The  insurance  industry's  insolvency  rolls  are  swelling. 
In  the  property/casualty  sector,  84  companies  became 
insolvent  in  the  14  years  between  1969  and  1983,  while 
90  failed  from  1984  to  1988.  The  cost  for  recent  failures  may 
be  as  much  as  $20  billion. 

Many  observers  predict  a  shakeout  with  a  further  rash  of 
insolvencies.  If  so,  we're  in  for  a  lot  of  trouble.  The  insur- 
ance industry  has  no  federally  funded  FDIC  or  F.SLIC.  Insol- 
vency losses  are  supposed  to  be  handled  by  state  guaranty 
funds  supported  by  assessments  on  healthy  insurers.  They 
take  on  claims  obligations  from  busted  insurers.  Many  of 
these  funds,  though,  are  poorly  capitalized  and  managed. 

The  state  regulatory  system  isn't  up  to  the  task  of  dealing 
with  a  big  new  insurance  crisis.  The  system  was  designed 
for  another  era,  when  the  cartel  ruled,  competition  was 
limited,  and  the  business  relatively  simple.  Now,  pricing 
competition  can  be  fierce,  the  business  is  mainly  in  complex 
liability  insurance,  and  products  may  be  sold  nationally  or 
even  internationally.  The  state  guaranty  funds  could  easily 
be  overwhelmed  by  multistate,  multibillion-doUar  insolven- 
cies. Yet  it  is  common  regulatory  practice  in  overworked  and 
understaffed  state  insurance  departments  to  keep  the  walk- 
ing wounded  alive  in  the  hope  that,  with  time,  they  will 
miraculously  revive.  Delay  is  the  preferred  strategy.  That 
allows  the  company  to  take  increasingly  reckless  risks,  wid- 
ening the  net  and  cost  when  the  day  of  insolvency  comes. 

We  should  begin  considering  some  much  more  secure 
system  of  federal  insolvency  regulation  and  guaranties.  Cor- 
porate customers  ought  to  be  able  to  handle  their  own 
insurance  losses.  But  the  government  should  protect  individ- 
ual policyholders  up  to  a  specified  maximum  loss  level,  re- 
placing 50  sets  of  rules  with  a  uniform  standard.  And  the 
government  should  monitor  insurers'  financial  condition. 

A  radical  break  with  the  past  is  needed.  The  federal 
government  should  create  a  new  body,  perhaps  patterned  on 
the  Federal  Reserve,  that  would  monitor  national  and  inter- 
national insurance  companies  for  insolvency.  The  mission  of 
this  regulator  would  not  be  to  preserve  hopelessly  insolvent 
insurance  companies  but  to  get  rid  of  them  before  they 
harm  the  system  and  policyholders  with  increasingly  com- 
plex and  expensive  claims. 


MUSICAL  CHAIRS  IN  JAPAN: 
A  SOUR  NOTE  FOR  THE  U.S. 


Japan's  ruling  Liberal  Democratic  Party  has  plucked 
from  relative  obscurity  a  routine  politician  as  Prime 
Minister.  The  backroom  maneuvering  that  elevated  To- 
shiki  Kaifu,  58,  to  the  party's  top  job  will  only  compound  the 
confusion  in  Japanese  politics.  Combined  with  recent  gains 
by  the  Socialist  Party,  it  seems  to  guarantee  little  chance  of 
progress  in  further  opening  Japan's  agricultural  markets. 


liberalizing  the  distribution  system,  or  wiping  out  tl 
ging  of  construction  contracts.  All  this  occurs  as  -i 
trade  surplus  with  the  U.  S.  shows  signs  of  growing 
and  as  Japan's  auto,  semiconductor,  and  consumer  ei< 
ics  industries  penetrate  deeper  into  the  American  m;i 

Of  course,  political  leaders  in  Japan  don't  have  ; 
power  to  address  economic  imbalances.  Washingto, 
striven  for  15  years,  with  only  partial  success,  to  pet 
Prime  Ministers  to  either  curb  exports  or  open  market 
truth  is,  Japan's  economy  is  managed  by  the  vastly 
powerful  Japanese  bureaucrats,  in  tandem  with  the 
tries  they  regulate. 

But  even  if  their  role  is  limited,  political  leaders  do  1 
deals  between  ministries  and  help  articulate  a  vi.si 
where  the  country  should  be  headed.  Yet  it  is  unlike! 
Kaifu  will  be  able  to  play  even  such  a  limited  role.  He 
from  the  least  powerful  of  the  five  major  factions  in  tl 
and  is  not  even  the  leader  of  that  group.  His  choici 
Cabinet  and  party  officials  clearly  show  that  the  Noc 
Takeshita  and  Shintaro  Abe  factions,  which  represe 
pan's  machine  politics,  are  calling  the  shots.  All  this  a: 
poorly  for  any  hopes  that  bilateral  Structural  Impei 
Initiative  talks  scheduled  to  begin  next  month  will  ])i 
any  tangible  result.  As  long  as  Japan  plays  musical  . 
with  its  Prime  Ministers,  the  U.  S.  will  find  the  going 


CENTRAL  AMERICA 
SENDS  A  MESSAGE 


President  Bush  and  Congress,  at  loggerheads  on 
to  do  with  the  contras,  have  had  the  problem 
for  them.  Central  America's  five  Presidents  iV'. 
to  disband  and  relocate  the  10,000  to  12,000  anti-Sano: 
guerrillas  from  their  Honduran  border  camps. 

The  U.  S.  recruited,  trained,  armed,  and  financed  thi 
tras.  It  has  the  political  and  moral  responsibility  to 
sure  that  the  will  of  Central  America's  leaders  is  resj 
Ostensibly,  President  Bush  wants  to  keep  the  cont 
place  to  pressure  the  Sandinistas  into  holding  fair  ek' 
next  February.  In  fact,  both  the  President  and  Co. 
have  simply  been  postponing  a  decision  about  the  cv 
future.  Central  America's  leaders  concluded,  accurateljti 
the  contras  were  finished  as  a  fighting  force  and  ac) 
get  rid  of  them  before  they  further  disrupted  the  re. 

A  broader  lesson  can  be  drawn  from  the  contras. 
were  an  attempt  to  apply  the  Reagan  Doctrine,  which  . 
for  covert  actions  or  proxy  wars  to  combat  communin 
the  Third  World.  Presidents  Carter  and  Reagan  had  po 
support  for  arming  Afghan  guerrillas  to  fight  the  Ruiia 
because  the  political  and  moral  basis  for  their  polic;^' 
sound:  The  niujaheddin  were  authentic,  indigenous 
who  were  fighting  an  invader.  By  contrast,  Reagan  faid 
convince  many  Americans  that  the  Sandinistas  were  a  !'V 
Trojan  horse  that  threatened  the  hemisphere. 

The  use  of  force,  direct  or  indirect,  as  an  instrumet 
U.  S.  policy  abroad  depends  on  a  strong  consensus  at  bi 
as  to  its  legitimate  purpose.  To  act  without  such 
support  is  to  risk  more  fiascos  such  as  the  contras. 
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CAN  THE  AVERAGE  DRIVER 
TELL  THE  DIFFERENCE  BETWEEN  AN  INFINITI 
AND  A  TRADITIONAL  LUXURY  CAR? 


There  are  differences  of  philosophy  between  a 
car  designer  raised  in  Bavaria  and  one  raised 
in  Kyoto.  Not  so  much  on  what  is  fundamen- 
tally good  engineering,  but  on  what  luxury  is. 

Here's  the  view  from  Kyoto: 

infiniti  cars  are  designed  for  the  driver.  Its  luxury 
personality  is  fully  experienced  at  highway 
speeds  as  a  touring  sedan.  Even  an  inexperi- 
enced judge  of  automotive  performance  will 
appreciate  the  ability  of  an  Infiniti  to  respond 
accurately  to  the  will  of  the  driver. 

The  key  idea  is  'the  will  of  the  driver.'  For  it 
says  that  a  car  is  designed  to  make  the  driver's 
experience  more  enjoyable.  That  an  Infiniti, 
while  it  has  an  impressive  road  presence,  is 
not  a  car  that  you  own  to  impress,  but  a  car 
that  you  own  to  drive. 


In  line  with  this  are  the  car's  simple,  natural 
curves— the  lack  of  gadgets  and  ornamentation. 
The  use  of  natural  materials  for  the  car's  interiors. 

These  things  we  believe,  show  a  difference  in 
approach  to  luxury.  Differences  which  are  easy 
to  discern  and  which  depart  from  traditional 
standards. 

The  point  is  not  to  make  a  case  for  which  brand 
of  luxury  is  better.  Only  to  say  that  you  can  judge 
Infiniti  cars  on  their  unique  character  as  luxury- 
class  automobiles. 

Call  for  more  information  to  make  your  own 
evaluation  or  for  the  name  of  the  dealer  near- 
est you.  1-800-826-6500. 

Thank  you. 
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PRODUCTION 

Change  from  last  week;  0.1% 
Change  from  lost  year:  0.8% 

180   


Aug.  5 
173.3 


1967^100,  Four-week  moving  average 


175 


170 


165 


160 


•93£  5  983 

Tli€  prodlKtiofl  index  was  unchanged  for  the  week  ended  Aug.  5.  On  a 
seasonally  odjusfed  bosis,  output  of  steel  and  trucks  was  up  strongly.  That  wos  offset 
by  declines  in  cnjde-oil  refining,  lumber,  poperboord,  paper,  electric  power,  and  cool 
output.  Auto  production  and  rail-freight  traffic  were  unchanged  for  the  week.  Before 
calculation  of  the  four-week  moving  overoge,  the  index  dropped  sharply  to  174.1 
from  175.3. 

3W  EFcduct'on  index  coc/^sri'  "89  by  McGrow-Hill  Inc. 


LEADING 

Change  from  last  week:  0.5% 
Change  from  last  year:  7.9% 

218 


203 


98  Inn 


1988  1989 
The  leading  index  Increased  for  the  week  ended  Aug.  5.  A  sharp  gain  ir 
prices,  lower  bond  yields,  and  faster  grovah  rates  for  materiols  prices  one 
contributed  to  the  rise.  These  were  only  slightly  offset  by  a  imaW  gain  in  the  n,~ 
of  business  failures.  The  growth  rate  for  real  estate  was  unchanged  from  the  pre- 
week.  Prior  to  calculation  of  the  four-week  moving  overage,  the  index  jumpec 
217.3  from  215.7  in  the  week  before. 
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Latest 


Week  --.  Change 
090     yeor  ago 


STHL  (8/12)  thous.  of  net  tons 


1,81  1 


1,863  = 


-1.1 


AUTOS  18/12)  units 


108,204        84,752r=  10.7 


TRUCKS  ■S/-' 2)  units 


76,188       72,224r  = 


9.6 


ELEQRIC  POWER  (8/12)  millions  of  kilowatt-hours 

57,467 

62,586  = 

-12.1 

CRUDE-OIL  REFINING  (8/i2)  thous.  of  bbl./doy 

13,71 1 

13,427  = 

-0.5 

COAL  i8/5'  thous.  of  net  tons 

18,105  = 

18,31 1 

-4.6 

PAPERBOARD  !3/5j  thous.  of  tons 

741.9  = 

752.7r 

4.3 

PAPER  '8/5)  thous.  of  tons 

719.0  = 

735.0r 

0.0 

LUMBER '8/5)  millions  of  ft. 

494.9  = 

522.8 

13.7 

RAIL  FREIGHT  i8/5)  billions  of  ton-miles 

18.9  = 

19.0 

-2.1 

Sources:  Amencon  Iron  &  Steel  Inst.,  Ward's  Automotive  Reports,  Edison  Electric  Inst.,  Amer- 
ican Petroleum  Inst.,  Energy  Dept.,  American  Paper  Inst.,  WWPA  ,  SFPA-,  Association  of 

Americon  Roilroods- 

Latest 
mttk 

Week 
ago 

Year 
ago 

JAPANESE  YEN  S  -61 

142 

139 

133 

GERMAN  MARK  a  '  i 

1.93 

1.90 

1.89 

BRITISH  POUND  H 

1.58 

1.62 

1.70 

FRENCH  FRANC  :  : 

6.55 

6.43 

6.42 

CANADIAN  DOLUR  i 

1.13 

V23 

SWISS  FRANC  S  -0 

"-67 

"-6-; 

1.59 

MEXICAN  PESO '8  1 6  - 

2  550 

2,543 

2,300 

Sources:  Major  New  York  banks.  Currencies  expressed  in  uniT^  pef  U.  S.  doilar,  except  for 
British  pound  expressed  in  dollars. 


Latest 
w«ek 

Week 
090 

yeor  090 

GOLD  (8/16)  S/troy  oz. 

367.600 

364.600 

STEEL  SCRAP  18/15)  =  l  heavy,  S/ton 

109.00 

109.00 

-1 1.0 

FOODSTUFFS  (8/14)  index,  1967=100 

219.9 

221.6 

-9  7 

COPPER  (8/ 1 2)  .Vlb. 

1  18.1 

.  118. 5 

20  4 

ALUMINUM  , S/1 2)  c/lb. 

81.3 

82.8 

-35.5 

WHEAT  (3/ 121  =2  hard,  $/bu. 

4.22 

4.17 

12.5 

COTTON  (8/12)  shictlow  middling  1-1/16  in.,  c/lb. 

69.81 

70.08 

14.1 

Sources:  London  Wed.  finai  setting,  Chicago  mkt..  Commodity  Reseorch  Bureou,  Metals 
Week.  Kansas  City  mkt.,  Memphis  mkt. 


Latest 
week 

Week 

0^ 

> 

STOCK  PRICES  I3/m  :s&P  500 

347.74 

344.57 

CORPORATi  BOND  YIELD,  Aoa  !8/i  1) 

8.92% 

8.81  % 

INDUSTRIAL  MATFRIALS  PRICES  (8/1 1) 

102.7 

103.4 

BUSINESS  FAILURES  3/4i 

210 

207 

REAL  ESTATE  LOANS  (8/2)  billions 

$334.8 

S334.0 

MONEY  SUPPLY,  M2  !7/3 1 ;  billions 

S3, 130.1 

S3,121.5r 

INITIAL  CLAIMS,  UNEMPLOYMENT  (7/29)  thous. 


330 


342 


Sources:  Standard  &  Poor  s,  Moody's,  Journal  of  Commerce  [index:  1980=  100, 
Bradstreet  (failures  of  lorge  companies).  Federal  Reserve  Board,  Labor  Dept.  OBCR  : 

ally  odjusts  data  on  business  foilu-es  and  reo'  esrare  'oc-s. 


MONTHLY  KOHOMK  INDICATORS 


Lalesi 
rn<04!rt'h 

Mo'Bttfa 

O'go 

re«f< 

INDUSTRIAL  PRODUCTION  .iuiy  rota: -naex 

14  1.7 

141. 4r 

./ 

HOUSING  STARTS  July!  annual  rate,  ttious. 

1,430 

l,4l9r 

 r- 

PRODUCER  PRICE  INDEX  (July)  finished  goods 

113.5 

1  14.C 

RnAILSALfS  vuiyi  billions 

S143.7 

Sl42.4r 

Sources:  Federal  Reserve,  Commefce  Dept.,  BL5,  Census  BureoL. 

MONEY  SUPPLY,  Ml  7  '3- 

S776.0 

5775.9r 

BANKS'  BUSINESS  LOANS  3/2 

318-3 

3  i9.3r 

FREE  RESERVES  B  ? 

9 ' 

449r 

NONFINANCIAL  COMMERCIAL  PAPER  -  3 ' 

124.5 

Sources: =     ^ese^-  esccc  in  oii.icns,  except  for 
z  r^c-'-^eeK  perioo  in  mJJicns,. 

free  reserves,  »rnicn  ore  expnm 

Latest 
week 

Week 
ago 

Ti 
• 

FEDERAL  FUNDS  S/i5 

9    '  9  '  : 

8.95  =  = 

PRIME  I  ■-. 

10.50 

IC. 

COMMERCIAL  PAPER  3-MO'NTH  B,  '  5 

S.51 

CERTIFICATES  OF  DEPOSIT  3-MONTW  £  ■  i 

5  b; 

8.60 

1 

EURODOLLARS-MONTH  S  = 

S.54 

3.48 
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AN  EYE  FOR  AN  EYE 
WITH  JAPAN? 


■ agreed  with  a  number  of  observations 
pointed  out  in  your  story  ("Rethinking 
Japan:  The  new,  harder  line  toward  To- 
kyo," Cover  Story,  Aug.  7).  However,  no 
matter  how  drastically  Japan  may  be 
forced  to  change  in  the  future,  it  is  most 
unlikely  that  America's  problems,  includ- 
ing trade  imbalance  and 
declining  industries — or 
as  you  put  it,  "hollowing 
corporations" — will  be 
solved  as  a  result. 

The  U.  S.  has  its  own 
structural  problems  that 
must  be  dealt  with,  rath- 
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er  than  dumping  the 
blame  on  others.  All 
those  corporate  take- 
overs and  the  short- 
sighted management 
style  that  seems  to  be 
the  norm  rather  than 
the  exception  have  been 
justified  for  the  sake  of 
maximizing  shareholder  returns.  While 
it  has  been  reported  that  the  U.  S.  is 
unhappy  about  non-Americans  buying 
up  Corporate  America  and  its  properties, 
Wall  Street  investment  bankers  come  to 
us  with  acquisition  proposals  every  day. 
Why  not  regulate  their  activities  first  if 
Americans  are  really  so  unhappy  about 
the  current  situation? 

Toshio  Fukuhara 
Totsuka-ku,  Yokohama 
Japan 

The  new  "revisionist"  theory — poten- 
tially a  bullying,  mercantilist  ap- 
proach to  opening  Japan's  markets — 
may  cause  more  economic  problems  than 
it  solves. 

In  the  early  1980s,  Clyde  Prestowitz, 
today's  revisionist  guru,  advised  me,  as 
industry  coordinator  of  a  strategy  to  re- 
duce Japanese  tariffs  on  plywood  and 
other  processed-wood  products,  to  use 
the  big  stick:  "Let's  shut  down  log  ex- 
ports. That  will  get  their  attention,"  he 
suggested. 

Fortunately,  Prestowitz'  advice  was 
ignored.  By  1988,  processed  products 
made  up  more  than  307f  of  a  $5  billion 
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wood-export  volume,  up  from  18%  o|3 
billion  in  1980.  And  the  multibillion-dcar 
log  trade  had  not  been  jeopardized. 

I  fear  Prestowitz'  "cut-off-the-lo;" 
tactics  could  well  become  Representa^e 
Gephardt's  "keep-out-their-cars,"  Sra- 
tor  Hollings'  "turn-off-their-textiles,' V 
Senator  Heinz's  "restrict-their-sli 
strategies.  And  that  revisionism  tow 
Japan  may  become  a  favored  ploy  \ 
other  countries  as  well.  When  the  \ 
starts   swinging  t 
powerful  economic  .«t 
sure,  our  trading  p 
ners  will  quiver,  iit 
they  also  may  drava 
weapon  or  two  of  tlir 
own,  e.g.,  Japan  usg 
its  clout  with  Ameri.ii 
money  markets. 

Yes,  Japan  is  a  to  h 
market  to  crack.  It  is  > 
sular,  looks  after  :s 
own,  and  is  slowlo 
change.  But  to  say'o 
matter  what  an  Ami- 


can  company  does 
cannot  succeed  in 
pan"  or  that  "the  country  is  not  evolvjg 
into  a  market  economv"  belies  realit 
John  V.  Wjd, 
Presid  it 

John  V.  Ward  Associates  ei 
Washing  n 

I am  glad  to  read  that  the  policymak-i] 
in  this  country  are  finally  beginninjxi 
give  the  Japanese  economic  threat 
attention  it  so  sorely  needs.  There  istj 
tie  question  in  my  mind  that  althougnij 
ally  on  the  surface,  Japan  is  attacki^ 
this  country  with  intentions  not  diss  i 
lar  to  those  at  Pearl  Harbor.  The 
irony  is  that  our  laissez-faire  attitM 
and  inattention  to  detail  welcomed  am'; 
welcoming  such  well-executed  strat^/( 
blows. 

Paul  G.  Di( 
Stanford,  Cd 

The  growth  of  the  Japanese  econaj 
has  come  at  a  hefty  price.  But  (i 
trary  to  the  implied  message  of  y  J 
cover  story,  the  burden  has  been  bo 
by  Japan's  citizens,  not  ours.  Japan 
companies  are  doing  well,  Japanese  p 
pie  are  not.  In  his  book  More  Like 
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Would  you  like  to  be  able  to  manage  documents 
the  way  you  manage  data?  You  can,  if  you 
capture  the  document  and  convert  it  to  an  image, 
so  it  can  be  managed  electronically. 

Kodak  has  tools  that  make  it  easy.  You  simply 
replace  the  paper  document  with  a  picture  taken 
on  microfilm  or  electronically  scanned  onto  an 
optical  disk  or  a  magnetic  medium.  A  few 
keystrokes,  and  you  have  the  image  on-screen, 
complete  with  marginal  notes,  endorsements, 
diagrams  and  signatures.  You've  built  an 
image  base. 

We  are  more  than  photographs.  We  are 
imaging.  For  more  details  on  images  that  mean 
business,  call  1 800  445-6325,  Ext.  9604. 


James  Fallows  observes  that  despite 
their  lofty  per-capita  incomes,  Japanese 
consumers  enjoy  a  material  standard  of 
living  that  is  lower  than  that  of  even  the 
residents  of  Italy,  one  of  Western  Eu- 
rope's poorest  nations.  The  reason  is 
that  the  Japanese  government  and  busi- 
ness community  have  "cartelized"  their 
economy  to  the  extreme  detriment  of 
their  consumers  (read  citizens). 

Before  U.  S.  policymakers  and  voters 
begin  adhering  to  the  facile,  oxymoronic 
notion  of  "managed  trade,"  they  should 
first  consider  whether  our  national  eco- 
nomic goals  should  be  to  supply  the 
wants  of  our  citizens  or  to  protect  the 
pocketbooks  of  our  corporate  elite. 

Gordon  T.  Anderson 
New  York 

The  Johnny-come-lately  revisionists 
and  their  "profound  discoveries"  in 
rethinking  Japan  are  all  reminiscent  of 
Jimmy  Carter's  revelation  that  the  Rus- 
sians weren't  to  be  trusted  after  all. 
Slow  thinking  must  be  contagious  in  the 
nation's  capital. 

Harold  Debbi 
Scottsdale,  Ariz. 

Your  cover  story  states  that  "Ken- 
tucky's $150  million  incentive  pack- 
age for  a  Toyota  Motor  Corp.  plant 
helped  former  Governor  Martha  Layne 
Collins  lose  office."  Governor  Collins, 
just  like  every  other  Kentucky  governor, 
lost  her  office  because  the  constitution 
of  the  Commonwealth  prohibits  any  gov- 
ernor from  serving  two  consecutive 
terms. 

One  of  the  candidates  campaigning  to 
succeed  Governor  Collins  attempted  to 
boost  his  candidacy  with  television  ads 
criticizing  the  Toyota  incentive  package. 
After  polling  revealed  negative  reaction 
to  the  ads,  the  tactic  was  totally  aban- 
doned for  the  remainder  of  the  cam- 
paign. The  thousands  of  jobs  provided 
by  Toyota  and  the  58  Japanese  plants 
that  have  followed  it  to  Kentucky  are  a 
lasting  testament  to  Governor  Collins' 
vision  and  the  shortsightedness  of  her 
critics. 

Harrison  Hickman 
President 

Hickman-Maslin  Research  Inc. 

Washington 

IN  THE  LONG  RUN, 
MANAGEMENT  KNOWS  BEST 

The  Delaware  decision  favorii.g  the 
Time-Warnor  deal  is  encouraging 
(  Time's  counterattack  is  drawing  acid 
reviews,"  Top  of  the  News,  July  3). 

Too  frequently,  shareholders  are  por- 
trayed as  poor  victims  of  self-seeking 
corporate  management.  In  reality,  many 


are  short-term  players  who  will  turn  vo- 
racious at  the  opportunity  to  make  a 
killing  on  a  buyout  offer.  While  few 
CEOs  are  selfless  philanthropists,  most 
are  more  dedicated  to  the  long-range 
success  of  their  company  than  the  inves- 
tors. Except  in  cases  of  gross  misman- 
agement, it  is  the  corporate  executive 
rather  than  the  raider  or  the  shareholder 
who  stabilizes  capitalist  society. 

Hanns  John  Maier 
Ubatuba,  Brazil 

DON'T  GO  TO  MARS 

ON  A  CREDIT  CARP  

■ read  with  interest  "Forget  Mars — the 
race  now  should  be  to  commercialize 
space"  (Science  &  Technology,  July  31). 
Perhaps  the  White  House  and  Congress 
should  swallow  their  egos  and  take  a 
lesson  from  solvent  governments.  Rath- 
er than  going  to  Mars  on  a  credit  card, 
part  of  the  proposed  $100  billion  should 
be  spent  on  factory  modernization  and 
employee  training  through  corporate  tax 
incentives.  This  will  help  put  the  U.  S.  in 
a  better  position  to  utilize  both  current 
and  future  technology.  The  rest  of  the 
$100  billion  should  remain  in  the  hands 
of  the  taxpayers  who  earned  it. 

The  greatest  threat  to  this  country's 
future  is  not  our  lack  of  trophies,  but 
rather  the  deceleration  in  the  standard 
of  living  brought  on  by  a  government 
that  neither  effectively  manages  its  af- 
fairs nor  lives  within  its  means. 

Robert  Johnson 
Mount  Vernon,  Wash. 

A  TAX  BREAK  COULD 

STOKE  COMPETITIVENESS  

Regarding  "The  trickle-up  effect  of  a 
capital-gains  tax  cut"  (Economic 
Viewpoint,  Aug.  14),  Robert  Kuttner  has 
the  capital-gains  tax  cut  issue  all  wrong. 
It's  not  about  distributing  taxes  between 
the  wealthy  and  the  poor.  The  only  im- 
portant issue  is:  Do  you  want  people 
investing  their  money  in  long-term  capi- 
tal assets  or  not?  Our  toughest  industri- 
al competitors,  Japan  and  West  Germa- 
ny, both  have  reduced  tax  rates  on  long- 
term  capital  gains.  How  are  we  going  to 
compete? 

R.  Mark  Davis 
Chief  Financial  Officer 
Malaga  Savings  and  Loan  Assn. 

Palos  Verdes,  Calif. 


A  FUNNY  THING  HAPPEHED 

ON  THE  WAY  TO  THE  SHOWROOM 

The  photograph  and  article  "Mazda 
rolls  out  a  poor  man's  Maserati" 
(Top  of  the  News,  June  26)  grabbed  my 
attention.  Imagine,  here  was  one  of  the 


five  best  cars  in  the  world,  and  a 
vertible  to  boot,  for  only  $13,800!  I  wjit 
shopping. 

The  local  dealer  salesman  came 
side  before  I  was  even  out  of  my 
stood  blocking  the  showroom  door, 
spoke  only  words  of  discouragem 
My  enthusiasm  was  dampened  in  a 
ry  upon  being  told  there  are  no  Mir 
in  the  showrooms,  no  brochures,  an( 
photo  displays  available.  "The  only  i 
you'll  ever  get  to  see  this  car  is  to  p 
an  order  now"  for  delivery  in  thre^)r 
four  months.  Then  he  quoted  a  $16 
"list  price"  with  an  added  $2,500  "de; 
premium"  for  a  grand  total  of  $18,60(jA 
full  37%  over  the  price  quoted  in 
article! 

The  salesman  was  unwilling  to  oj^r 
further  information  without  an  oi!r 
in  hand.  No  wonder  the  average  Am 
can  detests  car  dealers  and  car  s; 
men  who  take  customers  so  much 
granted. 

Bruce  A.  Mitcillj 
Palm  Springs,  Cf.J 


NIKE  SPEAKS  UP 

fOR  ITS  HIKING  BOOTS  ^  , 

The  article  "You  don't  have  to  go  k-* 
ing  in  clodhoppers"  (Personal  B>i- 
ness,  July  17),  which  discusses  the  rr 
its  of  new-technology  hiking  boj;^, 
contains  several  misrepresentationsbl^ 
our  products. 

First,  the  products  pictured  above 
article  are  not  ours,  as  the  caption  W( 
lead  the  reader  to  believe. 

Second,  regarding  the  support  prdd^ 
ed  by  our  products,  the  article  cl£is 
that  Nike  products  are  below  par  in 
area.  It  would  be  of  benefit  to 
manufacturers  whose  products  you  ' 
to  substantiate  in  some  manner  Ih 
formation  you  are  providing.  In  one 
one  comparisons  with  products  from''' 
Tec,  retailers  and  consumers  ' 
indicated  our  boots  to  be  superii^ 
every  way. 

Though  we  make  no  claim  to  bd^^ 
the  best  in  every  athletic  footwear-pd 
uct  category,  lightweight  hiking  bcs; 
a  category  that  first  came  to  maei 
through  innovation  at  Nike,  is  an  areir 
which  we  excel,  and  we  will  continuU  j 
do  so. 

Sandy  Bodept 
Direoi.. 

Footwear  Design  &  Developnfn- 
Nike 
Beaverton,  ' 


Letters  to  the  Editor  should  be  sent  to  Re<  " 
Report,  Business  Week,  1221  Avenue  of  the  Ai 
cas.  New  York.  N  Y,  10020.  Fax:  (212)  512-t 
Telex:  12-7960,  Intl.  4998204.  All  letters  mu: 
elude  an  address  and  daytime  and  evening 
phone  numbers.  We  reserve  the  nght  to  edit  k 
for  clarity  and  space.  j 
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Whafs  the  best  medium  to  file  an  image  or 
data  in  secure,  retrievable  form?  Kodak  is 
expert  in  all  of  them. 

Kodak  offers  a  complete  array  of  storage  media 
from  high  end  to  low  end.  As  you  would  expect, 
we  are  a  leader  in  microfilm  products.  We  are 
also  a  leader  in  optical  and  magnetic  storage 
products.  The  14-inch  Kodak  optical  disk,  able  to 
hold  6.8  gigabytes  of  data,  is  the  highest- 
capacity,  highest-performance  optical  disk  in  the 
world.  Verbatim  Corp.,  a  Kodak  company,  offers 
a  family  of  diskettes,  including  one  with  a  Teflon  '^ 
coating  for  unprecedented  protection  against 
data  loss  due  to  accidents.  You  will  also  find  us  at 
the  forefront  of  erasable  optical  disk  technology. 
Choose  the  medium  according  to  your  applica- 
tion. Choose  us  because  we  offer  them  all,  with 
the  best  support  and  service  in  the  business. 

We  are  more  than  photographs.  We  are 
imaging.  For  more  details  on  images  that  mean 
business,  call  1 800  445-6325,  Ext.  960C 

Teflon  IS  a  trademark  ol  DuPont 


"That  so  much  should  have  been  Ij- 
iiig  on  this  one  debate  and  on  Dukais' 
response  to  that  one  opening  bombs|ll 
directed  at  his  political  weak  spots,  *jis 
a  commentary  on  the  trivializationbf 
Presidential  politics  in  1988,"  the  autr? 
write.  "Was  a  candidate's  position  foiir 
against  capital  punishment  the  acid 
for  the  Presidency?"  The  press  \h 
some  of  the  responsibility  for  that  ti 
alization,  they  note.  The  TV  netwoj; 
obsession  with  sound  bites  contribijd 
to  a  campaign  that  focused  more  on 
cess  and  personalities  than  on  issues 

Germond  and  Witcover  don't  hide 
fact  that  they  were  offended  by  the  e 
paign,  particularly  by  Bush's  tad 
They  bemoan  the  "v/hatever-it-takes' 
titude  that  turned  Bush  into  a  Jekyll 
Hyde.  During  the  campaign,  Bush 
ministered  what  amounted  to  a  politji 
mugging  of  Dukakis.  But  once  the  e:- 
tion  was  won,  he  softened  the  rhetqc, 
moving  quickly  to  unite  the  country 
hind  his  Presidency. 


WHOSE  BROAD  STRIPES  AND  BRIGHT  STARS?  THE  TRIVIAL  PURSUIT  OF  THE  PRESIDENCY  1988 

By  Jack  W.  Germond  and  Jules  Witcover 
Warner  Books  •  478pp  •  $22.95 


THE  VAPID,  VITRIOLIC 
CAMPAIGN  '88 


It's  a  testament  to  the  shallowness  of 
the  1988  Presidential  campaign  that 
its  most  enduring  contribution  may 
be  to  provide  fodder  for  future  trivia 
games.  Who  was  Willie  Horton?  What 
was  the  name  of  George  Bush's  running 
mate?  Which  incumbent  Vice-President 
was  the  first  in  152  years  to  be  elected 
President?  And  who  was  Donna  Rice? 

After  all,  this  election  revolved  around 
such  burning  national  issues  as  marital 
fidelity,  the  Pledge  of  Allegiance,  and 
membership  in  the  American  Civil  Liber- 
ties Union — an  election  in  which  medioc- 
rity triumphed  over  ineptitude.  Nowhere 


few  weeks  after  the  vote.  Moreover,  the 
1988  election  offered  few  broad  lessons 
about  America's  political  future.  It's  no 
coincidence  that  the  focus  of  postelection 
analysis  is  getting  narrower.  Upcoming 
books  on  the  1988  contest,  for  instance, 
will  look  at  Michael  Dukakis'  campaign, 
the  politics  of  race,  and  the  press. 

Like  most  others  who  covered  the 
1988  election,  Germond  and  Witcover 
conclude  that  even  if  Dukakis  had  run  a 
picture-perfect  race,  he  probably  would 
have  lost.  Vice-President  Bush  had 
peace,  prosperity,  and  a  popular  outgo- 
ing President  on  his  side.  But  by  squan- 


is  the  message  of  Campaign  '88  con- 
veyed more  succinctly  than  in  the  title  of 
Jack  W.  Germond's  and  Jules  Witcover's 
new  book,  Whose  Broad  Stripes  and 
Bright  Stars?  The  Trivial  Pursuit  of 
the  Presidency  1988. 

Germond  and  Witcover,  two  of  the  fin- 
est political  reporters  in  the  business, 
have  assumed  the  mantle  once  worn  by 
the  late  Theodore  White  as  chroniclers 
of  Presidential  elections.  Their  fourth 
and  latest  instJillment  is  tightly  written 
and  entertaining.  Even  the  most  familiar 
stories — Gary  Hart's  self-destruction. 
Bush's  crushing  defeat  in  Iowa  and  re- 
bound in  New  Hampshire,  Dan  Quayle's 
selection  as  Bush's  running  mate — re- 
main fascinating  in  this  retelling. 

But  anyone  looking  for  new  insight,  or 
even  new  stories,  won't  find  much  origi- 
nal material  here.  It's  not  the  authors' 
fault:  Presidential  contests  today  are  so 
thoroughly  covered  in  the  media  that  the 
bones  are  picked  almost  clean  within  a 


dering  precious  time  after  the  conven- 
tions and  failing  to  respond  to  Bush's 
broadsides,  Dukakis  forfeited  any 
chance  he  had  to  win  over  the  voters. 

For  the  authors,  the  election's  defin- 
ing event  was  the  second  Presidential 
debate.  Dukakis  had  won  the  first,  but 
not  by  a  knockout.  He  needed  a  decisive 
victory  in  the  rematch,  and  he  got  his 
chance  on  the  first  question.  Cable  News 
Network  anchor  Bernard  Shaw  stunned 
viewers  by  asking  Dukakis:  "Governor, 
if  Kitty  Dukakis  were  raped  and  mur- 
dered, would  you  favor  an  irrevocable 
death  penalty  for  the  killer?"  Dukakis 
had  prepared  for  such  a  question.  He 
was  supposed  to  reinforce  his  commit- 
ment to  fighting  crime  and  to  recall  how 
his  elderly  father,  a  doctor,  had  been 
tied  up  and  beaten  by  a  man  looking  for 
drugs.  He  was  supposed  to  tell  how  his 
brother  was  killed  by  a  hit-and-run  driv- 
er. Instead,  the  Democrat's  stony  an- 
swer took  the  heart  out  of  his  campaign. 


The  irony  of  the  1988  campaign  is  tjit 
both  parties  would  have  been 
pressed  to  come  up  with  candid£;a 

"\ 
■s 
It 
a 


more  devoted  to  "good  governme 
politics.  Both  Bush  and  Dukakis  hold 
increasingly  outdated  view  that  pu 


service  is  a  noble  calling.  And  both 
years  of  experience  in  government. 

But  little  of  that  experience  was 
fleeted  in  their  campaigns.  Dukais' 
came  across  as  a  passionless  bureauc 
Bush  as  an  artful  dodger  who  wantecw 
talk  about  the  terrible  things  the  ot 
guy  would  do,  not  about  whether  he 
any  plans  of  his  own.  Bush  may  cr'i 
come  the  baggage  of  the  1988  elec|r- 
and  become  a  great  President.  But  w 
chances  are  just  as  good  that  one  cp 
trivia  buffs  will  scratch  their  heads  OPR' 
the  question:  "Who  succeeded  Ror|a 
Reagan  as  President  of  the  U.  S.?"  j 

BY  RICHARD  t>> 
White  House  Correspondent  Fly  cov^a 
the  1.988  election. 


J- 

\ 
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<c)  r  isfni  ifi  Kod.ik  Cnmp.inv,  I')tl9 


There  are  Kodak  systems  to  let  you  create 
documents,  view,  merge,  change,  copy,  print 
and  transmit  them.  Control  them.  Safely 
stored,  they  can  be  found  and  retrieved  in 
seconds. 

Kodak  systems  can  find  a  cost-effective,  archival 
image  on  microfilm  in  seconds.  Or  a  time- 
sensitive  document  on  an  optical  disk  even  fasten 
Then  you  can  view  it,  acton  it.  Or,  with  systems 
like  our  electronic  publishing  system,  you  can 
even  add  to  or  improve  on  a  document.  Equally 
important,  Kodak  software  systems  people  are 
dedicated  to  linking  any  of  these  devices  into  any 
of  yours,  from  mainframe  to  mini  to  PC. 

We  are  more  than  photographs.  We  are 
imaging.  For  more  details  on  images  that  mean 
business,  call  1 800  445-6325,  Ext.  960B. 


The  new  vision  of  Kodak 


conomic  ViewDOint 


i 


THE  COURTS 
SHOULDN'T 
BECOME 
PINK-SLIP  POLICE 


BY  GARY  S.  BECKER 


The  judiciary's  main  role  in 
labor  relations  should  be  to 
preserve  job-market 
competition,  enforce 
contracts,  and  pinpoint 
discrimination.  It's  in  no 
position  to  evaluate 
worker  productivity 


GARY  S  BECKER  IS  UNIVERSITY  PROFESSOR 
OF  ECONOMICS  AND  SOCIOLOGY 
AT  THE  UNIVERSITY  OF  CHICAGO 


The  Montana  Supreme  Court  recent- 
ly upheld  a  state  act,  the  only  one 
in  the  nation,  that  forbids  compa- 
nies to  fire  workers  without  showing 
what's  termed  "good  cause."  Whether  a 
business  can  do  so  is  determined  in  court 
when  suits  are  brought  by  discharged 
workers. 

Although  the  Montana  statute  greatly 
limits  damages  and  excludes  recovery 
for  emotional  distress,  the  statute  as  a 
whole  is  a  mistake.  Discharge  of  employ- 
ees should  continue  to  be  at  the  discre- 
tion of  employers — in  legal  jargon,  "at 
will"  or  "no  fault" — unless  it's  limited 
by  explicit  union  and  nonunion  contracts 
and  procedures.  After  all,  workers  are 
able  to  quit  without  proving  their  em- 
ployers engaged  in  wrongful  behavior, 
except  when  contracts  stipulate  the 
length  of  service. 

U.  S.  companies  and  workers  in  most 
industries  are  facing  severe  competition 
from  goods  produced  elsewhere.  It's  an 
especially  bad  time  to  saddle  such  busi- 
nesses with  inefficient  employment  prac- 
tices that  raise  costs  and  lower  profits  in 
the  short  run  but  mainly  harm  workers 
in  the  long  run. 

Economic  efficiency  requires  that 
management  retain  most  of  the  power  to 
determine  which  workers  are  best-suited 
to  a  company's  needs  and  to  fire  work- 
ers who  don't  get  along  with  others  or 
produce  enough  to  justify  their  salary. 
The  result  is  usually  appropriate  levels 
of  employment  and  pay  if  employers 
have  to  compete  for  workers.  With  com- 
petition, employees  can  move  to  other 
companies  if  they're  not  earning  as 
much  as  they're  worth.  And  businesses 
with  a  reputation  for  fair  treatment  are 
able  to  attract  a  higher-quality  and  more 
loyal  work  force. 

RARE  CASES.  Some  workers  are  laid  off 
when  the  economy  is  depressed  or  their 
companies  run  into  trouble.  Others  are 
fired  for  unsatisfactory  performance 
soon  after  they  start  working.  Studies 
show  that  the  great  majority  of  workers 
who  lose  their  jobs  find  new  ones  quick- 
ly at  comparable  pay  and  seldom  litigate 
their  discharges. 

Wrongful-discharge  suits  are  more 
likely  to  be  brought  when  new  supervi- 
sors fire  workers  with  whom  they  don't 
get  along  and  who  have  seniority,  when 
management  decides  to  restructure  em- 
ployment, or  when  new  bosses  conclude 
that  some  workers  are  overpaid.  The 
bringers  of  such  suits  typically  are  dis- 
charged workers  who  remain  unem- 
ployed for  a  long  time  and  have  to  take 
substantial  cuts  in  pay  to  get  new  jobs. 
They  tend  to  be  older  employees  with 
seniority.  Many  of  these  suits  appear  to 
be  brought  in  hopes  of  getting  an  out-of- 
court  settlement  from  a  management 


lie 
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that  fears  a  jury  will  be  sympatfiic 
toward  a  discharged  older  worker. 

In  the  Montana  case,  the  compan 
nursing-home  operator,  claimed 
plaintiff  was  discharged  because  da 
corporate  restructuring,  while  the 
year-old  employee  who  brought  the 
alleged  that  his  firing  violated  anjn- 
plied  understanding  that  he  could  - 
main  at  the  company  for  the  rest  ofs 
working  life.  The  worker's  claim  app(rs; 
unlikely,  for  how  many  smaller  cora- 
nies  in  highly  competitive  busine;- 
with  uncertain  futures  would  make  s 
long-term  employment  commitments; 

But  behind  the  Montana  case  is  a  rli- 
er  typical  situation:  Many  wrongful 
ing  suits  are  based  on  the  worker's 
sertion  that  there  was  an  imp 
agreement  for  a  continuation  of  emp 
ment.  A  court,  however,  is  a  poor  p 
to  determine  when  an  implicit  un  i 
standing  is  expected  to  give  way  to 
demands  of  the  competitive  and  raply 
changing  conditions  that  are  founcin 
most  industries. 

POOR  SUBSTITUTES.  The  main  role  of 
judiciary  in  labor  relations  should  b( 
preserve  competition  among  emplo\ 
and  to  enforce   labor  contracts, 
courtroom  is  a  good  place  to  disci 
when  contracts  have  been  violated  o  ; 
pinpoint  obvious  examples  of  discrima 
tion  by  race,  gender,  or  religion,  i: 
juries  and  judges  are  poor  substitut 
for  com.petitive  employer  evaluation;  r 
worker  productivity.  Why  waste  cond 
erable  resources  on  litigation  that  ma|-\-. 
little  economic  sense  and  introduces 
ther  uncertainty  into  employee-empl 
relations?  i 

Rather  than  laws  requiring  emplors 
to  prove  employee  "fault,"  workers  mi 
to  have  clearly  stated  rules  about  se 
ance  conditions,  especially  pay,  in 
event  that  they're  fired.  Such  rules 
now  explicit  in  most  larger  comparjsa 
and  it  might  be  useful  to  require  jiLj 
businesses  to  have  them.  But  some  \i» 
gressmen   and   state   legislators  h|'*3 
been  eager  to  go  much  further  and  kuj 
politically  appealing  and  vague  1;'^^ 
about  wrongful  discharge.  Legislatio  iri 
some  European  countries  is  even 
extreme  and  flatly  denies  the  employ 
right  to  fire  workers,  except  for  i*; 
most  blatant  behavior. 

Wrongful-discharge  laws  illustrat 
tendency  in  the  U.  S.  for  legislature^j* 
pass  the  buck  to  the  judiciary,  wHh' 
must  then  interpret  and  implement  {Jii 
cies  that  have  little  economic  justifaj 
tion  and  are  ill  suited  to  courtroom  a^uj; 
dication.  Communist  countries  « 
learning  the  value  of  relying  on  compp 
tion  rather  than  rules  to  regulate 
nomic  affairs.  Why  are  capitalist  c 
tries  forgetting  this  rudiment?  1^ 
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ECONOMIC  VIE 


Information  is  only  as  good  as  your  ability  to 
share  it.  Kodak  has  ways  to  make  images  multiply, 
very  quickly  wherever  they're  coming  from 
and  going  to. 

Whether  the  information  is  digitized  in  the  memory 
of  a  mainframe  or  PC,  stored  on  an  optical  disk, 
floppy  disk  or  on  microfilm,  Kodak  has  a  way  to  put 
it  on  paper  We  can  publish  it  electronically, 
or  copy  from  paper  to  paper  And  send  the  image 
across  the  room  or  across  the  country.  With 
the  image  quality  you  expect  from  the  world's 
premier  imaging  company  In  fact,  our 
advanced  copiers  and  non-impact  printers  will 
put  images  on  both  sides,  then  collate  and 
staple  the  pages.  In  color  when  you  need  it. 
And  all  are  backed-up  with  the  best  support 
and  service  in  the  business. 

We  are  more  than  photographs.  We  are 
imaging.  For  more  details  on  images  that  mean 
business,  call  1 800  445-6325,  Ext.  960D. 


Economic  Trends 


revision  occurred  in  service  categorieit 
restaurants  and  food  stores — "suggt^ 
ing  an  initial  undercount  of  summer- 
part-time  seasonal  employees." 

Resler  points  out  that  the  number 
part-time  employees  registered  by 
household  employment  survey  expaiK 
by  249,000  during  June  and  July.  Sii 
the  payroll  survey  counts  jobs,  while 
household  survey  counts  people 
ployed,  Resler  theorizes  that  the  lat 
payroll  numbers  may  reflect  a  pickuf 
moonlighting,  as  people  take  on  multi 
jobs.  "If  recent  payroll  employim 
gains  are  largely  a  reflection  of  a  sui 
in  part-time  employment,"  he  says, 
implications  for  income  growth  and  ' 
underlying  strength  of  the  economy  i 
less  positive  than  many  people  believ 


BY  GENE  KORETZ 


WHY  ASIAN  COUNTRIES 
BIOSSOMED  WHILE 
LATIN  AMERICA  WILTED 


Consider  the  following:  From  1981  to 
1988,  per  capita  gross  domestic  prod- 
uct in  Argentina,  Mexico,  Peru,  and  Ven- 
ezuela actually  declined  10%  to  15%  and 
rose  a  minuscule  1.5%-  in  Brazil.  Mean- 
while, real  per  capita  GDP  in  the  newly 
industrialized  countries  (Nics)  of  East 
Asia — Korea,  Taiwan,  Hong  Kong,  and 
Singapore — expanded  by  an  astonishing 
average  of  about  387'  from  1980  to  1986. 
Indeed,  by  1987  the  four  NICs  were  actu- 
ally exporting  more  than  six  times  as 


DOES  INCOME  INEQUALITY 
FOSTER  ECONOMIC  CRISIS? 


SINGAPORE 


KOREA 


TAIWAN 


INCOME  RATIO: 
TOP  20%  OF  HOUSEHOLDS 
DIVIDED  BY  BOnOM  20% 
I  I 

□  VIBRANT  ECONOMIES 

□  SICK  ECONOMIES 
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much  in  manufactured  goods  as  all  of 
Latin  America. 

Why  have  the  NiCs  become  a  paragon 
of  rapid  growth,  while  much  of  Latin 
America  has  become  an  economic  bas- 
ketcase?  In  a  recent  paper,  Jeffrey  D. 
Sachs  and  Mark  W.  Sundberg  of  Har- 
vard University  attribute  the  xics'  star- 
tling success  to  such  factors  as  high  na- 
tional savings  and  investment  rates, 
conservative  fiscal  policies,  export-ori- 
ented trade  strategies,  rapid  and  flexible 
responses  to  external  economic  shocks, 
and  the  example  of  nearby  Japan. 

But  the  critical  factor,  argues  Sachs  in 
several  recent  studies,  appears  to  be  so- 
cioeconomic: Income  is  distributed  rela- 
tively equally  in  the  NICs,  whereas  in- 
come inequality  in  Latin  America  is 
unusually  high.  (In  Peru,  for  example, 
nearly  half  the  nation's  income  goes  to 
just  1%  of  the  population.) 

In  Sachs's  view,  the  relative  income 
equality  of  the  NICs  gives  their  govern- 


ments the  freedom  to  pursue  economic 
policies  that  promote  efficiency  and 
growth  even  when  such  policies  involve 
short-term  sacrifices.  In  contrast,  the  ex- 
treme income  inequality  in  Latin  Ameri- 
ca produces  intense  political  pressure  to 
stave  off  unrest  among  the  poorest 
groups  by  resorting  to  expansionary  fis- 
cal policies — particularly  when  external 
shocks  threaten  the  economy.  At  the 
same  time,  the  wealthy  elite  exercise 
their  power  to  avoid  fair  taxation  that 
could  lead  to  fiscal  balance. 

A  comparison  of  Brazil's  and  Korea's 
economic  performances  over  the  past 
two  decades  illustrates  the  process.  Like 
several  other  Latin  American  countries, 
Brazil  posted  respectable  growth  in  the 
1970s.  In  fact,  its  average  annual 
growth  rate  of  9%  from  1965  to  1980  was 
on  a  par  with  that  of  Korea's  (9.5%),  as 
was  its  dependence  on  oil  imports  and 
external  borrowing.  By  the  late  1970s, 
however,  Brazil's  savings  and  invest- 
ment rates  had  plummeted,  while  Ko- 
rea's savings  and  investment  rose  sharp- 
ly and  remained  high  in  the  1980s. 

In  essence,  explain  Sachs  and  Sund- 
berg, Brazil  responded  to  the  oil  shocks 
of  the  mid-  and  late  1970s  by  borrowing 
overseas  to  preserve  consumption  and 
real  wages,  while  Korea  adopted  a  stabi- 
lization program  that  protected  invest- 
ment while  allowing  real  wages  to  stag- 
nate between  1979  and  1982.  The  payoff 
for  Brazil  was  a  brief  period  of  prosperi- 
ty and  continued  wage  growth,  followed 
by  its  current  crisis  and  a  2,200%  infla- 
tion rate.  Meanwhile,  Korea  became  the 
world's  lOth-largest  merchandise  export- 
er, posted  137  growth  last  year,  and  is 
about  to  become  a  net  creditor. 

Can  Latin  America  break  out  of  its 
cycle  of  self-defeating  policies  that  fos- 
ter recurrent  economic  crises  and  politi- 
cal instability?  Given  the  extreme  pover- 
ty that  plagues  the  region,  Sachs 
contends  that  orthodox  austerity  mea- 
sures are  not  sufficient  to  remedy  the 
situation.  What  is  needed,  he  says,  is  "a 
middle  path  that  charts  a  return  to  eco- 
nomic stability  while  addressing  the  real 
problems  of  income  inequality." 


MOONLIGHTING 
MAY  DIM 

THE  JOBS  OUTLOOK 


Although  July's  employment  report 
showed  a  rise  of  only  169,000  in 
payroll  jobs,  most  observers  were  im- 
pressed by  the  sharp  39%  upward  revi- 
sion in  June  payroll  job  growth,  from 
180,000  to  250,000.  But  economist  David 
H.  Resler  of  Nomura  Securities  Interna- 
tional Inc.  notes  that  most  of  the  June 


PHONE  WORKERS  WILL 
CAUSE  STATIC 
IN  THE  STATISTICS 


The  spate  of  telephone  compa 
strikes  may  make  some  August  e 
nomic  statistics  look  deceptively  we 
observes  economist  Nicholas  S.  Perna 
Connecticut  National  Bank.  Because 
payroll  survey  was  taken  during 
week  that  contained  Aug.   12,  wl 
150,000  communications  workers  w 
on  strike,  a  sizable  number  could 
trimmed  from  August's  payroll  coi 
Moreover,  the  payroll  data  are  used 
computing  the  wage  and  salary  com 
nent  of  personal  income,  so  personal 
come  growth  in  August  is  also  likely 
appear  lackluster. 


LIMITING  ABORTION 
ECONOMISTS  START 
GAUGING  THE  IMPACT 


With  some  states  likely  to  limit 
accessibility  of  abortion  in 
wake  of  the  latest  Supreme  Court  nil 
on  the  issue,  economists  are  already 
culating  the  impact.  Theodore  J.  Jo 
and  Naci  H.  Mocan  of  the  National 
reau  of  Economic  Research  estim 
that  a  ban  on  abortions  in  New  Y 
City  starting  last  year  would  have  bd 
ed  births  to  teenage  mothers  by  ab 
20%,  resulting  in  2,143  black  and  1, 
white  unintended  bii-ths  to  adolescenti 
1988  and  1989.  Since  teenage  moth 
are  usually  unmarried,  and  their  c 
dren  tend  to  experience  health  and  c 
nitive  difficulties,  the  costs  to  societ) 
higher  welfare  benefits  and  other  pJ 
lems  could  be  considerable.  Illegitim 
births  now  account  for  some  25%  of 
U.  S.  births. 
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Now;  if  you  want  long  distance  service 
without  the  worries,you  may  have  to  ask  for  it. 


A  cautionary  note  to  people  wlio  use  public  phones: 

These  days,  some  public  phones  don't  automatically 
connect  you  to  AT&T.  Fortunately  it's  still  easy  to  make 
sure  you're  getting  the  quality  AT&T  service  you've  always 
depended  on. 

If  there  are  no  AT&T  signs  on  or  near  the  phone 
you're  using,  listen  for  'AT&T"  after  dialing.  If  )'0U  don't 
hear  it,  you  might  not  have  reached  Af&T 

In  that  case,  just  hang  up  and  dial  10 +ATT+0  before 
dialing  the  area  code  and  number.  Or,  if  you're  calling 
from  a  hotel,  just  ask  the  switchboard  operator  how  to 
best  reach  AT&T.  In  seconds,  vou'll  be  connected  to  the 


1 


fastest  and  most  reliable  long  distance  service  in  the  world. 

Then  you  can  proceed  with  confidence. 

For  more  information,  or  a  wallet-sized  card  with  simple 
dialing  instructions,  call  1 800  66I-O66I. 


989  AT&T 


AT&T 

The  right  choice. 


Nature's  perfect  package:  the  egg. 
Sealed  in  our  perfect  package,  an 
amazing  plastic  called  Barex,  it  stays 
fresh  many  times  longer.  By  keeping 
oxygen  out,  Barex  has  become  a  market 
leader  in  difficult  packaging  applica- 
tions, such  as  keeping  luncheon  meats 
fresh,  surgical  supplies  sterile,  and 
chemicals  contained.  Proof  that  where 
BP  America  people  are  concerned, 
ingenuity  is  part  of  the  package. 


Presentin; 


of  American  Business 


BusinessWeek 
celebrates  its  60th 
anniversary  with  a 
special  photo  essay 
in  the  September  25, 

1989  issue.  Capturing  six  decades 
of  American  business,  this  unique 
and  far-ranging  photo  essay  will 
cover  the  period  from  the  Great  De- 
pression to  today's  fast-paced  global 
market,  providing  valuable  insight 
-  into  how  the  business  world  has 

N  i  A       coped  and  conquered  throughout 
the  years.  Business  Week's  "60  Years  Of 
American  Business"  will  deliver  your  advertising 


message  to 
S      over  7  million* 
^  readers  vyorldwide 
— the  largest  audience 
of  any  business 
magazine.  Don't  miss  out  on  what  may  be 
the  most  popular  guided  tour  of  the  Ameri- 
can business  scene  ever — join  us  as  we 
celebrate  "60  Years  of  American  Business'.' 
For  more  information  contact  your  Business 
Week  representative  or  Tripp  Miller  at 
(212)  512-3501 
or  Fax  (212)  512-2117. 
Closing  Date:  August  21 , 1989 
Issue  Date:  September  25, 1989  'Source i989smrb 
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BY  JAMES  C.  COOPER  AND  KATHLEEN  MADIGAN 


ME  FED  MAY  STOP 
INHERING  FOR  A  WHILE 


¥hen  the  Federal  Reserve  Board's  policymak- 
ers sit  down  on  Aug.  22  to  plot  credit  strategy 
for  the  coming  weeks,  they  will  likely  be 
sed  with  themselves,  despite  grumbling  from  the 
h  Administration  (page  24).  The  Fed's  monetary 
tening  from  March,  1988,  to  March,  1989,  is  working: 
1  economic  growth  and  inflation  are  moderating, 
^cession  fears  are  fading.  True,  consumer  spending 
slowed,  but  July's  solid  gain  in  retail  sales  shows 
shoppers  haven't  quit  buying.  Continued  gains  in 
and  incomes  are  seeing  to  that.  Lower  interest 
3,  the  result  of  Fed  easing  since  April,  are  helping, 
ig  demand  for  homes  lifted  July  housing  starts,  and 
sales  have  rebounded. 

le  icing  on  the  cake  is  the  improved  outlook  for 
tion.  Producer  prices  of  finished  goods  fell  for  the 
ad  consecutive  month  in  July.  Businesses  are  adjust- 
inventories  and  output  in  response  to  sluggish  de- 
d  in  the  first  half.  Industrial  production  remained 
ued  in  July,  further  easing  strains  on  capacity.  The 
It  is  diminished  price  pressure, 
ith  everything  going  its  way,  the  Fed  will  likely 
le  to  put  further  credit  easing  on  hold  for  a  while. 

means  the  four-month  drop  in  interest  rates  is 
ably  over,  at  least  until  the  money  managers  can 
I  better  reading  on  what  they  have  already  wrought. 

ODS  That  reading  should  keep  the  Fed  happy. 
EK'T  Along  with  consumers'  willingness  to 
THERiNG  keep  spending,  the  generally  excellent 
^"^  condition  of  business  inventories  helps 

optimism  about  continued  growth.  With  few  excep- 
,  notably  cars,  stocks  aren't  accumulating  excessive- 
0  there  shouldn't  be  severe  production  cuts  that 
\  topple  the  expansion  (chart). 

In  June,  inventories  at  fac- 
tories, wholesalers,  and  retail- 
ers edged  up  just  0.4%,  to  $780.3 
'gVowth^/^       billion.  That  gain  was  much 
AR  jL     /  slower  than  the  buildup  in  the 

/  \/  previous  two  months  and  shows 

'       that,  in  general,  inventories  are 
in  line  with  sales. 

In  manufacturing,  June  in- 
ventories rose  just  0.3%^^ — the 
smallest  increase  in  two  years. 
Shipments  fell  0.5%  in  the 


;OLD  CARS  SWELL 
TAIL  STOCKPILES 


^NONAUTO 
^  RETAIIERS 
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FOUARTER,  PERCENT  CHANGE 
A  YEAR  AGO 
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h,  but  most  of  that  weakness  was  in  autos,  where 
imer  spending  had  been  particularly  sluggish.  Be- 
:^  of  a  jump  in  shipments  earlier  in  the  quarter,  the 


factory  sector's  inventories  at  the  end  of  the  second 
quarter  would  last  1.58  months  at  the  current  pace  of 
sales.  That  ratio  is  slightly  below  its  first-quarter  level. 

The  big  inventory  problem  has  been  autos,  especially 
at  the  showrooms.  Inventories  at  car  dealerships  have 
grown  very  rapidly  this  past  year.  By  contrast,  other 
retail  inventories  have  increased  at  a  fairly  steady  pace. 

Car  dealers  got  some  relief  in  July.  Sales  surged  2.7%, 
thanks  to  heavy  advertising  and  financing  incentives. 
That  jump,  together  with  production  cuts  at  auto  plants, 
helped  bring  down  inventories.  Dealerships  ended  July 
with  a  near-normal,  65-day  supply  of  unsold  new  cars, 
compared  with  a  75-day  supply  in  June. 


HOUSES 
ARE 

GOING  UP 
AGAIN 


Strong  car  sales  paced  the  overall  0.9%> 
gain  in  July  retail  sales,  to  $148.7  billion. 
And  consumer  interest  in  car  buying  con- 
tinued into  early  August,  when  new  do- 
mestically made  cars  sold  at  a  7.9  million  annual  rate,  up 
from  7.6  million  for  all  of  July.  If  consumers  keep  buy- 
ing cars  at  that  healthy  clip  for  the  rest  of  the  month, 
retail  sales  should  increase  again  in  August,  and  auto 
inventories  would  be  pared  even  further. 

Consumers  also  increased  their  spending  on  goods 
other  than  cars  in  July.  Nonauto  retail  sales  rose  0.4% 
that  month,  following  a  weak  0.2%  rise  in  June.  Spending 
at  department  stores  and  on  building  materials  and  food 
led  the  gain.  Apparel  sales  were  down  1.5%-,  and  gas- 
station  receipts  were  flat.  Both  of  those  weak  perfor- 
mances probably  reflected  price  declines,  however. 

Furniture  store  sales  in  July 
were  off  as  well,  but  those  re- 
tailers had  posted  huge  in- 
creases in  the  previous  two 
months.  And  since  the  housing 
sector  is  attempting  a  modest 
comeback  in  the  third  quarter, 
sales  of  home-related  goods 
should  continue  to  do  well. 

In  July,  housing  starts  rose 
0.8%',  to  an  annual  rate  of  1.43 
million  (chart).  Single-family 


HOUSING  STARTS 
STRENGTHEN 
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'89 

.  MILLIONS,  ANNUAL  RATE 
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starts,  weak  in  both  May  and  June,  jumped  6.3%',  to  a 
1.04  million  annual  rate.  That  means  homebuilding  began 
the  third  quarter  well  above  its  second-quarter  level. 

One  surprise  in  the  latest  retail  sales  report:  There 
was  a  large  upward  revision  of  the  data  for  previous 
months.  In  particular,  the  May  figures  now  show  an 
increase  of  0.8%  ,  instead  of  a  drop  of  0.1%. 

The  revisions  to  retail  sales  for  all  three  months  of  the 
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last  quarter  show  that  spending  on  goods  was  probably 
not  as  weak  as  was  first  thought.  Inflation-adjusted 
spending  at  retail  stores  fell  at  an  annual  rate  of  only 
1.4%  in  the  second  quarter,  instead  of  4%  as  previously 
estimated.  This  suggests  that  consumer  spending  may 
be  revised  upward  when  second-quarter  revisions  to  the 
gross  national  product  are  released  on  Aug.  29. 

But  the  slower  growth  in  inventories  in  June  means 
that  the  change  in  second-quarter  nonfarm  inventories 
was  probably  less  than  previously  estimated.  That  would 
subtract  from  GNP  growth,  but  leaner  inventories  will 
support  continued  gains  in  production  in  the  second  half. 

I OUTPUT  Detroit's  inventory  problem  played  a  big 
ISN'T  role  in  the  recent  sluggishness  in  industri- 

STRAINING  al  output.  Production  in  the  nation's  fac- 
CAPACITY  tories,  utilities,  and  mines  rose  a  modest 
0.27'  in  July,  following  a  0.1%  decline  in  both  May  and 
June.  Car  output  fell  sharply  in  July,  to  an  annual  rate 
of  6  million — from  an  already  low  6.8  million  in  June. 

Production  looks  stronger  in  other  sectors.  Output  of 
business  equipment,  excluding  cars,  posted  another  siz- 
able increase  in  July.  Production  in  the  large-materials 
sector  rebounded  after  weakening  in  both  May  and  June. 
And  output  of  consumer  soft  goods  rose  broadly  for  the 
second  consecutive  month. 

Still,  production  gains  in  general  have  been  small 
enough  to  avoid  straining  capacity.  The  operating  rate  in 
all  industry  was  unchanged  in  July  at  83.67< ,  and  the  rate 
in  manufacturing  fell  0.1%,  to  83.9%.  That's  helping  to 
keep  price  pressures  at  bay. 


I ENERGY  There's  no  question  that  inflation,  at  least 
PRICES  at  the  wholesale  level,  is  moderating.  Pro- 
I^SE  ducer  prices  for  finished  goods  have  done 

ENERGY  more  than  just  slow  down:  They  fell  0.4'a 
in  July  and  0.1%  in  June  (chart).  Lower  energy  prices — 
down  about  39^  in  both  months,  after  big  increases  earli- 


PRODUCER  PRICES 
RETREAT 


FINISHED  GOODS 


er  this  year — led  the  declines.  And  food  prices  bare 
gained  in  July,  up  0.1%,  following  a  0.8%  drop  in  Jun 

Even  excluding  volatile  food  and  energy  prices,  fi 
ished-goods  prices  still  fell  0.2%  in  July,  led  by  cars  ai 
tobacco  products.  New  car  prices  plunged  1.9%,  the  i 
suit  of  Detroit's  incentive  programs.  And  tobacco  prict 
which  soared  temporarily  in  June,  fell  back  in  July.  tJ 
performance  of  prices  elsewhere  was  also  favorable. 

That  was  particularly  true  in  the  earlier  stages 
processing.  Prices  of  crude  materials  rose  only  0.2% 
July,  after  a  2%  drop  in  June.  Excluding  food  and  en( 
gy,  crude-materials  prices  have  fallen  sharply  for  fo 
consecutive  months.  Prices  of  intermediate  goods,  mat 
rials  that  have  had  some  processing,  are  equally  tam( 

Such  moderation  is  a  big  plus 
for  the  second  half:  The  easing 
of  price  pressures  is  starting  to 
work  its  way  forward  to  fin- 
ished goods.  So  far  this  year, 
inflation  in  finished  goods  other 
than  food  and  energy  is  running 
at  a  3.8%  annual  rate,  down 
from  4.3%  during  all  of  1988. 

The  favorable  outlook  for  en- 
ergy prices  should  more  than 
offset  any  price  pressures  from 
food.  Recent  government  estimates  of  crop  producti|> 
this  fall  are  a  bit  below  expectations.  But  crude-oil  pric 
have  fallen  about  $2  a  barrel  in  recent  months,  a  . 
continued  bickering  in  OPEC  should  at  least  keep  th6.ij| 
stable — or  maybe  push  them  lower. 

The  improving  outlook  for  inflation  at  the  wholess' 
level  will  help  moderate  consumer  prices.  But  reducii; 
the  core  rate  of  consumer  inflation — prices  excludii^ 
food  and  energy — won't  be  easy.  Services,  where  gai[ 
are  likely  to  remain  stubbornly  high,  make  up_half  of  ti 
consumer  price  index.  That's  another  reason  for  the  f\ 
to  keep  credit  policy  on  hold  for  a  while.  ] 
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THE  WEEK  AHEAD 


FEDERAL  BUDGET 


Mondfii/,  Aug.  21,  2  p.m. 
The  federal  government  will  likely  post 
a  $20  billion  deficit  in  July,  down  from 
last  year's  .$22.9  billion  gap.  July  1  fell 
on  a  Saturday,  so  some  July  social-insur- 
ance payments  were  paid  in  June.  That 
lowered  outlays  last  month.  July's  ex- 
pected figure  would  place  the  deficit  at 
$126  billion  so  far  in  the  fiscal  year  end- 
ing on  Sept.  30.  Thus,  the  1989  deficit 
may  come  in  below  the  Administration's 
estimate  of  $148.3  billion. 

DURABLE  GOODS  ORDERS 


Tuesdaij,  Aug.  22,  S:SO  a.m. 

Most  economists  believe  that  new  orders 

placed  at  durable  goods  manufacturers 


fell  by  about  1.5'/^  in  July,  after  rising  a 
small  0.4'^  in  June.  Most  of  the  July 
weakness  was  probably  in  the  aircraft 
and  auto  industries.  New  orders,  exclud- 
ing those  for  aircraft,  have  been  weak 
since  last  December.  As  a  result,  the 
level  of  unfilled  orders,  excluding  air- 
craft, has  fallen  for  four  consecutive 
months.  That  means  output  and  hiring  in 
the  durable  goods  sector  could  be  slug- 
gish this  cjuarter. 

CAR  SALES  

Wednesday,  Aug.  23,  4:15  p.m. 
New  domestically  made  cars  probably 
sold  at  a  7.6  million  annual  rate  in  the 
second  10  selling  days  of  August.  Sales 
were  strong  in  early  August,  at  a  7.9 
million  pace.  The  problem  is  that  heavy 


car  buying  in  August  may  be  stealij; 
sales  away  from  the  new  model  ye;, 
which  starts  in  September  and  will 
elude  price  hikes  for  most  models.  If  : 
auto  makers  may  have  to  start  new  - 
centive  programs  for  1990  models  earl ' 
than  they  would  like. 

INITIAL  UNEMPLOYMENT  CLAIWIS 

Thursday,  Aug.  24,  8:30  a.m. 
New  claims  for  state  unemployment 
surance  benefits  were  most  likely  fiW 
at  an  annual  rate  of  345,000  during  tp 
week  ended  Aug.  12.  For  the  week  ei|- 
ed  July  29,  claims  were  initiated  atk 
yearly  pace  of  330,000.  Jobless  claiiB 
have  been  rising  since  early  May. 
indicates  economic  growth  may  slow  f'f 
ther  in  the  months  to  come. 
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The  check  really  is  in  the  mail. 
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C 1989  AEtna  Life  and  Casualty  Company, 

Very  few  things  in  life  are  more  frustrating  than  waiting  around  for 
money  that  someone  owes  you. 

Particularly  if  that  someone  is  an  insurance  company 

Unfortunately  it's  by  no  means  unusual  to  wait  months  on  end  for 
an  insurance  company  to  pay  up. 

At  Aetna,  we  think  that's  unconscionable. 

So  at  our  Employee  Benefits  Division, we've  reduced  the  entire 
health  insurance  claims  process  to  a  mere  nine  days.  Despite  the  fact 
that  we  receive  nearly  a  quarter-million  claims  a  day 

Of  course,  you  don't  get  results  like  this  by  waving  a  wand.  At  Aetna, 
it  takes  a  national  on-line  claims  network,  three  mainframe  computers, 
32  automatic  collating  machines,  five  Zip  Code  pre-sorters,  and  225 
dedicated  people  dedicated  solely  to  getting  those  checks  in  the  mail. 

Still,  we  find  the  extra  effort  pays.  We  like  to  think  that  such  un- 
usual promptness  is  why  so  many  companies  are  so 
quick  to  employ  us  for  their  employee  benefit  programs. 

And  why  they're  so  slow  to  leave  us. 

AETNA.  WE  GIVE  NEW  MEANING  TO  THE  WORD  DILIGENT 
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A  BOUT  OF 
FED-BASHING 

BUSH'S  MEN  PICK  A  FIGHT  THEY'LL  LIKELY  LOSE 


It's  like  a  rare  strain  of  economic  ma- 
laria that  the  Bush  Administration 
just  can't  shake.  For  months,  the 
White  House  seems  quietly  content  with 
the  economy's  course,  muting  its  con- 
cerns about  slowing  growth  and  publicly 
praising  the  Federal  Reserve  for  a  fine 
job  of  monetary  management.  But  then, 
out  of  the  blue,  the  Administration  gets 
the  jitters — and  it  lashes  out  at  the  cen- 
tral bank.  Fed-bashing  fever  has  struck 
again,  infecting  no  less  than  the  Presi- 
dent himself.  This  time,  the  Bush-men 
are  likely  to  discover  that  they've  picked 
a  fight  they  didn't  need — and  one 
they're  not  likely  to  win. 

Budget  Director  Richard  G.  Darman 
launched  the  most  recent  attack  when 
he  was  asked  by  a  TV  interviewer  on 
Aug.  13  about  the  Fed's  performance  in 
slowing  the  economy.  He  warned  that 
the  central  bank  should  "be  more  atten- 
tive to  the  need  to  avoid  tipping  this 
economy  into  a  recession."  The  timing 
seemed  deliberate,  for  the  comments 
came  as  Fed  officials  prepared  for  the 
Aug.  22  policymaking  meeting  of  the 
Federal  Open  Market  Committee.  And 


two  days  later,  Bush  himself  praised 
Darman  for  his  "very  balanced"  com- 
ments. "I  feel  very  comfortable  with  him 
sallying  forth  and  saying  that,"  he  said 
Conflict  between  a  growth-oriented 
White  House  and  an  inflation-fighting 
Fed  is  nothing  new.  Bush  and  his  min- 
ions have  been  sniping  at  the  Fed  from 
the  trees  whenever  an  economic  statistic 
strikes  them  as  worrisome.  The  White 
House  cringes  at  the  prospect  of  a  reces- 
sion, which  would  bloat  the  budget  defi- 
cit and  doom  hopes  for  increasing  GOP 
ranks  in  the  next  Congress.  Some  econo- 
mists share  those  fears,  fretting  the 
Fed's  15-month  campaign  of  tightening 
has  sent  the  economy  into  a  downward 
spiral.  "The  Fed  is  pushing  us  pretty 
close  to  recession,"  says  Shawmut  Bank 
chief  economist  Peter  Kozel. 
SKITTISH  TRADERS.  Bond  traders,  in  con- 
trast, worry  that  the  economy  is  too 
strong.  Those  fears  were  fueled  by  new 
figures  on  retail  sales  showing  revived 
consumer  spending.  Worry  also  grew 
with  an  Aug.  16  report  that  industrial 
production  rose  0.2V<  in  July — and  was 
much  stronger  outside  the  depressed 


DARMAN'S  ATTACK  CAM>.  ^  A,  SURPRISE,  SINCE  A  SOFT  LANDING  SEEMS  TO  BE  IN  THE  WORKS, 
AND  GREENSPAN  HAS  SUCH  CtOSE  TIES  TO  THE  WHITE  HOUSE 


auto  industry.  Economists  predict  an  uj 
ward  revision  in  second-quarter  gros 
national  product  from  the  1.77'  growll 
reported  earlier;  some  expect  even  fast 
er  output  in  the  current  quarter. 

Facing  massive  issues  of  Treasur; 
bonds  in  the  weeks  ahead — the  Treasur; 
must  borrow  $20  billion  by  Sept.  30  t< 
fund  the  thrift  bailout — skittish  trader: 
dumped  bonds.  Long-term  interest  rate: 
shot  up  as  the  price  of  the  Treasury': 
new  bellwether  30-year  bonds  droppe. 
by  IV2  percentage  points  on  Aug.  1- 
(charts).  Bargain  hunters  soon  moved  in 
but  traders  who  had  staked  their  hope: 
on  faster  Fed  easing  remain  fearful. 

Yet  inside  the  Fed,  officials  aren' 
panicking.  Neither  a  collapse  into  reces 
sion  nor  an  outburst  of  growth  seem;: 
likely,  they  say.  Instead,  the  economji 
appears  to  be  settling  into  the  inflation^ 
taming  "soft  landing"  sought  by  the  Fee] 
since  March,  1987.  "The  policy  so  far  isj 
producing  something  near  what  I'd  ex 
pected,  some  slowing,  without  taking  th 
economy  all  the  way  down,"  says  Kan-i 
sas  City  Fed  President  Roger  Guffey. 

For  the  Fed,  the  primary  concern  isn't 
the  economy's  rate  of  growth  but  infla-i 
tion.  Alan  Greenspan  has  staked  his  rep- 
utation as  Fed  chairman  on  achieving! 
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rice  stability — ideally,  a  zero  rate  of  in- 
lation.  The  strategy  appears  to  be  pay- 
ig  off:  Producer  prices,  after  rising  at  a 
%  annual  rate  in  the  first  five  months 
f  the  year,  fell  in  June  and  July.  But 
he  Fed's  inflation  hawks  aren't  going  to 
eclare  victory  based  on  two  months' 
umbers  and  flood  the  markets  with 
redit.  Instead,  the  central  bank  will 
ase  rates  down  the  same  way  it  raised 
hem — one  careful  step  at  a  time.  "Cau- 
ion  was  the  watchword  when  we  were 
aising  rates,"  says  Guffey,  "and  it 
hould  be  the  same  on  the  way  down." 

Confident  that  they're  on  the  right 
ourse.  Fed  officials  are  willing  to  shrug 
ff  complaints.  "I  take  some  comfort  in 
he  fact  that  we're  getting  criticized 
rom  both  sides,"  quips  Boston  Fed 
'resident  Richard  F.  Syron.  But  private- 
y,  officials  are  puzzled  by  the  White 
louse's  sudden  attack — especially  at  a 
ime  when  signs  of  recession  are  few. 
'Darman  must  have  gotten  carried 
.way,"  says  a  Fed  governor.  "I  doubt 
hat  that  reflects  his  view  of  the  world." 

In  fact,  Darman  was  stating  views 
ndely  held  within  the  Bush  camp — but 
Q  stronger  terms  than  most  in  the  Ad- 
riinistration  care  to  use.  Bush  himself 
ed  the  Fed-bashing  in  the  early  days  of 


his  Presidency,  expressuig  a  gut  yearn- 
ing for  cheaper  money  and  faster 
growth  that  dates  back  to  his  days  in 
the  Texas  oilfields.  Administration  aides 
believe  the  Fed  is  exaggerating  the  risk 
of  inflation  and  can  afford  to  ease.  "The 
disagreements  are  minor  now,"  says  one 
senior  Administration  official,  "but 
would  clearly  grow  if  the  Fed  didn't  take 
action  should  we  see  any  further  signs 
of  weakening." 

WHIPPING  BOY.  Darman  has  special  rea- 
sons to  push  the  Fed  now.  A  recession 
anytime  soon  would  crush  his  fragile 
compromise  with  Congress  on  next 
year's  budget  and  wipe  out  his  hopes  for 
a  deficit-slashing  deal  for  fiscal  1991  and 
beyond.  Given  those  interests,  Darman 
was  the  natural  candidate  to  go  public 
with  a  message  the  Administration  has 
pushed  behind  the  scenes  for  months:  If 
a  recession  hits,  blame  the  Fed.  White 
House  spinmeisters  are  planting  that 
idea  now,  hoping  it  will  take  root  by  the 
time  a  downturn  comes. 

The  Fed  has  always  accepted  its  role 
as  economic  whipping  boy.  Indeed, 
Greenspan  admitted  to  Congress  last 
month  that  Fed  policy  mistakes  could 
cause  a  downturn.  But  officials  find  the 
public  Fed-bashing  strange  in  light  of 


the  excellent  private  rapport  between 
the  central  bank  and  the  Bush  Adminis- 
tration. Darman  and  White  House  econo- 
mist Michael  J.  Boskin,  says  a  Fed  staff- 
er, "speak  often  and  at  length  to  our 
people,  all  up  and  down  the  line." 

Greenspan  often  dines  at  the  White 
House  and  recently  spent  a  weekend  at 
Treasury  Secretary  Nicholas  F.  Brady's 
retreat  on  Maryland's  Eastern  Shore.  In- 
deed, the  Fed  and  Treasury  chiefs  see 
each  other  so  frequently  that  they  some- 
times cancel  their  weekly  Thursday 
breakfast  meetings  because  they  have 
little  left  to  discuss. 

By  bashing  the  Fed  now.  Bush  risks 
straining  those  close  ties,  without  much 
chance  of  affecting  the  central  bank's 
policy  decisions.  Fed  officials  insist  that 
they  won't  be  swayed  one  way  or  the 
other  by  political  pressure.  Greenspan 
has  jealously  guarded  the  Fed's  indepen- 
dence. In  a  close  call,  when  the  economy 
might  really  be  teetering  between 
growth  and  recession,  the  central  bank- 
ers might  go  against  the  Administration 
rather  than  risk  appearing  to  cave  in.  In 
that  case,  pointless  Fed-bashing  could 
prove  to  carry  a  high  cost. 

By  Mike  McNamee  and  Howard  Gleck- 
man  in  Washington 
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THE  LAW 


BUSINESS  MAY  HAVE  FOUND 
A  WAY  TO  DEFANG  RICO 


Congress  is  close  to  passing  legislation  that  would  weaken  the  law 


Two  years  ago,  Ramona  E.  Miller- 
Jacobs  walked  into  the  Burbank 
(Calif.)  branch  of  Lincoln  Savings 
&  Loan  Assn.  looking  for  a  safe  place  to 
put  her  daughter's  $11,000  nest  egg.  The 
money  was  part  of  an  insurance  settle- 
ment from  an  accident  that  had  left  her 
daughter  paralyzed.  But  Miller-Jacobs 
says  the  S&L  pressured  her  to  put  the 
money  into  the  thrift's  high-yield  bonds 
instead  of  a  federally  insured  account. 
Now  that  American  Continental  Corp., 
the  S&l's  parent  and  issuer  of  the  bonds, 
has  declared  bankruptcy,  the  securities 
are  nearly  worthless.  And  Miller-Jacobs 
is  bitter.  "Not  one  time  did  those  folks 
tell  me  my  funds  were  not  secured," 
she  says. 

For  Miller-Jacobs  and  22,000  others, 
the  only  hope  for  recovering  the  $250 
million  they  invested  through  Lincoln  is 
the  Racketeer-Influenced  &  Corrupt  Or- 
ganizations Act,  a  statute  that  prosecu- 
tors love — but  that  business  detests  as 
legal  overkill.  The  Lincoln  bondholders 
have  filed  a  RICO  suit  against  the  S&L, 
Chairman  Charles  H.  Keating  Jr.,  and 
the  thrift's  auditors  and  lawyers,  charg- 
ing that  they  conspired  to  sell  the  unin- 
sured debentures  as  if  they  were  feder- 
ally insured  certificates  of  deposit. 
BACKLASH.  Sounds  like  the  kind  of  popu- 
list issue  that  Congress  would  love, 
right?  Not  exactly.  Far  from  sympathiz- 
ing with  Miller-Jacobs,  lawmakers  are 
poised  to  pass  legislation  that  would  ef- 
fectively bail  out  the  Lincoln  officials — 
who  deny  any  wrongdoing — and  nearly 
all  other  defendants  in  pending  private 
RICO  cases  (table).  The  measure  would 
weaken  that  part  of  the  law  that  allows 
victims  of  fraud  to  recover  triple  dam- 
ages. That  prospect  is  the  major  incen- 
tive for  bringing  civil  RICO  cases,  which 
law  enforcement  officials  consider  a  crit- 
ical deterrent  to  white-collar  crime.  Law- 
makers also  would  curb  such  awards  for 
pending  litigation. 

The  proposal  to  defang  RICO,  which  is 
being  spearheaded  by  Senator  Dennis 
DeConcini  (D-Ariz.)  and  Representative 
Frederick  C.  Boucher  (D-Va.),  is  the  cul- 
mination of  a  five-year  drive  by  business 
to  overhaul  the  1970  law.  At  first,  busi- 
ness interests  didn't  view  civil  RICO  cases 
as  much  of  a  threat.  But  now,  run-of- 
the-mill  fraud  suits  are  being  routinely 
transformed  into  RICO  cases.  The  specter 
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of  enormous  damage  awards  and  some 
well-publicized  cases  where  the  law  has 
been  stretched  to  extremes  have  pro- 
duced a  backlash. 

One  of  the  biggest  beneficiaries  of  the 
legislation  would  be  General  Electric 
Co.,  which  would  no  longer  face  the  pos- 
sibility of  shelling  out  $1  billion  in  triple 
damages  in  a  suit  brought  by  the  Wash- 
ington Public  Power  Supply  System.  Ac- 
counting firms  and  insurance  companies 
also  stand  to  gain  protection.  Under  one 


provision,  government  regulators  who 
take  over  a  failed  thrift  or  insurance 
company  no  longer  could  sue  such  firms 
for  triple  damages  on  behalf  of  deposi- 
tors or  policyholders.  Another  section 
would  let  consumers  recover  punitive 


MAJOR  RICO  CASES 
THREATENED  BY  REFORM 

Washington  Public  Power  Supply  System  vs. 
General  Electric  A  $1  billion  suit  brought 
by  WPPSS  against  GE  in  1986  over  con- 
struction of  a  nuclear  contaimnent  unit 

Shields  et  nl.  vs.  Keating  A  $750  million 
class  action  filed  in  1989  on  behalf  of 
bondholders  at  Lincoln  Savings  &  Loan, 
one  of  the  largest  S&L  failures  ever 

Greyhound  Financial  vs.  Willyard  A  $600 
million  suit  Greyhound  filed  in  1985 
against  20  defendants  and  three  banks  in 
an  equipment-leasing  deal 


damages,  but  the  procedural  roadblock 
the  bill  erects  make  that  all  but  imposs 
ble.  The  bill  "is  a  Rube  Goldberg  m: 
chine,"  says  Michael  Waldman,  legisl; 
five  director  of  Congress  Watch, 
consumer  group  that  opposes  the  bill. 
DEAF  EARS.  But  as  the  measure  hurtle 
through  the  legislative  process,  criticisi 
about  its  effects  is  falling  on  deaf  ear; 
Miller-Jacobs  asked  to  testify  before  th 
Senate  Judiciary  Committee  in  June,  bi 
DeConcini,  who  chaired  the  hearinj 
nixed  the  idea.  DeConcini  has  close  ti( 
to  Lincoln's  Keating.  Two  years  ago,  h 
and  four  other  senators  met  with  feder; 
regulators  and  pressed  them  to  back  oi 
Lincoln,  whose  failure  earlier  this  ye£ 
could  cost  taxpayers  $1.5  billion.  Recorc 
show  that  Keating  and  a  close  circle  ( 
friends  and  family  contributed  almost  $ 
million  to  the  five  senators,  includin 
$50,000  to  DeConcini's  1988  campaign. 


MILLER-JACOBS  AND 
HER  DAUGHTER 
MICHELLE:  THEIR 
RICO  SUIT  CHARGES 
AN  S&L  WITH  FRAUD 


An  embittered  Miller-Jacobs  complain 
that  she  was  denied  the  chance  to  testif; 
"because  they're  trying  to  knock  off  th 
law  while  no  one's  watching."  An  aide  t 
DeConcini,  who  has  backed  RIC( 
changes  for  five  years,  denies  he 
charge,  asserting  that  the  senator  want 
ed  to  limit  testimony  so  he  could  mov 
the  bill  quickly.  The  aide  also  says  De 
Concini's  interest  in  RICO  reform  pre 
dates  the  filing  of  the  suit  agains 
Keating.  DeConcini  couldn't  be  reachet 
for  comment. 

Congress  is  expected  to  finish  work  oi 
the  legislation  when  it  returns  from  th 
August  recess.  Lawmakers  then  wil 
have  to  weigh  their  business  supporters 
anti-RICO  sentiment  against  the  saga  o 
folks  like  Miller-Jacobs.  The  current  bet 
ting  is  that  business,  sensing  victory  in  i 
long  crusade,  will  have  the  last  word. 

By  Paula  Dwyer  in  Washington 


EGULATORS 


BUSH'S  MAN 
ON  THE  STREET 

^chard  Breeden's  political  skills 
viD  be  sorely  tested  at  the  SEC 

Wall  Street  mavens  were  puz- 
zled when  President  Bush 
ended  a  long  search  to  replace 
lUtgoing  Securities  &  Exchange  Com- 
nission  Chairman  David  S.  Ruder  by 
apping  White  House  aide  Richard  C. 
5reeden.  A  39-year-old  lawyer  who  has 
pent  most  of  his  career  prowling  Wash- 
igton's  corridors,  Breeden  lacks  first- 
land  knowledge  of  financial  markets. 
Ruder  and  [predecessor]  John  Shad 
/ere  well  known  to  the  industry,"  says 
^ardwick  Simmons,  vice-chairman  of 
Ihearson  Lehmar  Hutton  Inc.  "What  do 
/e  know  about  Richard  Breeden?" 
Not  much.  But  President  Bush  is  bet- 
ing that  the  political  savvy  that  made 
ireeden  a  top  White  House  trouble- 
hooter  and  point  man  on  the  savings 
nd  loan  industry  rescue  will  overcome 
he  Street's  initial  skepticism. 
,BLE  MECHANIC.  One  thing's  clear:  By 
icking  a  loyalist  like  Breeden,  Bush  is 
ignaling  that  he  values  political  fealty 
ver  technical  expertise.  Bush  would  like 
3  avoid  a  replay  of  the  gaffes  that  dot- 
ad  Ruder's  reign.  The  former  professor 
t  Northwestern  University,  to  which 
e's  returning,  was  widely  respected  in 
he  securities  field.  But  he  won  the  un- 
ying  enmity  of  the  Reagan  White 
louse  during  the  October,  1987,  market 
rash  by  spooking  investors  with  mus- 
igs  about  a  trading  halt. 
But  it  would  be  wrong  to  dismiss 
Ireeden's  appointment  as  a  reward  for 
elping  Bush  in  the  1988  campaign  and 
ut  of  the  S&L  mess.  For  one  thing, 
ireeden  is  an  able  legislative  mechanic, 
omething  that  could  come  in  handy  in 
epairing  relations  with  Congress  that 
'ere  damaged  during  the  Shad  era. 
Breeden  proved  his  legislative  skill  in 
ae  maneuvering  over  passage  of  the 
&L  bailout.  Sensing  that  congressional 
Republicans  were  more  inclined  to  gut 
le  measure's  tougher  capital  standards, 
Ireeden  spent  much  of  his  energy  cut- 
ng  deals  to  keep  Democrats  in  line.  The 
ictic  proved  successful,  but  coupled 
ath  Breeden's  strong  ego  and  some- 
mes  abrasive  manner,  it  irked  some 
OP  leaders.  "He  negotiated  away  our 
osition,"  grouses  a  senior  GOP  staffer. 
Breeden  won't  be  content  to  be  the 
EC's  emissary  to  Capitol  Hill,  though. 
Rapid  growth  of  a  global  securities  mar- 
et  will  force  Breeden,  once  confirmed, 
)  try  to  improve  the  workings  of  U.  S. 


markets  and  to  repair  relations  with  the 
SEC's  sister  agency,  the  Commodity  Fu- 
tures Trading  Commission.  He  can  also 
lead  the  effort  to  break  down  barriers  to 
international  capital  flows. 

Bush  may  well  have  chosen  Breeden 
because  of  his  views  on  financial  deregu- 
lation. In  1984,  while  deputy  counsel  to 
then-Vice-President  Bush,  Breeden  was 
the  staff  director  of  a  task  force  that 
urged  streamlining  and  consolidating  the 
various  agencies  that  oversee  the  finan- 
cial services  industry.  But  Breeden  isn't 
about  to  pursue  deregulation  blindly. 
During  the  S&L  debate,  he  successfully 
argued  for  stiff  penalties  for  shady  S&L 
operators  and  for  scrubbing  the  Federal 
Home  Loan  Bank  Board  in  favor  of  a 
new  regulatory  agency.  Breeden's  S&L 
experience  "has  shown  him  the  limits  of 
deregulation — and  the  dangers  when  it 
is  accompanied  by  excessive  laxity  on 
the  part  of  regulators,"  says  A.  A.  Som- 
mer  Jr.,  a  former  SEC  commissioner. 


BREEDEN:  AT  AGE  39,  HE  PROVED  HIMSELF  ON 
THE  HILL  BY  SHEPHERDING  THE  S&L  BAILOUT 


Breeden's  precise  views  on  just  how 
tough  a  cop  the  SEC  needs  to  be  should 
soon  be  known.  One  of  his  first  tasks 
will  be  to  select  a  new  enforcement  di- 
rector to  succeed  hard-charging  Gary  G. 
Lynch.  Three  Lynch  deputies  are  an- 
gling for  the  plum  job,  but  Breeden  may 
prefer  his  own  pick  to  oversee  the  agen- 
cy's continuing  insider-trading  probe. 

First,  he'll  have  to  dispel  the  notion 
that  he's  more  attuned  to  the  rhythms  of 
Washington  than  of  Wall  Street.  As 
Ruder  found  out,  taking  office  two 
months  before  the  market  crashed,  the 
SEC  is  not  the  place  to  practice  on-the-job 
training. 

By  Tim  Smart  in  Washington,  with  Jon 
Friedman  in  New  York 


WALL  STREET 


DID  HANSON  HIDE 
BAD  NEWS? 

Angry  shareholders  are  suing  over 
the  Smith  Corona  spinoff 

Some  debut.  Hanson  PLC  on  July  28 
sold  off  537(  of  Smith  Corona 
Corp.  after  working  a  stellar  turn- 
around. But  two  weeks  later,  the  type- 
writer maker  revealed  soft  sales  would 
force  layoffs  of  10%  of  its  workers. 

The  market  exacted  its  revenge.  The 
stock  fell  nearly  207'  the  next  trading 
day.  And  on  Aug.  15,  three  Smith  Coro- 
na shareholders  filed  lawsuits  charging 
that  management  knew  well  before  the 
offering  that  operations  were  heading 
south — which  the  company  denies.  Smith 
Corona's  announcement  after  the  mar- 
ket had  closed  Friday  "looked  like  an 
embarrassed  company  sneaking  out 
from  under  a  rock  to  drop  a  bombshell," 
says  George  H.  Michaelis,  president  of 
First  Pacific  Advisors  Inc.,  which  bought 
in  the  initial  offering.  Complains  G.  Ken- 
neth Heebner,  a  star  money  manager  at 
Loomis,  Sayles  &  Co.:  "They  took  me  for 
a  ride."  He's  dumped  the  stock. 
VINDICATION?  Hanson  may  pay  dearly.  It 
planned  to  spin  off  other  holdings  as  it 
had  Smith  Corona,  says  a  source  close  to 
the  deal.  Among  the  possibilities:  pieces 
of  Consolidated  Gold  Fields  PLC,  which 
Hanson  bought  in  July  for  $5.5  billion. 
Now,  investors  aren't  in  the  mood.  "It's 
going  to  be  hard  for  them  to  do  the  next 
deal,"  Heebner  says.  Hanson  wouldn't 
comment,  citing  the  lawsuits.  But  one 
official  says  privately  that  Smith  Coro- 
na's performance  will  vindicate  them. 

It's  no  wonder  that  investors  were 
watching  Smith  Corona  and  Hanson 
closely.  Hanson's  return  on  the  1986  pur- 
chase of  SCM  Corp.  has  been  nothing 
short  of  spectacular.  By  selling  SCM's 
Glidden  Paints,  food  companies,  and  a 
paper  mill,  Hanson  made  back  its  $930 
million  investment  in  a  year.  What  was 
left  turned  out  to  be  a  windfall.  The 
company  turned  a  $42  million  loss  in 
1986  into  a  $42  million  profit  in  fiscal 
1989.  Sales  climbed  257,  to  $493.1  mil- 
lion, with  operating  margins  that  edged 
up  a  bit  to  18%  in  fiscal  1989.  Chairman 
G.  Lee  Thompson  said  that  with  1989 
results  and  the  1990  product  line,  he  was 
"looking  forward  to  an  exciting  future." 

He  spoke  too  soon.  Smith  Corona 
pumped  up  production  in  the  fiscal 
fourth  quarter  to  boost  inventories.  De- 
mand for  consumer  durables  softened  in 
July,  and  the  company  found  itself  with 
too  much  product  and  staff.  The  July  28 
prospectus  bore  no  warning.  But  Thom*- 
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son  maintains  that  he  discovered  the 
bloated  stocks  only  during  a  month-end 
meeting.  Over  half  the  450  employees 
released  were  temporaries  anyway,  he 
says.  But  one  person  close  to  the  deal 
observes:  "They  couldn't  predict  their 
way  out  of  a  paper  bag." 

Smith  Corona  still  could  turn  in  strong 
results  for  the  next  fiscal  year.  Jeffrey 
Putterman,  analyst  at  Drexel  Burnham 


Lambert  Inc.,  sticks  by  his  earnings 
forecast  of  $2.20  a  share  in  1990,  a  22% 
increase.  And  it's  Hanson — which,  after 
all,  is  the  one  that  pocketed  $750  million 
at  the  public's  expense — that  has  the 
black  eye.  But  if  Smith  Corona  doesn't 
meet  Wall  Street's  great  expectations,  it 
too  might  start  looking  battered. 

By  Todd  Vogel  and  Christopher  Tucher 
in  Stamford.  Conn. 


STRATEGIES! 


THEY'RE  MORE  SINGLE-MINDED 
AT  TAMBRANDS 


Failed  diversification  and  takeover  rumors  are  sending  it  back  to  basics 


Tarn  brands  Inc.  has  been  striving 
for  most  of  the  1980s  to  be  more 
than  a  one-product  company.  But 
the  maker  of  Tampax  tampons  has  made 
barely  a  dent  in  the  sanitary  pad  market 
with  its  eight-year-old  Maxithins  brand. 
And  its  big  leap  into  home  diagnostics 
and  cosmetics  has  been  a  failure,  pro- 
ducing little  more  than  a  stream  of  oper- 
ating losses  and  management  distraction 
that  has  hurt  its  basic  tampon  business. 


$44.2  million,  on  a  4.7'/'  increase  in  sales, 
to  $296  million. 

The  pressure  to  improve  financial  re- 
sults may  be  especially  urgent  in  the 
wake  of  recent  takeover  talk.  In  the  sec- 
ond week  of  August,  Tambrands  stock 
shot  up  more  than  11  points,  to  around 
73,  on  a  rumor  that  Johnson  &  Johnson 
was  prowling  and  a  report  that  Centaur 
Partners  had  acquired  a  3%  stake.  The 
Bethesda   (Md.)   investment  group  in 
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•MAXUHIKS,  DIAGNOSTIC  KITS,  COSMOICS 


Now,  under  new  Chairman  Martin 
F.  C.  Emmett,  Tambrands  is  returning 
to  its  roots.  Emmet  i  aims  to  market  the 
Lake  Success  (N.  Y.i  i-ompany's  feminine 
hygiene  products  ni  );e  aggressively  in 
the  U.  S.  and  overs'  ;;s,  particularly  in 
Europe.  Emmett  has  "sf)  million  in  cash 
and  equivalents  and  a  li'bt-free  balance 
sheet  to  work  with.  Ult:  otely,  he  hopes 
to  use  those  assets  to  g  erate  stronger 
and  steadier  earnings.  Ithough  1989 
second-quarter  net  incom  vvas  up  7%,  to 
$26  million,  first-half  prot.^    fell  2.4%,  to 


March  made  at  least  $50  million  on  an 
unsuccessful  bid  for  Pennwalt  Corp. 

To  help  refocus  the  company,  Emmett 
has  decided  to  sell  Physicians  Formula 
Cosmetics  Inc.'s  hypo-allergenic  product 
line,  purchased  for  $8  million  in  Decem- 
ber, 1985,  and  the  First  Response  busi- 
ness, which  sells  pregnancy  and  ovula- 
tion home  tests.  Tambrands  paid  $47.8 
million  in  February,  1987,  for  Hygeia 
Sciences  Inc.,  which  manufactures  the 
First  Response  kits.  Yet  the  line  never 
inade  money  for  Tambrands,  and  Mor- 


gan Stanley  &  Co.  analyst  Brenda  Le 
Landry  expects  it  to  lose  $6.5  million  th; 
year  on  a  meager  $12  million  in  sale 
(charts).  "There  was  no  reason  for  thei 
to  be  in  those  businesses,"  says  Andre' 
Shore,  cosmetics  analyst  for  Shearso 
Lehman  Hutton  Inc. 

The  failure  of  that  diversification  coi^l 
tributed  to  the  sudden  departure  la^ 
February  of  former  Chairman  Edv/in 
Shutt  Jr.  and  the  naming  of  Emmett  tv 
months  later.  The  native  South  Africa 
came  to  the  company  from  the  invesjj 
ment  bank  Security  Pacific  Burns  Fry  ii 
New  York,  where  he  did  financial  cor 
suiting  for  Tambrands. 
MAKING  A  MARK.  He  has  plenty  of  cor| 
sumer  products  experience,  though,  ha\| 
ing  held  senior  positions  at  Standar 
Brands  Inc.  before  and  after  its  198 
merger  with  Nabisco  Inc.  Associates  d( 
scribe  Emmett  as  a  good  strategic  thin! 
er.  A  former  colleague  at  Nabisco  say; 
"Marty's  one  of  those  people  who  can  b 
witty  and  easygoing  at  a  party  but  rut! 
less  and  hard-nosed  in  the  boardroom.' 

Emmett  has  begun  to  make  his  marl 
In  June,  the  board  approved  a  plan  t 
buy  back  5%  of  the  22.4  million  share 
outstanding  for  stock  option  and  benefi 
programs.  The  repurchased  shares  wi 
be  used  as  incentives  for  management 
which  now  owns  less  than  2%  of  th 
stock.  Nabisco  sources  say  Emmett  ma 
soon  install  at  least  one  new  top  manag 
er  from  his  former  company. 

On  the  marketing  side,  Emmett  ha 
instigated  a  review  of  Tambrands'  thre 
advertising  agencies  with  a  mind  towar 
consolidating  the  $15  million  accouni 
"Having  both  pads  and  tampons  in  on 
agency  will  allow  them  to  work  for 
total  category  strategy,"  says  John  J 
Dooner  Jr.,  president  of  McCann-Erict 
son  North  America,  whose  internations 
arm  handles  Tampax  in  12  countries. 

Analysts  say  Tambrands  should  hav 
an  easier  time  expanding  overseas  tha: 
domestically.  As  the  undisputed  leade 
in  the  mature  $600  million  retail  U.  £ 
tampon  market,  Tambrands  doesn't  hav 
much  room  to  grow.  To  make  matter 
worse,  its  unit  share  slipped  to  57.1%'  i: 
the  1989  first  half  from  58.4%  over  th 
comparable  1988  period.  One  reasor 
Playtex  Inc.  beat  it  to  market  last  fal 
with  a  pocket-size  tampon  using  an  af 
plicator  that  collapses  like  a  telescope 
Playtex  Chairnian  Joel  E.  Smilow  ex 
pects  Tambrands  to  launch  a  simila 
product  it  now  sells  in  Canada. 

Emmett  always  has  the  option  of  gel 
ting  the  Tambrands  house  in  order,  thei 
selling  out.  Indeed,  the  irony  in  all  th> 
recent  takeover  speculation  is  that  Tarn 
brands  looks  most  attractive  as  a  one 
product  company  after  all. 

By  Amy  Dunkin  in  New  Yon 
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■BUSHING  I 


FHE  QUAYLE  FAMILY  NEWSPAPERS: 
{LACK,  WHITE— AND  GREEN  ALL  OVER 


.  public  offering  could  value  the  company  at  around  $500  million 


Eugene  C.  Pulliam  considered  him- 
self a  political  crusader  when  he 
founded  Central  Newspapers  Inc. 
1934.  The  son  of  an  itinerant  minis- 
■r — and  grandfather  of  Vice-President 
an  Quayle — Pulliam  used  his  largest 
jwspaper,  The  Arizona  Republic,  to 
jlp  launch  Barry  Goldwater's  political 
ireer.  In  1968,  Pulliam  tried  to 
ock  Robert  F.  Kennedy's  bid  for 
le  White  House  by  ordering  his 
idianapolis  papers  to  play  down 
leir  coverage  of  the  New  York 
mator's  campaign  during  the 
xicial  Indiana  primary.  "I've  nev- 
•  been  interested  in  the  money 
e  make,"  he  once  boasted,  "but 
the  influence  we  have." 
Pulliam  died  in  1975,  and  his  de- 
endants  clearly  don't  share  his 
inking  on  money:  They've  decid- 
i  to  take  the  company  public.  On 
ug.  10,  Central  Newspapers  reg- 
tered  with  the  Securities  &  Ex- 
lange  Commission  to  sell  3.6  mil- 
)n  shares  of  its  Class  A  common 
ock,  or  roughly  16%  of  the  total, 
le  filing  values  the  company  at 
50  million  to  $530  million.  That's 
sizable  fortune,  but  it's  not  quite 
big  as  some  had  thought.  Last 
!ar,  bankers,  in  a  scuttled  public 
fering,  valued  the  chain  at  be- 
?een  $600  million  and  $700  mil- 
in.  Its  seven  papers  have  a  com- 
ned  daily  circulation  of  847,603. 
IT  RETURNS.  For  now,  bargain 


of  the  Vice-President's  step-grandmoth- 
er and  his  67-year-old  mother,  Corinne 
Pulliam  Quayle.  That  check  would 
amount  to  about  $62,039  a  year  at  the 
current  payout  rate.  The  Second  Family 
could  make  between  $472,810  and 
$556,248  by  unloading  their  stock,  but  a 
spokesman  says  they're  not  selling. 


WAY  BACK  WHEN:  FOUNDER  EUCENE  C.  PULLIAM  WITH 
INDIANA  GOVERNOR  HANDLEY  AND  VICE-PRESIDENT  NIXON 


mters  won't  be  tempted  at  the  likely 
■ice,  $17  to  $20  a  share.  That  represents 
ultiples  of  six  or  seven  times  the  com- 
my's  cash  flow,  typical  for  newspaper 
ocks.  Buyers  also  shouldn't  expect  the 
ock  sale  to  lead  to  a  takeover.  The 
illiam  family  trust  owns  68.87f  of  the 
ass  B  voting  stock,  which  gives  them 
%  of  the  company's  total  votes. 
The  financial  statements 
iply  that  Vice-President 
aayle  can  look  forward  to 
me  handsome  stock  divi- 
mds.  Quayle  and  his  wife, 
arilyn,  hold  a  total  of 
,800  Class  A  shares  and 
4  Class  B  shares.  They 
ill  collect  about  $9,000  this 
far  from  those  shares.  The 
aayles  can  start  collecting 
Iditional  dividends  from 
ock  that  belongs  to  the 
mily  trust  after  the  death 


Quayle  makes  $115,000  for  his  work  as 
Vice-President. 

Some  shareholders  contend  that  the 
company  is  worth  far  more  than  the  of- 
fering document  suggests.  "The  price 
apparently  bears  no  relation  to  the  mar- 
ket value,"  says  Beurt  R.  SerVaas,  pres- 
ident of  Curtis  Publishing  Co.  in  India- 
napolis. He  bought  26,200  Class  A 
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shares  from  Dan  Quayle's  cousin,  Mar- 
garet Pulliam  Goldsmith,  in  1987. 

SerVaas  points  to  a  $1.5  billion  offer — 
rumored  to  have  come  from  Gannett 
Co. — that  was  brought  to  the  company 
last  year  by  investment  banker  Hylton 
M.  Philipson  of  Henry  Ansbacher  Inc. 
The  family  trustees  rejected  the  bid.  Ex- 
plains Eugene  S.  Pulliam,  the  74-year-old 
son  of  the  company  founder  and  one  of 
the  trust's  three  custodians:  "We  simply 
told  them  that  under  the  terms  of  the 
trust,  we  can't  sell  control  of  these 
newspapers."  Philipson  then  sent  inves- 
tors a  letter  saying  the  company  should 
examine  every  option — including  possi- 
bly challenging  the  trust  in  court. 
BUSTED  TRUST?  SerVaas  says  the  trust 
could  be  busted.  That's  what  hap- 
pened in  the  highly  publicized  feud 
among  the  Bingham  clan  of  Louis- 
ville, which  resulted  in  the  sale  of 
the  family's  newspapers.  "What 
lawyers  can  put  together,  lawyers 
can  take  apart,"  says  SerVaas. 
But  the  Pulliam  heirs  like  the 
terms  of  the  trust.  And  key  insti- 
tutional shareholders — Franklin 
College  and  DePauw  University — 
won't  do  anything  that  would 
alienate  the  company,  which  still 
helps  support  the  schools. 

Many  family  members  want  to 
unload  some  of  their  shares, 
though.  The  Vice-President's 
mother  and  his  aunt,  Suzanne  Pul- 
liam Murphy,  plan  to  sell  113,453 
of  the  1.47  million  Class  A  shares 
they  control.  Quayle's  two  broth- 
ers, his  sister,  and  a  sister-in-law 
intend  to  sell  more  than  half  of 
their  combined  65,800  Class  A 
shares.  Pulliam  insists  there's  no 
family  feud.  "They  just  needed 
some  money,"  he  says. 

This  is  a  good  time  to  sell.  Me- 
dia stocks  are  up  24%  since  the 
beginning  of  the  year,  in  part  because  of 
Time  Inc.'s  merger  with  Warner  Com- 
munications Inc.  And  Central's  perfor- 
mance has  improved.  The  company's  net 
rose  28.5'A  in  the  first  half  of  1989,  com- 
pared with  the  same  period  last  year. 
Cash  flow  from  operations  also  grew 
nearly  65%  (charts). 
Some  Pulliam  clan  members  wish  they 
could  keep  such  details  un- 
der wraps.  "Having  lived 
with  a  private  company  all 
my  life,  I'm  not  all  that  hap- 
py about  everybody  know- 
ing all  our  figures,"  Eugene 
Pulliam  admits.  But  that's 
what  happens  when  a  fam- 
ily with  so  much  influence 
in  the  news  business  makes 
its  own  business  news. 

By  Julia  Flynn  Siler  in  In- 
dianapolis, with  Richard  Fly 
in  Wasimigton 


OUAYLE  ISN'T  SELLING 
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SOFTWARE  I 


SOMETIMES  IT  DOESN'T  PAY 
TO  KEEP  A  SECRET 


CA  won't  spell  out  its  plans  for  Cullinet — and  that's  hurting  sales 


post  about  $290  million  in  sales  vs.  Is 
year's  $224  million.  Some  have  estimaj! 
as  low  as  $250  million.  While  first-qir 
ter  earnings  held  up,  second-quar? 
profits  are  still  in  doubt,  as  CA  abso)i 
unprofitable  Cullinet.  CA's  stock  has  p* 
the  price,  falling  to  ISVi  on  Aug.  ,i 
from  its  52-week  high  of  21  on  June 

The  Cullinet  acquisition,  announced  i 
June  19,  was  supposed  to  have  b(! 
locked  up  by  now.  Because  the  Seer! 
ties  &  Exchange  Commission  was  sb 
to  sign  off,  the  deal  won't  be  finisi 
until  mid-September.  Until  then,  CA 
fuses  to  detail  how  it  will  integrate  ( 
linet's  software  into  its  product  li 
which  includes  competing  offerings 
Chairman  Charles  B.  Wang  will  say  - 
"We  have  told  [Cullinet]  users  we  \] 
continue  to  support  and  enhance  u 
products."  Evidently  that's  not  enoujj 
Both  Cullinet  and  CA  customers  are  p< ! 
poning  purchases.  New  license  reveni 


COMPUTER  ASSOCIATES' 
SALES  HAVE  SOARED... 


...BUT  THE  FUTURE 
MAY  BE  FLATTER 
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TONY  AND  CHARLES  WANG:  CUSTOMERS  WON'T  BUY  ASSURANCES  OF  SUPPORT 


These  days,  Jerry  Peters  is  a  ner- 
vous man.  As  director  of  informa- 
tion services  at  Exchange  National 
Bank  of  Chicago,  he  sank  $3  million  into 
new  banking  software  sold  by  Cullinet 
Software  Inc.  In  fact,  his  operation  was 
the  first  in  the  country  to  use  the  tech- 
nology. Now,  Peters  is  afraid  it  may  also 
be  the  last.  That's  because  Computer 
Associates  International  Inc.,  which  is 
buying  Cullinet  for  about  $260  million  in 
stock,  won't  say  if  it  will  keep  making 
the  software  once  the  deal  is  completed. 

Cullinet  customers  aren't  the  only 
folks  with  reason  to  worry.  The  uncer- 
tainty means  buyers  are  holding  back — 
and  that's  hitting  CA's  bottom  line.  Fu- 
eled by  a  massive  buying  binge,  Garden 
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City  (N.  Y.)-based  CA  has        '84    '85    '86  87 
grown  from  revenues  of       ▲  millions  OF  dolurs 
$84.7  million  in  1984  to 
more  than  $1  billion  in  its 
1989   fiscal   year   ended   on   Mar.  'SI 
(charts).  That  makes  it  the  largest  soft- 
ware company  in  the  industry.  Profits 
have  soared  from  $9.5  million  to  $163.5 
million  in  the  same  period. 
BRIGHT  SIDE.  But  CA's  climb  may  be 
slowing  under  the  accumulated  weight 
of  its  acquisitions.  The  company  ended 
its  first  quarter  with  sales  of  $244  mil- 
lion, about  $30  million  less  than  analysts 
expected.  Then,  on  Aug.  9,  it  warned 
Wall  Street  that  second-quarter  reve- 
nues could  fall  short  of  its  $325  million 
forecast.  Most  analysts  figure  CA  will 
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for  ca's  Datacom/DB  software,  for 
stance,  were  down  $10  million  in  t 
first  quarter. 

CA's  problems  aren't  limited  to  c( 
cerns  over  the  Cullinet  deal.  Curren 
translation  knocked  first-quarter  sal 
down  by  about  $15  million.  And  Wa 
admits  business  was  hurt  by  a  spri 
reorganization  of  CA's  sales  force,  whi 
had  some  employees  trying  to  sell  pre 
ucts  about  which  they  knew  little.  i 
Wang  is  used  to  criticism  of  his  prol 
gious  dealmaking — and  he's  not  about  i 
stop.  Since  1982,  the  company  has  £ 


SOFTWARE:  IN  FOR  A 
PATENT  POUNDING? 


Since  the  U.S.  Patent  &  Trade- 
mark Office  started  granting 
patents  to  protect  software  in 
1981,  experts  have  braced  for  a  wave 
of  infringement  lawsuits.  Now,  the 
floodgates  may  be  opening.  Lotus  De- 
velopment Corp.  and  five  other  soft- 
ware makers  have  been  slapped  with 
one  of  the  first  such  suits.  And  it  could 


force  them  to  take  patents  more  seri- 
ously. Says  Daniel  S.  Bricklin,  a  lead- 
ing software  developer:  "The  case  is 
showing  that  there  may  be  a  time 
bomb  in  the  industry." 

New  York  licensing  company  REFAC 
International  Ltd. — whose  main  busi- 
ness is  to  buy  patents  and  file  suits — 
wants  the  defendants  to  pay  5%  royal- 
ties, totaling  between  $25  million  and 
$250  million  a  year.  The  company  also 
is  seeking  royalties  for  the  six  years 
the  patent  has  been  in  effect  and  pay- 
ments until  it  expires  in  the  year  2000. 
REFAC  acquired  the  disputed  spread- 


sheet patent  in  July  from  Forward; 
erence  Systems  Ltd.  of  Canada, 
would  share  the  royalties. 

The  defendants — including  Asl 
Tate,  Microsoft,  Computer  Assoc 
International,  Borland,  and  Inforn 
dismiss  the  claims.  They  have 
mid-September  to  file  formal  respc 
in  New  York  federal  court.  But  w 
lose,  the  software  industry  is  air 
rethinking  how  it  protects  its  prod 
Although  software  falls  under 
patent  and  copyright  law,  the  indi 
has  been  slow  to  use  patents,  w 
are  harder  to  get.  They  offer  a  vii 
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sorbed  22  companies  or  product  lines.  CA 
even  maintains  a  swat  team  charged 
with  finding  candidates  and  rapidly  clos- 
ing deals.  Wang  and  his  older  brother, 
Tony,  ca's  president,  make  the  final  de- 
cisions. Sometimes  the  process  takes 
less  than  a  week.  "They  don't  horse 
around,"  says  Charles  Federman,  a  part- 
ner at  investment  bank  Broadview  Asso- 
ciates in  Fort  Lee,  N.J. 

M&a  types  may  love  it,  but  CA's  strate- 
gy has  won  it  some  enemies.  CA  buys 
companies  for  their  products,  not  for 
their  management  or  marketing  exper- 
tise. So  it  quickly  slashes  much  of  the 
acquired  company's  work  force.  "Their 
scorched-earth  policy  leaves  a  bad  taste 
in  the  mouths  of  employees  who  have 
been  laid  off,"  says  Stephen  T.  McClel- 
lan,  an  analyst  at  Merrill  Lynch  &  Co. 
Such  tactics  have  made  some  acquisition 
candidates  balk.  Last  year,  Atlanta- 
based  Management  Science  America  Inc. 
rejected  CA.  "I  like  Charles,"  says  MSA 
Chairman  John  P.  Imlay,  "but  I  don't 
always  agree  with  what  he's  doing." 
HARD  SELL.  CA's  single-minded  focus  on 
deals  can  divert  attention  from  custom- 
ers. Software  buyers  have  long  com- 
plained that  CA  doesn't  provide  enough 
support  to  customers  of  an  acquired 
company's  products.  Wang  responded 
this  year  by  moving  200  technicians  into 
the  field  to  provide  postsales  help. 

Now,  CA  has  come  under  fire  for  being 
too  zealous  and  pressuring  customers  to 
buy  before  they're  ready.  "I  call  it  their 
used-car  salesmanship,"  says  Lois  Pol- 
lack, manager  of  information  resources 
at  Warner  Electric  Brake  &  Clutch  Co. 
in  South  Beloit,  111.  "They  come  in  with  a 
big  deal  and  give  you  five  minutes  to 
decide  if  you  want  it.  [Others]  are  ag- 
gressive, but  they  don't  offer  those  kind 
of  blue-light  specials." 

CA  has  to  be  aggressive  to  deliver  on 
plans  for  30%  revenue  growth  per  quar- 
ter. The  buying  binge  helped  in  the  past. 
But  with  an  overloaded  product  line  and 
revenues  under  pressure,  CA  might  be 
better  off  if  it  slowed  the  dealmaking 
and  focused  on  what  it  has  already  got. 

By  Deidre  A.  Depke  in  New  York 


opoly  for  17  years,  but  copyrights  give 
2preneurs  more  freedom  to  build  off 
seted  technology. 

le  contretemps  may  eventually  lead  to 
legislation.  Rochelle  Dreyfuss,  a  pro- 
or  at  New  York  University's  law 
ol,  says  lawmakers  solved  "the  last  big 
lem,"  over  computer-chip  technology, 
lassing  a  law  that  provided  protection 
still  encouraged  innovation.  "A  lot  of 
lie  think  that's  what  Congress  should 
)  protect  computer  software,"  she  says. 
1  then,  software  makers  might  just  be 
iding  more  time  in  court. 

By  Michele  Galen  in  New  York 


LINED-UP  LUMINAS:  GM  MAY  HAVE  TO  OFFER  INCENTIVES  TO  GET  THE  NEW  SEDAN  MOVING 


THE  LUMINA  HAS 
ITS  BRIGHTS  OFF 


But  GM  still  tliinks  the  midsize 
Chevy  will  fuel  future  growth 


In  TV  ads  last  spring  for  the  Chevrolet 
Lumina,  Dumbo  demonstrated  the 
size  of  the  trunk,  while  Cinderella's 
fairy  godmother  magically  turned  a  Cor- 
vette into  the  family  sedan.  In  launching 
the  Lumina,  General  Motors  Corp.  hoped 
a  little  Disney  magic  would  send  the  car 
racing  up  the  sales  charts.  But  four 
months  later,  the  Lumina 
is  stuck  in  low  gear,  and 
analysts  expect  GM  to 
slap  incentives  on  it  soon. 

For  most  cars,  a  slow 
start  in  the  currently  soft 
market  wouldn't  be  re- 
markable. After  all,  new- 
car  sales  through  July  30 
this  year  have  dropped 
by  6.4%  from  a  year  ago. 
And  through  Aug.  10, 
GM's  sales  were  even 
softer,  down  9%.  What's 
more,  GM  has  seen  other 
slow  starters  take  off: 
The  Corsica  and  Beretta  models  spun 
their  wheels  for  months  but  now  are  the 
best-selling  cars  in  the  industry.  Even 
the  Lumina  is  beginning  to  attract  buy- 
ers. "It's  starting  to  pick  up  now,"  re- 
ports John  J.  Gentile,  new-car  sales  man- 
ager at  Lattof  Chevrolet  Inc.  in 
Arlington  Heights,  111. 

It  had  better,  for  the  Lumina  isn't  just 
any  car.  Targeted  directly  at  important 
rivals  such  as  the  Ford  Taurus  in  the 
crucial  midsize  market,  it  replaces  both 
the  Monte  Carlo  and  the  Celebrity,  a 
longtime  favorite  among  fleet  buyers.  In 
addition,  sales  have  stalled  for  gm's  new- 
ly redesigned  midsize  coupes:  the  Ponti- 
ac  Grand  Prix,  Buick  Regal,  and  Olds- 


GM:  GLOOM  IN  CARS, 
PROMISE  IN  TRUCKS 


GM'S  U.S. 


'85  '86  '87  '88  '89 
PERCENT  •IHROUCH  JULY  31 

DATA:  WAmmominmns 


mobile  Cutlass  Supreme.  GM  admits  that 
customers  are  shunning  those  two-door 
models  in  favor  of  four-doors,  and  the 
Lumina  is  GM's  only  all-new  four-door. 

Moreover,  the  Lumina  is  important  to 
gm's  overall  goals.  Executive  Vice-Presi- 
dent Lloyd  E.  Reuss  says  GM  is  aiming 
for  37%'  of  the  passenger-car  market 
next  year.  That  would  be  up  from  35.5% 
so  far  this  year  and  would  be  GM's  peak 
since  1986  (chart).  He  also  predicts  that 
GM  will  add  another  point  of  share  in  the 
light-truck  market,  thanks  largely  to  a 
new  Chevy  minivan,  the  Lumina  APV — 
all-purpose  vehicle.  "Investors  are  going 
to  watch  Lumina  sales  like  hawks,"  says 
Morgan  Stanley  &  Co.  auto  analyst 
Scott  F.  Merlis.  "This  is  GM's  most  im- 
portant shot  at  regaining 
market  share." 
UNDERPOWERED?  But  SO 
far,  the  Lumina  is  no 
world-beater.  Sales  to 
date  tally  only  38,449, 
even  though  Chevy  had 
20,000  fleet  orders  in 
hand  before  the  official 
launch.  Stocks  stood  at 
82  days'  supply  on  July 
31,  vs.  a  GM  average  of  72 
days',  says  Ward's  Auto- 
motive Reports.  Dealers 
say  consumers  are  put 
off  by  the  standard  four- 
cylinder  engine.  Then  there's  price:  Lu- 
mina's  $11,883  base  sticker  climbs  to 
$13,776  for  a  sLx-cylinder  Euro  model. 
Celebrity  leftovers  have  a  base  price  of 
$11,495,  minus  a  $500  rebate. 

GM  can't  wait  much  longer  for  Lumina 
to  light  up.  It's  now  selling  about  13,000 
to  14,000  cars  monthly  and  is  preparing 
to  build  from  25,000  to  30,000  a  month, 
notes  Christopher  W.  Cedergren,  senior 
auto  analyst  at  J.  D.  Power  &  Associates 
in  Agoura  Hills,  Calif.  His  conclusion: 
"Chevy's  going  to  have  to  offer  some 
kind  of  incentives  on  that  car  to  get  it 
moving."  In  Motown  these  days,  that 
seems  to  be  the  only  magic  that  works. 

By  James  B.  Treece  in  Detroit 
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Daewoo's  innovative  minds  have  put 
Daewoo  right  at  the  frontier  of  the  new 
technology.  This  is  particularly  true  with 
computers  Daewoo  recently  built  a  major 
facility  to  manufacture  a  highly  advanced 
computer  chip.  The  fact  is,  Daewoo  invests 
a  large  part  of  its  earnings  not  only  in  the 
R&D  to  develop  a  better  product,  but  in 
the  manufacturing  technology  that  will 
deliver  that  better  product.  By  placing  a  big 
emphasis  on  innovation,  Daewoo  has, 
in  just  over  20  years,  become  a  leader 
in  such  diverse  industries  as  computers 
and  heavy  machinery,  aeronautics  and  auto- 
mobiles, shipbuilding  and  telecommunica- 
tions. Find  out  how  Daewoo's  innovative 
minds  can  help  your  company  to  grow. 


Daewoo 's  wide  range  of  innovation  includes  highly  advanced  computers 


Daewoo  International  (America)  Corp.  (212)  909-8200. 


TAKEOVERS  I 


VICTOR  POSNER  AND 

THE  CASE  OF  THE  MYSTERY  FINANCIER 

The  plan  to  sell  Fischbach  to  an  English  investor  is  falling  apart 


Fischbach  Corp.  has  lost  no  less  than 
$106  million  since  Miami  Beach  fi- 
nancier Victor  Posner  took  control 
in  1985.  So  the  giant  electrical  contractor 
seemed  to  be  closing  a  nightmarish 
chapter  last  month  when  Posner  agreed 
to  sell  his  stake.  But  the  nightmare  goes 
on — and  it's  taking  some  startlingly 
mysterious  turns  as  Posner's  deal  to  sell 
out  dissolves  and  Fischbach  investors 
see  the  value  of  their  holdings  shrink. 

It's  an  intriguing  tale,  and  not  just  for 
the  fellow  who  stands  at  its  center,  a 
purported  British  investor  and  dairy 
farmer  by  the  name  of  Asher  DeVere. 
There's  also  a  Miami  Beach  insurance 
broker  and  real  estate  developer  named 
Mel  Harris,  plus  his  cousin,  Maurice  R. 


change  was  halted.  And  that  afternoon, 
Fischbach  disclosed  that  DeVere's  group 
in  fact  has  no  financing.  By  day's  end, 
Fischbach  shares  had  sunk  6%,  to  18%. 

Did  Posner  get  snookered?  "We  be- 
lieve the  DeVere  group  offer  was  seri- 
ous," says  Posner  spokeswoman  Renee 
Mottram-Doss.  One  reason:  A  copy  that 
Posner  received  of  a  June  21  letter  on 
Hill  Samuel  stationery.  It  stated  that  the 
bank  would  arrange  for  up  to  $280  mil- 
lion for  DeVere.  Hill  Samuel  says  the 
firm  authorized  no  such  letter. 

DeVere's  New  York  attorney,  Howard 
Squadron,  claims  his  client  is  arranging 
new  financing,  and  the  deal  is  still  on — 
despite  the  widespread  Wall  Street  ru- 
mor that  DeVere  is  the  product  of  some- 


(jreenoerg.  rtank  ureenDerg  neaas 
American  International  Group  Inc.,  the 
nation's  largest  investor-owned  insurer 
and  Fischbach's  bonding  company.  It's 
AIG  that  seems  key  to  Fischbach's  fate. 

Last  month,  however,  it  looked  as  if 
DeVere's  deal  for  Fischbach  was  solid. 
That's  when  Posner's  APL  Corp.  an- 
nounced it  would  sell  its  537^  of  Fisch- 
bach to  a  group  headed  by  DeVere  for 
$29.83.5  a  share,  or  $117  m'illion.  But  be- 
cause DeVere  is  unknown  on  Wall 
Street,  and  since  he  didn't  make  hmself 
available  for  interviews,  questions  arose. 

Especially  troubling,  none  of  his  busi- 
ness interests  listed  by  a  spokeswoman, 
Bambe  Levine,  checked  out.  For  in- 
stance, Levine  claims  DeVere  has  owned 
an  English  dairy  farm,  Clovertop  Farms. 
No  such  farm  seems  to  exist.  She  says 
DeVere  is  behind  many  inventions,  from 
computers  to  machinery  for  making  rice 
cakes,  but  offers  no  specifics.  Levine 
could  not  explain  why  DeVere's  business 
ties  could  not  be  confirmed,  but  prom- 
ises more  details  in  the  future. 
NO  COMMENT.  Questions  about  DeVere 
and  the  money  Ijehind  him  intensified  in 
mid-August,  when  two  top  officials  of 
the  London-based  merchant  bank  Hill 
Samuel  &  Co.,  which  DeVere  said  was 
his  backer,  told  BU.siness  WEEK  they'd 
never  heard  of  him.  Nor,  Hill  Samuel 
added,  does  it  have  any  role  in  funding  a 
takeover  of  Fischbach. 

Posner  wouldn't  comment  on  Aug.  15, 
when  BUSINESS  WEEK  inquired  about  De- 
Vere's supposed  link  to  Hill  Samuel.  But 
the  next  morning,  trading  in  Fischbach 
shares  on  the  New  York  Stock  Ex- 


DEALMAKER  POSNER:  WAS  HE  SNOOKERED? 


one's  imagination.  Five  Fischbach  direv 
tors,  not  aligned  with  Posner,  also  \\\. 
doubts.  They  voted  on  Aug.  8  to  tr; 
down  the  deal.  Not  surprisingly,  Posn  • 
is  said  to  be  dismayed.  "No  one's  e\ 
pulled  this  before  on  Victor,"  says  : 
insider.  "Now  he  has  egg  on  his  facr 
HANDSOME  FEE.  And,  perhaps,  a  bon. 
pick  with  Mel  Harris,  the  insurance  In 
ker  who  stood  to  collect  a  $645,000  fin 
er's  fee  in  the  deal.  Mottram-Doss  s;i; 
it  was  Harris'  association  with  AIG  lii 
lent  credibility  to  his  introduction  of  1 1 
Vere's  group.  A  friend  of  the  Posn 
family  who  went  to  high  school  \\\ 
Posner's  son  Steven,  Harris  had  hel|" 
Fischbach  before.  Back  in  1985,  a  unit 
Chubb  Corp.  threatened  to  cancel  f ' 
performance  bonds  it  had  issued 
Fischbach's  construction  projects.  \\  r 
out  an  underwriter,  Fischbach  would  ! 
out  of  business,  and  it  had  just  90  d; 
to  replace  over  $500  million  in  bonds 

Harris  persuaded  klG,  run  by  his  ou> 
in  Hank  Greenberg,  to  bond  Fischb;u 
In   return,   Harris   took  an  aniiu 
$200,000  broker's  fee.  Greenberg  did  n 
return  several  calls  for  comment.  \'<\ 
Harris  insists:  "I  don't  get  treated  at  ' 
any  differently  than  anyone  else." 
adds  that  AIG  wouldn't  issue  bonds  i 
weren't  willing  to  assume  the  risk. 

Yet  as  Fischbacli's  finances  deterion 
ed  under  Posner's  control,  AIG  is  said 
have  grown  restive  with  that  risk.  "A  1 
of  times  AIG  wanted  to  get  out,  but  M 
kept  them  in  line,"  says  an  insider.  Ad( 
a  Fischbach  director:  "I  wouldn't  be  sv 
prised  if  AIG  encouraged  or  promot( 
the  [DeVere]  deal,  and  Mel  Harris  four 
them."  Notes  Hugh  L.  Rice,  senior  vie 
president  of  Fails  Management  Ins 
tute,  a  Denver-based  industry  consi 
tant:  "aig  does  hold  the  purse  strings 

For  Posner,  Fischbach  has  been  pu 
trouble.  The  Securities  &  Exchan^ 
Commission  in  September  charg( 
Posner  and  his  son  with  securities  viol 
tions  designed  to  help  them  void  a  19' 
standstill  pact  that  barred  Posner  fro 
taking  over  Fischbach.  The  SEC  allege 
that  the  Posners  joined  in  the  schen 
with  jailed  arb  Ivan  F.  Boesky,  wl 
pleaded  guilty  to  making  false  disci 
sures  about  his  Fischbach  trading.  Tl 
Posners  have  denied  any  wrongdoing. 

Bad  as  Fischbach  has  been  for  Posne 
this  is  only  the  latest  kick  in  the  pan 
for  its  minority  shareholders.  It  may  n 
be  the  last.  Fischbach's  "prospects  a: 
excellent,"  Rice  notes.  "With  as  mu( 
momentum  and  experience  as  they  hav 
if  they  can  get  past  this,  they  could  ^ 
back  to  doing  business."  If  they  can 
says  a  Fischbach  director,  "I'm  not  su: 
there  is  a  future  for  Fischbach." 

By  Gail  DeGeorge  in  Miami  and  Richa. 
A.  Melcher  in  London 
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THE  BMW  525i  IS  SLOWER.LESS 
ROOMY  AND  COSTS  HO^OO  MORE. 
MMTBE  rrS  THE  NEW  MATH. 


INTRODUCING 
FHETHOGLE  IE-VALVE. 

It  didn't  seem  odd  to  our  engineers 
hat  the  new  Volvo  740  GLE  16-valve 
lutperformed  the  BMW  525i  from 
t-55  mph*  After  alL  the  153  horse- 
lower,  twin-cam  may  be  Volvos  most 
dvanced  engine  to  date. 

It  certainly  wasn't  peculiar  to  our 

Independent  tests  for  1989  automatic  transmission  models. 


designers  that  the  Volvo  provides  more 
front  headroom  and  rear  legroom.  With 
standard  amenities  such  as  heated  seats, 
air  conditioning  and  a  power  sunroof,  the 
Volvo  interior  is  designed  to  make  your 
driving  experience  more  pleasurable. 

,  And  it  didn't  come  as  a  surprise  to 
Volvo  enthusiasts  that  the  740  GLE 
16-valve  comes  equipped  with  safety 
features  such  as  a  drivers  side  Supple- 

'  1989  manufacturer's  suggested  retail  prices. 


mental  Restraint  System  (unlike  the 
BMW)  and  an  anti-lock  braking  system 
(just  like  the  BMW). 

What  everyone  agreed  was  bizarre, 
however,  was  the  fact  that  the  BMW 
costs  an  alarming  $10,000  more.' 

Test  drive  the  new  740  GLE  16-valve. 
Because  a  Volvo,  unlike  many  of  today's 
sticker  prices,  makes  all  VOLVO 

the  sense  in  the  world.  A  car  you  can  believe  ia 

iCj  1989  VOLVO  NORTH  AMERICA  CORPOBATtON 


EDITED  BY  WENDY  ZELLNER 


SONY  LEAPS  miO 
THE  CHIP  VANGUARD 


►  Japan's  latest  move  on  the 
technological  pillars  of  the 
U.  S.  semiconductor  industry 
comes  from  an  unlikely 
source:  Sony,  which  is  acquir- 
ing Materials  Research,  mr's 
revenues  may  be  small — $135 
million — -but  the  Orangeburg 
(N.  Y.)  company  is  a  leading 
supplier  of  equipment  that  is 
vital  for  making  chips.  On 
Aug.  15,  MR  agreed  to  endorse 
Sony's  $60  million  offer. 

America's  last  two  major 
producers  of  silicon,  the  raw 
material  for  chips,  have  also 
been  picked  up  by  overseas 
companies.  And  last  spring, 
Perkin-Elmer,  long  the 
world's  leading  supplier  of 
chipmaking  equipment,  put 
those  operations  on  the  block. 
Such  takeovers  make  the 
U.  S.  industry's  attempts  to 
stay  in  the  semiconductor 
game  all  the  more  difficult. 


A  PAPERLESS  TRAIL 
FOR  CHICAGO  TRADERS 


►  Another  tradition  is  about 
to  bite  the  dust — and  some 
would  argue  that  it's  none  too 
soon.  In  an  effort  to  replace 
the  pencils  and  trading  cards 
used  for  nearly  150  years  in 
Chicago's  commodities  pits, 
the  Chicago  Board  of  Trade 
and  the  Chicago  Mercantile 
Exchange  are  spending  $2.5 
million  each  to  jointly  develop 
hand-held  computerized  trade 
recorders.  They'll  help  elimi- 
nate potential  abuse  by  creat- 
ing an  accurate  trail  of  all 
trading  activity.  Traders  have 
long  fought  such  technol- 
ogy— but  a  recent  wave  of  in- 
dictments for  trading  impro- 
prieties opened  the  door. 


INTEGRATED 
GETS  LESS  SO 


►  It's  back  to  basics  at  hap- 
less Integrated  Resources.  On 
Aug.  15,  the  cash-strapped 
Manhattan-based  company 
said  its  asset  values  had 


plunged  from  $1.8  billion  to 
$1.2  billion.  But  it  has  nearly 
$2  billion  in  debt.  Integrated 
is  asking  lenders,  who  have 
balked  at  debt-restructuring 
efforts  in  the  past,  to  approve 
a  plan  that  would  slash  credi- 
tors' payouts  by  at  least  a 
third  and  give  common  stock- 
holders almost  nothing. 

The  money  would  come 
from  selling  the  ventures  that 
got  Integrated  into  trouble  in 
the  first  place — life  insurance, 
financial  services,  and  mutual 
funds.  That  would  leave  just 
its  anemic  original  business, 
real  estate  limited  partner- 
ships, which  were  hurt  by  tax 
reform.  Integrated  defaulted 
on  short-term  debt  in  June 
and  posted  a  $600  million  sec- 
ond-quarter loss. 


ASHTON-TATE 
HITS  dBASEMENT 


►  For  Ashton-Tate,  the  news 
just  seems  to  get  worse.  The 
software  maker  said  on  Aug. 
15  that  sluggish  sales  of  its 
bug-ridden  dBase  IV  product 
will  force  the  Torrance  (Calif.) 
company  to  cut  20%  of  its 
1,700  workers.  What's  more, 
an  upgrade  of  dBase  won't  be 
ready  to  ship  this  fall  as 
planned.  Ashton-Tate  now  ex- 
pects to  lose  as  much  as  $20 
million  in  its  third  quarter, 
ending  on  Sept.  30.  The  grim 
news  comes  on  the  heels  of  its 
first  loss  ever,  $19.8  million  on 
sales  of  $59.5  million,  in  the 
previous  quarter. 


THIS  COMIC  BOOK  IS  REALLY 


Look!  It's  a  bidder!  It's  a  seller!  No, 
it's  Sally  LaSalle! 

With  a  crack,  a  grrr,  an  ugh,  and 
an  ouch,  Sally  LaSalle  has  hit  the 
streets  in  front  of  Chicago's  futures 
exchanges.  She's  the  fanciful  comic- 
book byproduct  of  the  federal  gov- 
ernment's two-year  undercover  in- 
vestigation of  trading  on  the 
Chicago   Mercantile  Exchange 
and  Chicago  Board  of  Trade. 

Chicago  Follies,  a  $3.95  com- 
ic published  by  Chicago  Fine  Print 
and  written  by  local  comedy  writer  Len  Stra- 
zewski,  details  how  neophyte  trader  LaSalle  unwittingly  di  .  i 
the  eye  of  undercover  FBI  agents,  thanks  to  the  sinister  L;; 
"The  Lizard"  Halsted.  Will  Sally's  mentor,  Mr.  Ono,  save  h' 
Tune  in  next  issue. 

And  what  about  the  exchanges'  reaction?  Perhaps  Sally  ■ 
it  best,  as  government  agents  haul  her  off  to  jail  in  vol. 
one's  exciting  conclusion:  "Oh,  God,  no!" 


To  avoid  future  surprises. 
Chairman  Edward  Esber  is 
taking  development  of  the 
next  release  of  dBase  iv  into 
his  own  hands.  He'll  also  take 
on  recently  departed  Presi- 
dent Luther  Nussbaum's  re- 
sponsibilities. 


ARCO  GETS 
THE  LEAD  OUT 


►  Under  pressure  from  clean- 
air  proponents,  Atlantic  Rich- 
field will  replace  its  leaded 
gasoline  in  California  with  a 
new  fuel  that  will  reduce  tox- 
ic emissions  from  vehicles  by 
207'^  or  more.  Initially,  Arco  is 
targeting  1.2  million  older 


cars  and  trucks  in  the  Los 
geles  basin,  where  state 
thorities  have  approved  pi; 
to  force  greater  use  of 
cleaner-burning  fuels  sue 
methanol.  Arco's  new  !  i 
cuts  emissions  of  carbon  im 
oxide  and  other  compon 
that  react  with  sunliglr 
form  smog.  Rival  oil  coin 
nies  are  expected  to  roll 
similar  fuels  in  an  effor 
hang  on  to  their  man 
shares  as  Congress  mo\ 
toward    enacting  tougl 
clean-air  standards. 


MERV  GRIFFIN  ASKS 
FORAREDEAL 


►  You  can't  fault  Merv  G 
fin  for  a  lack  of  optimism. 
mid-July,  Griffin's  Resorts 
ternational  filed  plans  to  bi 
a  $227  million  hotel-cas: 
along  Atlantic  City's  boa 
walk.  Less  than  a  month 
er,  the  casino  company  tl 
Griffin  bought  last  year 
considering  a  massive  debt 
structuring. 

After  losing  $46.6  mill 
for  the  first  half  of  the  ye 
Griffin  told  investors  he  ph 
to  submit  a  "revised  busini 
plan"  by  Sept.  19.  That  wo 
include  refinancing  of 
much  as  $925  million.  Bo; 
holders  are  considering  le) 
action. 
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REPEAT  PERFORMANCE 


NO.  1  FAX 

1987  The  Sharp 

brand  outsold  all  fax 
machines  in  1987— for 
good  reasons.  Sharp 
takes  the  most  advanced 
technology  and  makes  it 
affordable.  Sharp  has  a 
full  line  of  networkable 
machines  designed  to  grow 
with  your  business.What  did 
Sharp  do  ft 


0 


NO.  1  FAX 

1988  :  The  Sharp 

brand  outsold  all  other  fax 
machines— again.  Sharp 
machines  offer  the 
features— auto-dial,  auto- 
feed,  auto-cutter,  send-later 
and  sixteen-shade  halftone 
transmission— that  every 
business  wants  at  a  price  they 
can  afford. To  learn  more,  call 
1-800-BE-SHARP 


1 


TOiJIWNQl 
-AXFOR2YEARS.YOU 
/J/E  TO  BE  SHARP 


FRO/V^SHARP  MINDS 
COME  SIlARP  PRODUCTS' 


Sometimes  what  it  takes  to  put  a  life  back 
together  is  a  hammer  and  nails.  '^.^^Tuo'^'ZrZ 

drives  home  a  new  skill.  Another  tears  down  an  old  wall.  And  tears  down  old  defeatism 
These  women  are  rehabilitating  a  neighborhood.  And  at  the  same  time,  they  are 

rehabilitating  themselves.  They  are  inmates  at  the  nearby  Marysville  prison  who  are 

contributing  to  a  neighborhood  revitalization  project  funded,  in  part,  by  General  Dynamics 
They  learn  to  replace  drywall,  fixtures,  cabinetry,  stairways,  porches,  siding, 

roofing,  and  more. 

For  the  community,  the  result  is  very  high  quality,  affordable  family  housing. 
For  prisoners  turned  productive,  the  result  is  new  confidence, 

new  job  skills,  and  a  new  chance  at  life.        GENERAL  DYNAMICS 

A  Strong  Company  For  A  Strong  Country 


EDITED  BY  LEE  WALCZAK 


FRADE  HAWK  GEPHARDT 
PULLS  IH  HIS  CLAWS— A  BIT 


In  1988,  he  won  notoriety — and  a  fleeting  shot  at  the  Demo- 
cratic Presidential  nomination — as  a  fire-breathing  advo- 
cate of  protectionism.  But  this  year,  Representative  Rich- 
rd  A.  Gephardt  is  trying  a  different  approach  to  the  U.  S. 
•ade  deficit.  Soon  after  the  congressional  recess,  the  Missouri 
'emocrat  will  unveil  trade  legislation  to  prod  the  Bush  Admin- 
tration  into  a  more  aggressive  export-promotion  drive. 
The  '89-model  Gephardt  is  still  convinced  that,  properly 
•amed,  economic  nationalism  can  be  a  potent 
ire  to  the  blue-collar  workers  who  have  been 
jserting  the  Democrats.  But  now  that  he  has 
icome  Majority  Leader,  the  party's  No.  2  House 
)st,  Gephardt  is  muting  his  foi-mer  "big-stick" 
)proach.  The  failed  Gephardt  amendment,  which 
ireatened  retaliation  against  Japan  and  other 
)untries  that  ran  chronic  trade  surpluses  with 
le  U.  S.,  has  been  replaced  with  a  more  sophisti- 
ited  approach.  He  now  wants  to  open  new  mar- 
;ts  for  U.  S.  exports. 

Gephardt's  bill  is  an  amalgam  of  some  familiar 
ade  remedies.  It  would  venture  further  into  in- 
istrial  policy  by  providing  government  funds  for 
vored  high-technology  joint  ventures.  The  mod- 
is  the  Defense  Advanced  Research  Projects  Agency  (DARPA), 
hich  funnels  Pentagon  money  to  semiconductor  research, 
le  legislation  also  would  boost  government  export  financing 
id  establish  a  Commerce  Dept.  "rapid  deployment  force"  of 
ade  experts  to  help  U.  S.  exporters  compete  in  newly  opened 
erseas  markets. 

tLiTiCAL  OPPORTUNITY.  Trade  warrior  Gephardt  hasn't  totally 
allowed.  He  plans  to  include  in  his  package  increased  disclo- 
re requirements  for  foreign  investors. 
With  the  trade  deficit  likely  to  worsen  and  the  public  uneasy 
er  the  sale  of  American  assets  to  foreigners,  Gephardt 
nses  a  political  opportunity.  "He  is  offering  a  way  for  the 
imocrats  to  gain  some  traction  on  basic  economic  issues  and 
demonstrate  a  willingness  to  stand  up  for  America,"  says 
amocratic  pollster  Geoffrey  Garin. 


But  Gephardt's  new  trade  strategy  still  faces  obstacles, 
mainly  the  risk  of  a  clash  with  House  Speaker  Thomas  S. 
Foley  (D-Wash.).  An  ardent  free-trader,  Foley  disagreed  with 
Gephardt's  earlier  attempt  to  block  Japan's  participation  in 
development  of  the  FSX  fighter  plane.  Gephai'dt,  who  pushed 
for  the  measure  in  the  House  only  to  see  it  die  in  the  Senate, 
lashed  FSX  advocates  "for  giving  away  our  best  technology 
and  our  best  jobs." 

Foley  has  good  reason  to  be  uneasy  about  the 
young  Missourian.  The  Speaker,  60,  is  by  nature  a 
quiet,  low-keyed  leader.  Gephardt,  48,  is  more 
intense,  partisan,  and  ambitious.  For  instance,  Fo- 
li\V  thought  Gephardt  was  on  board  when  the 
.speaker  announced  leadership  opposition  to  a  cut 
m  capital-gains  taxes.  He  wasn't  thrilled  when 
Gephardt,  sensing  growing  rank-and-file  support 
for  such  a  cut,  announced  he  would  devise  his 
own  version. 

JAPAN  FAN.  "There  is  a  vacuum  at  the  top  of  the 

party,  and  Gephardt  is  stepping  into  it  quite 
bravely,"  says  William  Schneider  of  the  American 
Enterprise  Institute.  And  despite  disclaimers  to 
the  contrary,  a  number  of  party  pros  think  Gep- 
hardt's footsteps  are  heading  for  the  Iowa  caucuses  again — 
not  in  1992,  but  perhaps  later.  Larry  J.  Sabato,  a  University  of 
Virginia  political  scientist,  notes  Gephardt's  penchant  for  the 
bold  stroke:  "[He's]  a  Presidential  candidate  in  gestation." 

Although  Gephardt  has  been  rapped  for  political  opportun- 
ism, there  is  a  certain  constancy  about  his  continued  interest 
in  trade  and  Japan.  He  has  become  a  devoted  student  of 
Japanese  culture,  visits  the  country  often,  and  is  struggling  to 
learn  the  language.  But  beneath  the  new  polish,  Gephardt 
remains  the  quintessential  trade  hawk.  "There  is  a  fine  line 
between  being  tough  on  trade  and  being  a  protectionist,"  he 
says.  "To  get  [Japan  to]  open  markets,  you  may  have  to 
threaten — and  even  resort  to  the  same  actions  that  you  are 
complaining  about." 

By  Paul  Macpuisson  and  Douglas  Harbrecht 


IPiTAL  WRAPUPI 


POLITICS 


Look  for  the  Republicans  to  gain  a 
seat  in  the  special  elections  to  fill 
ive  House  vacancies.  The  one  likely  to 
hange  hands:  the  Miami  congressional 
istrict  long  held  by  the  late  Claude 
epper  (D-Fla.).  Democratic  campaign 
trategists  concede  that  GOP  candidate 
eana  Ros-Lehtinen  is  ahead  in  this 
eavily  Cuban-American  district.  Re- 
ublicans  hope  they  can  eke  out  a  vic- 
:  )ry  to  hold  the  Gulf  Coast  seat  of 
'eshman  Larkin  Smith  (R-Miss.),  who 
■as  killed  in  a  recent  plane  crash.  But 
'  'emocrat  Pete  Geren  is  favored  to  win 
le  seat  of  former  House  Speaker  Jim 
bright  (D-Tex.),  Democratic  state  As- 


semblyman Gary  Condit  is  expected  to 
succeed  former  Majority  Whip  Tony 
Coelho  (D-Calif.),  and  the  GOP  might 
not  field  a  candidate  to  succeed  Mickey 
Leland  (D-Tex.),  who  was  also  killed  in 
a  plane  crash. 

TRANSPORTATION  

Transportation  Secretary  Samuel  K. 
Skinner  is  trying  to  line  up  White 
House  support  in  his  drive  to  stop  le- 
veraged buyouts  in  the  airline  indus- 
try. His  staff  is  working  on  a  memo  to 
White  House  Chief  of  Staff  John  H. 
Sununu,  alerting  him  to  the  dangers  of 
LBOs.  "We  intend  to  send  a  signal 
about  LBOs,"  says  one  senior  Transpor- 
tation official. 


CHILD  CARE 


For  years,  business  groups  have  bit- 
terly opposed  Democratic  proposals 
that  would  require  companies  to  give 
workers  unpaid  leave  if  they  become 
sick  or  have  to  care  for  sick  relatives 
or  newborns.  But  their  position  is  soft- 
ening. Privately,  business  lobbyists  ac- 
knowledge that  they  are  willing  to  ac- 
cept compromise  legislation  mandating 
unpaid  leave  for  employees  who  are 
parents  of  newborns  only.  "We'll  prob- 
ably just  hold  our  nose  and  take  it," 
says  one  top  business  lobbyist.  Watch 
for  such  a  compromise  to  emerge  after 
lawmakers  return  from  their  August 
recess. 


ilNGTON  OUTLOOK 
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'Ever  since  Wyle 
chose  Digital, 
our  growth  has 
come  from  our 
ability  to  offer 

unique  solutions!' 


Charles  Clough 
;  VVvle  Laboratories 


"Six  years  ago,  we  decided  to  lev- 
erage the  strength  of  Digital  and  make 
them  our  major  computer  source.  As 
an  Authorized  Digital  Distributor, 
we've  very  carefully  selected  products 
that  complement  Digital's  products. 
That's  helped  us  provide  more  cus- 
tomers with  more  unique  computing 
solutions. 

"Digital's  computing  technology 
offers  leadership  in  price/perform- 
ance,  quality,  and  ease  of  service  that's 
unique  in  the  industry.  And  the  result- 
ing high  degree  of  customer  satisfac- 
tion has  helped  us  identify  new  appli- 
cation opportunities  and  open  doors 
to  incremental  business. 

"Our  successful  working  relation- 
ship with  Digital  Ues  in  our  combined 
abUity  to  present  cost-effective  solu- 
tions to  customers  and  solve  their 
problems.  We  can  tailor  current  sys- 
tems now  with  the  knowledge  they' 
won't  be  obsolete  in  the  future.  That's 
the  unique  advantage  Digital  gives  us. 
And  we  give  our  customers." 

The  rewards  of  working  together. 

With  Digital's  continuous  support, 
authorized  distributors  are  an  excellent 
source  of  Digital's  products  and  serv- 
ices. They  can  also  provide  product 
knowledge,  training  and  tailored  com- 
puting solutions. 

Today,  Digital's  leadership  prod- 
ucts and  comprehensive  services  give 
you  an  elegantly  simple  way  for  your 
people  to  work  together  more  produc- 
tively, more  creatively,  more  efficiently, 
more  competitively. 

To  learn  more,  write  to  Digital 
Equipment  Corporation,  200  Baker 
Avenue,  Concord,  MA  01742-2190. 
Or  call  your  local  Digital  sales  office. 

A  way  to  work  together  like 
never  before.  ttn  •     •  1 

Digital 


has 
it 
now 


f  ijational  Business 


MEXICO  I 


NOW  MEXICO  LOOKS  LIKE  A  FIESTA 
FOR  INVESTORS 


But  there's  a  major  problem:  The  cash  isn't  going  into  the  industries  where  it's  most  needed 


Later  this  month  in  Mexico  City,  rep- 
resentatives of  some  of  the  world's 
leadinJ^  airlines  will  find  out  who 
will  be  the  new  owner  of  one  of  Mexico's 
largest  carriers,  Compahia  Mexicana  de 
Aviacion.  Bidders  include  British  Air- 
ways PLC  and  American  Airlines  Inc., 
and  the  price  will  exceed  $70  million. 

Foreign  airlines  aren't  the  only  inves- 
tors taking  a  sudden  new  interest  in 
Mexico.  Such  multinationals  as  Ford, 
General  Electric,  and  Nestle  are  now 
pumping  money  into  the  country  (table). 
Mexican  stockbrokers  are  getting  calls 
from  institutional  investors  in  New  York 
who  are  following  the  stock  market's 
54%  surge  since  the  start  of  the  year. 
"We  are  definitely  banking  on  the  eco- 
nomic recovery  in  Mexico,"  says  Paul  L. 
Dawson,  who  heads  Latin  American  op- 
erations for  GE  Plastics. 
OPEN  MARKETS.  Mexico's  new  invest- 
ment allure  reflects  the  handiwork  of 
President  Carlos  Salinas  de  Gortari.  In 
office  for  just  eight  months,  the  form.'r 
economist  has  opened  Mexican  markets, 
cut  red  tape,  and  relaxed  restrictions  on 
foreign  investment.  His  latest  triumph 
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was  the  July  renegotiation  of  Mexico's 
$97  billion  foreign  debt.  After  wrapping 
up  the  deal,  Salinas  said  on  television 
that  Mexico  was  now  ready  to  grow,  and 
many  believed  him. 

The  result  is  a  booming  climate  for 
foreign  and  domestic  investment.  Just 
since  the  debt  accord,  some  $700  million 
has  been  earmarked  for  new  investment 
projects.  The  first  wave  is  coming  large- 


SOME  BIG  CORPORATE 
PROJECTS  IN  MEXICO 


Company 

Purpose  Investment 

Millions 

MARRIOn* 

New  hotels 

$500 

FORD 

Expand  and  retool 

300 

stamping  plant 

NESTLE 

Add  to  food 

300 

operations 

GENERAL  ElEQRIC* 

Stove  production 

100 

VOLKSWAGEN 

Expand  outo 

100 

production 

PROQER  &  GAMBLE 

Modernize;  odd  two  94 

new  product  lines 

*With  Mexican  portner 

DATA:  BW 

ly  from  companies  that  now  are  unwrapji" 
ping  mothballed  expansion  plans.  Som 
substantial  projects  are  on  the  board: 
Marriott  Corp.,  together  with  Montei  i 
rey-based  giant  Cementos  Mexicanos 
for  example,  plans  to  spend  $500  millioi  n 
over  the  next  five  years  on  five  splash; 
resorts  in  such  beach  havens  as  Canciii 
and  Ixtapa. 

Yet  the  stubborn  fact  remains  that  si 
far  almost  all  the  new  investment  come  «ii 
from  companies  already  doing  businesiHj 
in  Mexico.  They  are  following  the  fevm 
investment  formulas  that  have  succeed  is, 
ed  during  the  country's  long  economiM' 
drought:  tourism,  maquiladoms,  an( 
auto  assembly  for  export. 

To  prosper,  Mexico  requires  heavy  infai 
vestments  in  basic  industries  and  infra 
structure.  But  new  players,  includinjfii 
the  Japanese,  still  stand  on  the  sidelines  m 
"When  the  Japanese  come,  they'll  coirnio 
with  a  big  project,"  predicts  Carlos  Ca 
macho  Gaos,  director  of  Mexico's  foi|f 
eign  investment  office. 

But  they  haven't  come  yet.  The  real 
son:  Despite  his  early  successes,  Salinaj 
has  only  begun  to  restructure  Mexico'; 


al. 


INTERNATIONAL  BUSINEl 


conomy.  Industries  are  hostage  to  Mex- 
}o's  ruined  roads,  rickety  rails,  and  di- 
ipidated  power  plants,  and  government 
il  and  electricity  monopolies  are  ill  pre- 
ared  to  fuel  growth.  Says  Rogelio  Ra- 
lirez  de  la  0,  director  of  Ecanal,  an 
conomic  consulting  firm:  "As  soon  as 
rowth  passes  2%,  the  lights  will  start 
oing  out." 

To  address  these  problems,  Salinas 
as  offered  concessions  for  toll  roads 
nd  bridges  to  private  investors.  Part  of 
le  $3.5  billion  in  debt-for-equity  swaps 
le  government  says  it  will  permit  over 
le  next  three  years  could  go  into  such 
rojects.  And  foreign  companies  may 
ick  up  shares  in  the  telephone  monopo- 
'  Telefonos  de  Mexico  in  exchange  for 
lultibillion-dollar  investments.  But 
iree  frequently  cited  obstacles  to 
rowth — the  railroads  and  the  electric 
Dwer  and  oil  industries — will  remain 
nder  stifling  governmental  control. 
MNT  PLANT.  Some  foreign  companies, 
jwever,  remain  bullish.  Taking  advan- 
:ge  of  the  liberalized  investment  law, 
'est  German  chemical  giant  BASF  has 
)ught  land  near  Veracruz  for  a  paint 
ant.  Two  other  German  chemical  com- 
mies, Bayer  and  Hoechst,  are  looking 
to  petrochemical  investments  in  Mexi- 
I's  oil  patch. 

One  big  question  hanging  over  invest- 
ent  is  whether  inflation  can  be  held  in 
leck.  A  two-year-old  accord  between 
)vernment,  business,  and  labor,  known 

El  Pacto,  brought  inflation  down 
om  1607'  to  today's  177"  annual  rate, 
at  that's  still  too  high.  For  if  Mexico's 
onomy  doesn't  move  into  manageable 
owth — without  inflation — by  the  end 
I  the  year,  Salinas'  investment  pitch 
\\  lose  its  allure,  and  Mexico's  giddy 
!  3ck  market,  important  as  a  barometer 

confidence,  could  tumble.  And  politi- 
1  opposition  from  the  recently  quies- 
nt  left  could  revive  if  growth  falls 
ort  of  expectations. 
Salinas'  hopes  rest  on  continued  chum- 
f  relations  with  Washington.  He  has 
■ked  losing  political  support  at  home 

moving  into  step  with  the  Bush  Ad- 
nistration  on  themes  ranging  from 
ugs  and  Central  America  to  trade  and 
migration.  On  Aug.  7,  nearly  half  of 
ish's  Cabinet  visited  Mexico  City  for  a 
y  of  consultations.  The  mood  was  mer- 
.  The  payoff  for  Salinas'  friendship  is 
ishington's  help  with  debt  and  World 
nk  credits. 

-^o  far  in  his  six-year  term,  Salinas  has 
lied  the  skeptics,  carrying  out  his  pro- 
mi  step  by  step — from  the  jailing  of 
ion  leaders  to  the  signing  of  the  debt 
il.  Now,  he  must  move  boldly  to  rede- 
e  Mexico's  economy  and  bring  in 
althy  partners  at  home  and  abroad, 
ly  then  can  he  hope  to  turn  Mexico's 
eign-investment  bubble  into  a  boom. 
By  Stephen  Baker  in  Mexico  City 


JAPAN  I 


HAVE  JAPAN'S  BREWERS 
BEEN  DRINKING  TOO  MUCH? 


They're  pouring  out  new  brands  in  a  self-destructive  war 


As  if  Tokyo  weren't  hot  enough 
already  this  summer,  Japanese 
beer  drinkers  are  working  them- 
selves into  a  lather  just  deciding  which 
brand  to  buy.  Cool?  Hardy?  Super 
Yeast?  Fine  Pilsner?  Sae?  These  are  just 
five  of  the  eight  new  beers  launched  by 
Japanese  brewers  this  year  on  top  of 
several  introductions  last  fall. 

The  country's  four  brewers  now  offer 
more  than  40  domestic  beers — up  from 
some  two  dozen  in  1985.  "It's  all  very 
confusing,  but  not  enough  to  stop  me 
from  drinking,"  quips  building  contrac- 
tor Makoto  Endo  over  a  beer  at  Kyushu 
bar  in  Tokyo's  Shibuya  district. 

All  this  brand  proliferation  can  be 
traced  to  the  phenomenal  success  of 
Asahi  Breweries  Ltd.'s  Super  Dry.  The 
1987  introduction  now  accounts  for  more 
than  207  of  all  beer  consumed  in  Japan. 


have  decided,  is  that  Japanese  consum- 
ers want  more  varieties  to  choose  from. 
The  brewers  hope  there  is  another  Super 
Dry  to  be  found.  The  result:  a  costly 
game  of  wild  experimentation  to  pursue 
potential  market  niches. 
NO  FILLERS.  The  most  aggressive,  Kirin, 
which  has  seen  its  market  share  dip 
from  more  than  607-  to  just  under  507", 
recently  launched  a  three-year  campaign 
promoting  a  full  line  of  brews.  The  com- 
pany offers  15  kinds  of  beer,  including 
four  of  this  year's  eight  new  brands.  Its 
Cool  targets  women  aged  20  to  25,  while 
Fine  Pilsner  tries  to  appeal  to  couples 
drinking  at  home.  The  strategy  aims  to 
lure  consumers  away  from  Super  Dry 
and  protect  the  company's  top-selling  Ki- 
rin Lager.  "It's  important  for  consumers 
to  think  of  Kirin  as  ready  with  a  beer 
for  any  time,  place,  or  occasion,"  says 


BREWS  GALORE:  WILD  EXPERIMENTATION  IS  COSTLY— AND  MAY  NOT  WORK  VERY  WELL 


Super  Dry  has  catapulted  longtime  lag- 
gard Asahi  past  Sapporo  Breweries  Ltd. 
to  second  place  and  more  than  doubled 
its  share,  to  24.57^  of  the  $17  billion  mar- 
ket, which  is  led  by  Kirin  Brewery  Co. 

Dry's  ripples  have  spanned  the  Pacif- 
ic: U.  S.  companies  such  as  Anheuser- 
Bush  Inc.  quickly  imitated  Asahi,  and 
their  dry  brands  now  have  a  17-  to  27^ 
share  of  the  U.  S.  market.  Dry  beer  is 
one  of  the  most  successful  launches 
since  the  1970s,  and  U.  S.  brewers  are 
eyeing  Japan  for  other  promising  ideas. 

In  Japan,  Asahi's  three  rivals  are 
scrambling  to  recover.  Dry's  lesson,  they 


Seiji  Kitano,  deputy  general  manager  of 
Kirin's  beer  sales  department. 

But,  counters  Tadao  Tanitsu,  a  Sappo- 
ro general  manager,  "how  far  can  a  pie 
be  cut  in  the  name  of  satisfying  consum- 
er tastes?"  Knocked  into  third  place  for 
the  first  time  in  27  years,  his  company 
has  responded  with  Cool  Dry  ("the  dry 
beer  for  summer")  and  Winter's  Tale, 
sold  only  from  November  to  February. 
Like  Asahi  and  Suntory,  though,  Sappo- 
ro lacks  the  resources  for  a  full-line 
strategy  such  as  Kirin's. 

Fourth-ranked  Suntory  is  staking  its 
future  on  Malt's,  a  1007-  malt  beer  that 
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e-u  hews  such  "fillers"  as  barley  and 
rice.  Introduct'd  in  1986,  it's  the  most 
successful  category  after  dry,  with  a 
to  47"  share.  Suntory  exports  this  brew 
to  the  U.  S.  under  the  Gold  Draft  label. 
'DANGEROUS.'  To  many,  Japan's  beer  war 
ap])ears  self-destructive.  "It's  unheard- 
of  in  Japan  to  have  so  many  brands 
crowding  the  market,"  says  Patricia 
Horvath,  an  analyst  at  Barclays  de 


Zoete  Wedd  Securities  (Japan)  Ltd.  "It's 
extremely  dangerous  and  very  costly." 
She  notes  that  Kirin's  and  Sapporo's 
sales  costs  are  rising  far  faster  than 
sales,  normally  a  no-no.  Launching  a 
brand  costs  about  $7  million.  But  the 
flood  of  new  brands  has  captured  less 
than  0.5'7f  of  the  Japanese  market.  The 
likely  result:  severe  overcapacity.  "We 
overdid  it  this  year  and  last  year,"  says 


Sapporo's  Tanitsu.  "Next  year  might  b^ 
a  time  for  reflection." 

Will  all  the  ferment  lead  to  anothei 
Japanese  beer  sensation  crossing  the  Pa 
cific?  Probably  not  immediately.  But  af 
ter  dry  beer's  early  U.  S.  success,  Ameri 
can  brewers  may  be  tempted  to  try  mon 
Japanese  beer  innovations. 

By  Robert  Neff  in  Tokyo,  with  Gregory  L 
Miles  in  New  York 


SOVIET  UHIONI 


FARMING  FOR  DOLLARS: 
GORBACHEV'S  LATEST  GAMBLE 


He's  betting  that  hard  currency  will  boost  grain  production 


id  you  hear  about  the  agrono- 
mist who  won  the  top  Soviet  sci- 
ence prize?"  goes  a  joke  now 
popular  in  Moscow.  "He  invented  a  mir- 
acle strain  of  wheat  that  you  plant  in 
Kazakhstan  and  harvest  in  Nebraska." 
As  the  Soviets  turn  in  their  usual  dismal 
agricultural  performance,  farm  jokes  are 
plentiful  while  food  is 
scarce. 

Yet  after  four  years 
of  half-baked  agricul- 
tural reforms,  Soviet 
leader  Mikhail  S.  Gorba- 
chev seems  willing  to 
bet  on  more  serious  in- 
centives for  farmers.  In 
early  August,  his  Coun- 
cil of  Ministers  ap- 
proved a  novel  scheme 
to  pay  grain  farmers 
with  U.  S.  dollars  or 
other  hard  currencies 
that  they  could  spend 
on  western  consumer 
goods  or  farm  equip- 
ment. Since  holding  for- 
eign currencies  is  illegal 
for  Soviets,  the  decision 
is  a  big  step  toward  rec- 
ognizing a  more  dollar-centered  econo- 
my. And  if  this  a|)proach  works,  it  might 
be  extended  to  other  industries  such  as 
personal  comjjuters  or  consumer  goods. 

The  current  plan  is  taigeted  at  Gorba- 
chev's toughest  domestic  problem,  food 
shortiiges.  Last  year'.s  grain  harvest  of 
195  million  metric 
tons   was   so  poor 
that    the  Soviet^ 
must  supplement  it 

with  some  36  million  was  SO  poor  that  the  Soviets 

metric  tons  of  for-  -ii  i        ^r-  mt 

Will  buy  3d  million 


The  Soviets  reason  that  instead  of 
spending  all  of  those  dollars  on  imported 
grains,  why  not  try  flashing  a  few  bucks 
to  get  better  production  at  home,  too.  "A 
year  ago,  the  idea  that  the  Soviet  Union 
would  pay  citizens  dollars  for  what 
they  produced  was  out  of  the  question," 
says  Ed  A.  Hewett,  a  Soviet  expert 


A  TRACTOR  IN  THE  UKRAINE:  AS  OUTPUT  LAGS,  INCENTIVES  GET  MORE  DARING 


Last  year's  harvest 


eign  corn  and 
wheat,  estimates 
the  U.  S.  Agricul- 
ture Dept. 


metric  tons  of  foreign  grain 


at  Washington's  Brookings  Institution. 

Under  the  new  scheme,  farmers  will 
be  paid  dollars  for  above-average  pro- 
duction of  wheat  as  well  as  oilseed.  The 
money  will  be  paid  into  bank  accounts 
that  the  farmers  will  use  to  pay  for  im- 
ported goods.  Some  farmers  may  now 
buy  foreign-made 
farm  equipment  and 
chemicals,  snubbing 
less  reliable  Soviet 
products.  "This  is 
(juite  good  for  us," 
says  Thomas  Laur- 
ita,  Moscow  repre- 
sentative of  Mon- 
santo  Co.,   a  big 


pesticides  supplier  to  the  Soviet  Union 
But  if  the  new  policy  is  a  success,  i 
may  reduce  Soviet  grain  buying  fron 
the  U.  S.  and  other  foreign  producers 
The  Soviet  Union  is  the  largest  foreigi 
consumer  of  American  farm  products 
Oleg  Klimov,  general  director  of  the  So 
viet  foreign  grain  trade  association  Ex 
portkhleb,  says  the  plan  "may  affect  oui 
purchases  abroad  this  year  and  next.' 
However,  Richard  E.  Burket,  vice-presi' 
dent  of  grain  dealer  Archer  Daniels  Mid 
land  Co.,  thinks  growing  Soviet  demanc 
will  outstrip  any  production  gains.  This 
year,  the  Soviets  appear  headed  towarc 
record  buys  of  U.  S.  grain,  having  al 
ready  ordered  16.3  million  tons  of  con 
and  5.4  million  tons  of  wheat. 

RUBLE  RHUBARB.  Th( 

Soviets  pay  for  thos( 
grains  out  of  some 
billion  earned  from  ex 
ports  of  arms,  oil,  anc 
gold  sales.  Economists 
argued  Gorbache\ 
should  use  some  ol 
those  dollars  at  home 
But  there  could  be 
backlash  from  strike 
prone  Soviet  workers 
not  eligible  for  currencj 
payments.  Says  Hewett 
"People  producing  coa 
and  oil  are  going  to  say 
'What  the  hell  is  this 
Grain  producers  gel 
Sony  TVs  while  we  gel 
rubles.'  "  The  hard-cur 
rency  plan  also  ignores 
the  worst  problem  ir 
the  Soviet  food-supply  chain:  the  primi 
tive  storage  and  distribution  system 
which  wastes  22%  of  the  Soviet  harvest 
compared  with  W/-  in  the  U.  S. 

In  the  long  term,  the  plan  could  hav( 
important  effects  for  the  Soviet  mone 
tary  system.  By  making  the  dollar  a  ree 
ognized  means  of  payment,  it  furthei 
weakens  the  largely  worthless  ruble 
which  has  a  street  value  of  no  more  thar 
a  dime.  But  in  a  country  that  views  fi- 
nancial matters  so  primitively  that  its 
citizens  can  go  to  prison  for  possessing 
foreign  cash,  any  measure  that  can  mod- 
ernize attitudes  is  a  cause  for  cheer. 

By  Peter  Galuszka  in  Moscow,  with  Da 
vid  Greising  in  Chicago 
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lHtr()duanf>  the  latest 
breakthroKi^h  nilleddut  tiy 
Samsomk:  Tlu'  Ubavcilet™ 
Carry-  On  with  Wheels — thi 
carry-on  that  lets  you  hit  tk' 
ground  running.  Thanks  to  4 
wheels  that  get  the  carry-on 
off  your  back. 


Reinventing  tlw  wheel.  We 
recessed  all  4  wheels  to  keep 
them  from  getting  hung  up  on 
objects  like  your  seat.  And  de- 
signed the  wheels  to  keep  the 
bag  going  where  you're  going. 
Not  the  other  way  around. 


Ei>e)y  thing  hangs  tugetiier. 
Thanks  to  ( lur  special  hanging 
compartment  for  suits,  dresses 
and  coats.  And  our  unique 
hanger  system  that  locks  any 


type  of  hanger  in  place  and 
allows  y(  )u  t(  i  pack  nght  from  the 
closet. There's  also  a  strap  at  the 
b<.ittom  ( )f  our  extended  garment 
compartment  that  keeps  longer 
Items  in  place. 


Patented 


A  suitcase  within  a  suitcase. 
This  carry-on  is  truly  unique 
because  of  its  detachable  valet 
compartment.  It  can  be  removed 
from  die  man  bag  and  used  as  a 
second  suitcase,  taken  out  and 
used  as  a  dresser  drawer  in  your 
hotel  room  or  left  in  the  bag  so 
that  you  can  live  right  out  of  it. 
¥;iu'll  find  there  are  kits  of  other 
reasons  why  people  are  getting 
carried  away  with  the  Ultravalet 
Carry-(Jn  with  Wheels.  Like  the 
fact  that  it  actually  fits  under  most 
airline  seats.  So  hurry  on  down 
to  a  luggage  store  near  you,  and 
you'll  see  why  it's  the  fastest 
moving  thing  on  4  wheels. 

^  #  Samsonite®^ 

Our  Strengths  Are  Legendary 


There's  only  one  PBX  system 
that  won't  be  blown  away  by  the  future. 

When  the  future  comes  knocking?,  only  one  PBX  has  l)oth  the  flexible  architecture 
and  power  to  answer  the  challenge.The  Fujitsu  F96UUr  Unlike  others  who've  retro- 
fitted older  PBXs,  the  F9600  was  designed  fi'om  the  start  to  take  advantage  of 
emerging  telecommunication  services— like  ISDN  and  l)roadl)and.  Fbr  starters,  its 
distributed  processor  architectiu'e  lets  you  add  capacity  and  functionality  simply 
by  adding  processor  modules.  Its  single  stage  switching  matrix  provides  smooth 
gTowth  and  fast  processing  of  voice,  data  and,  when  you  need  it,  broadband  services  such  as  video. 
AikI  thanks  to  its  high-level  applications-oriented  software,  new  applications  can  be  added  as 
(juickly  as  your  needs  change. Tbday  the  system  is  performing 
worldwide  in  over  1,300  installations.  Which  shouldn't  come  as  a  surprise,  consid- 
ering Fujitsu  Ltd.  is  a  pioneer  in  ISDN  technology  and  an  $18  billion  global  leader 
in  computers  and  telecommunications. lb  see  just  how  much  better  the  F9600 
really  is,  call  Rijitsu  Business  Communication  Systems  at  1-800-654-0715. You'll 
find  that  with  the  F9600,  the  future's  nothing  to  be  afi'aid  of. 


Fujfrsu 


FUJITSU  BUSINESS 
COMMUNICATION  SYSTEMS 


19H9.  Fujitsu  Husiness  Communiration  Systems.  F9*)00  is  a  Ir.tdemark  dI  F\ijitsu  Huslness  Cummunicatnin  Syst*^nis, 


nternational  Outloo 


EDITED  BY  JOHN  PEARSON 


FHERE  WIIL  BE  SOMETHING  FOR  EVERYBODY 
IN  THE  CAMBODIAN  SETTLEMENT 


•  ^^ietnam's  plan  to  pull  its  troops  out  of  Cambodia  by 
mm  Sept.  27  is  setting  in  motion  radical  changes  in  the 
politics  of  Southeast  Asia.  To  end  Cambodia's  10-year 
vil  war,  a  19-nation  conference  in  Paris  is  negotiating  agree- 
ents  to  set  up  an  interim  coalition  regime  of  Communist  and 
)n-Communist  factions  in  Phnom  Penh.  Subsequent  free  elec- 
)ns  for  a  democratic  government  would  be  guaranteed  for 
/e  years  or  more  by  a  multinational  peacekeeping  force. 
For  Vietnam,  withdrawing  its  remaining  50,000  to  70,000 
oops  from  Cambodia  will  start  a  process  of  economic  and 
•litical  reintegration  with  the  rest  of  Southeast 
5ia.  Since  it  invaded  Cambodia  in  1979  and  set 
)  Phnom  Penh's  Communist  government,  head- 
by  Prime  Minister  Hun  Sen,  Hanoi  has  been  a 
rtual  pariah  in  the  region — even  though  it  threw 
t  the  bloody  Khmer  Rouge,  whose  Marxist  re- 
me  killed  more  than  1  million  Cambodians. 
The  troop  pullback  should  also  set  the  stage  for 
other  watershed  event:  a  rapid  improvement  in 
S.-Vietnamese  ties  after  decades  of  war  and 
stility.  Vietnam  is  preparing  for  what  it  calls 
9  "post-Cambodia  era,"  including  renewed  links 
th  the  International  Monetary  Fund  and  World 
mk,  an  influx  of  aid  from  Japan,  Europe,  and 
istralia,  and  stepped-up  foreign  investment. 
j-POWER  PRESSURE.  Hanoi  and  Hun  Sen's  government  bitter- 
oppose  including  the  Khmer  Rouge  in  a  coalition.  But  Viet- 
;  m  says  it  will  end  its  military  intervention  next  month  with 
without  an  internal  political  settlement  in  Cambodia.  Barely 
I  le  to  feed  itself  after  years  of  economic  decline,  Vietnam  can 
longer  afford  to  keep  an  occupying  army  in  Cambodia.  The 
viets  are  also  leaning  on  the  Vietnamese  to  settle  the  con- 
;t,  which  Moscow  is  now  helping  to  support  with  costly 
osidies.  And  Soviet  leader  Mikhail  S.  Gorbachev  needs  to 
fill  a  pledge  made  to  the  Chinese  that  he  would  persuade 
itnam  to  leave  Cambodia. 

The  Chinese  supply  arms  to  the  50,000  Khmer  Rouge  guer- 
as  still  fighting  against  Hun  Sen,  but  Western  observers 


believe  they  will  reduce  their  support  if  a  settlement  can  be 
reached.  At  the  Paris  conference,  which  opened  on  July  30, 
China's  Foreign  Minister  Qian  Qichen  said  his  country  would 
join  other  major  powers  in  cutting  off  weapons  shipments  to 
Cambodian  clients. 

The  U.  S.  and  six  Southeast  Asian  countries  back  two  demo- 
cratic factions  with  smaller  guerrilla  forces,  one  led  by  Prince 
Norodom  Sihanouk,  Cambodia's  former  ruler,  in  a  loose  alli- 
ance with  the  Khmer  Rouge  against  Hun  Sen.  But  to  get  a 
settlement,  the  U.  S.  is  willing  to  accept  both  Hun  Sen  and  the 
Khmer  Rouge  as  partners  in  a  coalition  headed 
by  Sihanouk.  The  Khmer  Rouge  are  a  "fact  of 
life,"  Secretary  of  State  James  A.  Baker  HI  says, 
although  he  hopes  to  minimize  their  influence. 

Baker,  Soviet  Foreign  Minister  Eduard  A.  She- 
vardnadze, and  other  foreign  ministers  will  return 
to  Paris  on  Aug.  28  to  wrap  up  the  conference 
and,  they  hope,  a  Cambodian  settlement.  But  Ha- 
noi is  already  turning  its  attention  to  rebuilding 
its  economy — which  was  "destroyed,"  Foreign 
Minister  Nguyen  Co  Thach  says,  by  a  "romantic 
conception  of  socialism."  In  1986,  Vietnam  at- 
tempted to  bring  market-oriented  reforms  to  its 
economy,  but  they  triggered  raging  inflation  and 
black  marketeering.  This  year,  following  visits  by 
IMF  missions,  an  austerity  program  has  sharply  curbed  infla- 
tion— at  the  cost  of  factory  shutdowns  and  rising  unemploy- 
ment. Foreign  investments  totaling  $388  million  have  also  been 
approved  since  mid-1988,  including  offshore  oil  ventures  by 
British,  French,  Belgian,  and  Indian  companies. 

To  win  better  ties  with  the  U.  S.,  Vietnam  will  have  to 
continue  efforts  to  clear  up  questions  about  American  prison- 
ers and  soldiers  missing  in  action.  But  the  intervention  in 
Cambodia  has  been  the  main  roadblock  to  normal  relations.  If 
Vietnam  helps  end  Cambodia's  civil  war,  it  will  also  take  a  big 
step  toward  ending  its  long,  bitter  conflict  with  the  U.  S. 

By  Don  Jones  Yang  in  Hong  Kong  and  Bill  Javetfild  in  Wash- 
ington, with  Ruth  Pearson  at  the  U.  N. 


OBAL  WRAPUPI 


OUTH  KOREA 


r here's  dangerous  polarization  in 
Seoul  politics  again  with  the  gov- 
•nment's  charge  that  opposition  lead- 
•  Kim  Dae  Jung  got  funds  indirectly 
om  North  Korea.  Kim  denies  the  ac- 
isation,  calling  it  an  attempt  by  Presi- 
mt  Roh  Tae  Woo  to  destroy  him  and 
s  Peace  &  Democracy  Party.  He 
)ws  to  fight  back  with  street  protests. 
The  government  says  that  Suh 
yung  Won,  an  aide  to  Kim,  received 
(0,000  from  the  North  Koreans  dur- 
g  an  illegal  visit  to  Pyongyang  last 
■ar  and  gave  $10,000  to  Kim.  If  the 
)vernment  is  able  to  prove  its  allega- 
)n,  Kim  will  be  forced  out  of  politics, 


and  his  left-leaning  party  will  be  lead- 
erless.  But  if  Roh  fails  to  make  the 
charge  stick,  he  will  face  an  even  more 
militant  opposition. 

Kim  is  also  under  fire  for  refusing  to 
clarify  whether  he  believes  that  Kore- 
an reunification  requires  the  removal 
of  U.  S.  troops.  That  issue  may  heat  up 
during  next  month's  visit  by  Vice-Pres- 
ident Dan  Quayle,  who  is  expected  to 
discuss  a  partial  U.  S.  troop  pullout. 

SOVIET  UNION  

In  a  shift  toward  Western-style  fi- 
nancing for  a  Soviet  joint  venture, 
foreign  lenders  for  the  first  time  are 
accepting  a  guarantee  from  a  Soviet 
enterprise,  Aeroflot,  rather  than  from 


the  Soviet  government.  Aeroflot  will 
own  a  share  in  a  $83  million,  516- 
room  hotel  to  be  built  at  Moscow's 
Sheremetyevo  Airport  by  a  group  in- 
cluding France's  Accor  hotel  chain  and 
Connecticut  hotel  developers  Afrex  In- 
ternational Corp.  A  syndicate  of  West- 
ern European  banks  led  by  the  Soviet 
Union's  London-based  Moscow  Nar- 
odny  Bank  is  financing  the  venture. 

Accor  will  operate  the  hotel  as  part 
of  its  Novotel  chain  and  expects  most 
guests  to  be  foreign  businesspeople 
who  will  pay  in  hard  currency.  But  the 
venture  will  barely  dent  the  unmet  de- 
mand in  Moscow  for  international-stan- 
dard hotel  rooms,  which  are  now  prac- 
tically nonexistent. 


■1  -JATIONAL  OUTLOOK 
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rts  Business 


BASKETBALL 


HOW  DO  YOU  SAY 
'SLAM  DUNK'  IN  ITALIAN? 


By  signing  Danny  Ferry,  basketball  in  Italy  makes  a  big  score 


It  was  an  unlikely  setting  for  negoti- 
ating a  basketball  contract:  the 
sumptuous  salon  of  a  15th  century 
palazzo  on  Venice's  Grand  Canal.  Danny 
Ferry,  an  AU-American  from  Duke  Uni- 
versity, had  been  secretly  whisked  to 
Venice  by  private  jet  in  early  July.  Even 
though  the  Los  Angeles  Clippers  had 
flipped  him  as  the  second  player  chosen 
in  the  National  Basketball  Assn.'s  draft 
of  college  stars.  Ferry  was  there 
to  discuss  terms  for  joining  Mes- 
sagero  Roma,  the  capital's  profes- 
sional team.  Messagero  had  been 
bought  a  few  months  before  by 
the  palazzo's  owner,  Italian  agri- 
business magnate  Raul  Gardini. 

By  the  end  of  the  visit.  Ferry 
was  Messagero's  for  a  cool  $1 
million  minimum  a  year.  It  was, 
as  they  say,  an  offer  Ferry 
couldn't  refuse.  "I  don't  want  to 
talk  about  money,"  said  Messa- 
gero's president  and  Gardini's 
brother-in-law.  Carlo  Sama.  "My 
one  and  only  duty  is  to  make 
Rome  a  winning  team." 

It  looks  as  if  Ferry  and  other 
talented  American  hoopsters  are 
going  to  have  to  start  conjugat- 
ing "dribble"  in  the  language  of 
Dante.  The  32  teams  of  the  Ital- 
ian Basketball  League  are  out  to 
get  the  best  American  players 
they  can  lure  away  from  the  NBA. 
Until  now,  most  Americans  re- 
cruited by  Italian  teams  either 
weren't  good  enough  for  the  NBA 
or,  in  the  case  of  name  players, 
were  fading  stars.  Former  Los 
Angeles  Lakers  forward  Bob  Mc- 
Adoo,  for  example,  will  be  play- 
ing this  season  for  Philips  Milano, 
Italy's  top  team.  Sugar  Ray  Rich- 
ardson, formerly  of  the  New  Jer- 
sey Nets,  is  shooting  hoops  for  Bologna. 
But  now,  Messagero  has  lured  another 
up-and-comer,  Brian  Shaw,  away  from 
the  Boston  Celtics  to  play  with  Ferry. 
LIRA  OPTION.  Ferry's  signing  suggests 
that  Italian  basketball  will  quickly  notch 
up  its  caliber  of  play.  Although  Ferry  is 
rie;i.t]y  passing  up  the  hapless  Clippers  to 
take  advantage  of  "a  unique  opportuni- 
ty: living  in  Rome,  learning  a  new  lan- 


guage, experiencing  different  cultures," 
his  move  and  the  money  he's  being  paid 
give  other  top  U.  S.  draft  choices  the 
option  of  making  their  careers  in  Italy. 
Ferry's  paycheck  is  the  biggest  in  Ital- 
ian athletics  after  that  of  Argentine  soc- 
cer superstar  Diego  Maradona,  who 
earns  $L5  million.  Until  now,  salaries  for 
American  basketball  players,  whose 
number  is  limited  to  two  per  team,  gen- 


HOOPLA:  ROME'S  TEAM  WILL  PAY  FERRY  $1  MILLION  A  YEAR 


erally  started  around  $300,000 — twice 
what  their  lUdian  counterparts  make. 
Alessandro  Crovetti  of  the  Italian  league 
doesn't  mince  words:  "Our  big  teams 
can  compete  directly  with  the  NBA  now." 

Among  spectators,  Italian  basketball 
is  suddenly  as  hot  as  pizza  Margherita 
right  out  of  a  Naples  oven.  Along  with 
Ferry's  salary,  the  $5  million  paid  re- 
cently by  Milano  to  buy  the  contract  of 


Antonello  Riva,  a  top  Italian  player, 
shows  that  a  lot  of  money  is  riding  on 
the  game.  Although  basketball  has  been 
played  in  Italy  for  over  60  years,  only  in 
the  past  few  has  it  become  the  No.  2 
spectator  sport.  (Soccer  still  holds  the 
top  spot.)  More  than  25%  of  Italy's  TV 
audience  now  tunes  in  for  the  league 
play-offs  in  May,  and  last  season,  2  mil- 
hon  fans  watched  the  games  live.  Hun- 
dreds of  thousands  of  Italian  viewers 
stay  up  late  to  watch  transmissions 
of  NBA  finals  beamed  from  the  U.  S. 
In  late  October,  they  will  be  able  to 
see  the  NBA  in  the  flesh  when  the 
Denver  Nuggets  come  to  Rome  for 
a  round-robin  tournament  with  three 
European  teams. 
CLEANER  FUN.  Perhaps  the  most  telling 
sign  that  basketball  is  booming  is  that 
big  business  is  getting  in  on  the  act. 
Previously,  that  was  true  only  of  soccer. 
Under  Italy's  somewhat  paternal- 
istic capitalism,  no  self-respecting 
billionaire  was  without  his  soccer 
club.  Gianni  Agnelli  is  renowned 
in  Italy  almost  as  much  for  own 
ing  Turin's  tough  Juventus  team 
as  for  running  Fiat,  the  country's 
largest  private  industrial  group, 
Milan's  soccer  champions  are 
owned  by  Silvio  Berlusconi,  who 
operates  southern  Europe's  larg- 
est broadcasting  empire. 

Now,  having  your  own  basket- 
ball team  could  become  just  as 
important.  Berlusconi,  who 
bought  the  rights  to  broadcast 
NBA  games  on  his  nationwide  TV 
stations,  tried  in  vain  to  buy  the 
Philips  Milano  basketball  team 
last  spring  from  local  property 
developer  Gian-Mario  Gabetti 
The  Agnellis  are  heavily  rumored 
to  be  negotiating  to  buy  a  top 
team.  Gardini,  one  of  Itfily's  most 
powerful  industrialists,  has  by 
[)assed  soccer  altogether.  The  mil 
lions  he  is  pouring  into  Messa- 
gero— named  for  the  Roman  daily 
newspaper  he  also  owns — are  a 
bet  that  basketball,  not  soccer, 
represents  the  future  of  Italian 
sports.  He  may  be  right.  Certain 
ly  the  image  of  Italian  soccer  has 
been  damaged  by  the  ugly  pas- 
sions it  arouses.  As  in  Britain, 
matches  are  often  marred  by  brutal  vio- 
lence among  club  supporters.  Says  Mes- 
sagero's Sama:  "Soccer  has  become  too 
violent,  too  bloody.  Basketball  is 
healthy,  and  that's  the  image  we're  af- 
ter." That's  why  he's  paying  big  dollars, 
and  that's  why  Americans,  who  invented 
basketball,  can  no  longer  keep  the  game 
to  themselves. 

By  John  Rossant  in  Rome 
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SPORTS  BUSINES 


Sometimes  what  you  wear  to  work 
makes  all  the  difference 


At  1,500  degrees  Fahrenheit,  dressing 
for  success  is  no  cliche.  It's  a  matter  of 
life  and  death. 

Which  is  why  DiiPont  engineers 
worked  to  create  Nomex*  and  Kevlar'" 


fire  resistant  fibers.  The  remarkable 
performance  of  these  fibers  has  made 
them  the  standard  for  state-of-the-art 
firefighting  clothing  all  over  the  world. 

And  everyday,  they  not  only  save  the 
lives  of  thousands  of  firefighters  rushing 


into  fires,  but  those  they  carry  out  as 
well. 

At  DuPont,  we  make  the  things  that 
make  a  difference. 


Bener  things  for  better  living,  ^fijj  P  Q  ^  T 


e 


SEV ELOPERS I 


RICHARD  GORDON  PLAYS 
ONLY  ONE  WAY— HARD 


The  Whalers'  owner  presses  ahead  on  a  risky  high-rise 


R 


ichard  Gordon  has  a  distinctive 
understanding  of  the  word  "pas- 
sive." A  year  ago,  the  Connecti- 
cut real  estate  developer  joined  forces 
with  Donald  G.  Conrad,  a  former  execu- 
tive vice-president  at  Aetna  Life  &  Casu- 
alty Co.,  to  buy  75%  of  the  Hartford 
Whalers  hockey  team  for  a  record  $23 
million.  Conrad,  who  set  up  the  deal, 
was  to  be  managing  general  partner, 
and  Gordon,  who  put  up  most  of  the 
money,  a  passive  part- 
ner. But  scarcely  had 
the  deal  closed  when 
Gordon  began  behaving 
as  if  he  ran  the  team.  A 
battle  for  control  en- 
sued, and  Gordon 
emerged  as  managing 
general  partner.  "I  was 
later  told  he  wanted 
control  from  day  one," 
Conrad  says  bitterly, 
"but  he  didn't  tell  me." 

It  should  have  been 
obvious.  In  his  two  de- 
cades in  Hartford,  Gor- 
don has  been  anything 
but  a  passive  investor. 
He  has  built  3  million 
square  feet  of  office 
space  in  downtown 
Hartford,  or  more  than 
one-third  of  its  prime 
rentable  capacity.  He 
has  also  built  1.2  million 
square  feet  of  offices 
out  of  town,  amassing  a 
net  worth  estimated  at 
$400  million.  He  and  his 
wife  live  in  a  sprawling 


velopers  say  it  makes  little  sense  for 
Gordon  to  expand  the  market  by  12.5%. 
Several  projects,  including  developer  Da- 
vid Chase's  400,000-square-foot  World 
Trade  Center  of  Hartford,  have  been  put 
off  indefinitely.  But  Gordon  is  unfazed. 
He  claims  to  have  a  potential  tenant  that 
could  become  his  partner  and  occupy 
65%'  of  the  building.  Although  he  has  no 
definite  lessee,  Gordon  went  ahead  last 
month  and  purchased  a  site. 


brick  house  on  nearby  Avon  Mountain 
and  keep  a  30-room  summer  house  in 
Newport,  R.  I.  No  recluse,  he  loves  to 
hobnob  with  the  city's  top  executives, 
and  he  includes  sports  stars  such  as 
Ivan  Lendl  among  his  friends. 
WHAT  GLUT?  Now,  Gordon,  47,  is  promis- 
ing a  risky  move  that  could  make  him  an 
even  bigger  man  about  town.  In  a  few 
weeks,  he  plans  to  announce  a  $250  mil- 
i;')r»,  1  million-square-foot  office  tower 
«  parking  for  3,000  cars.  With  12.9% 
of  (.  "itne  ilowntown  space  vacant  and  the 
insurai'i-e  industry  retracting,  other  de- 


Long  before  he  knew  anything  about 
real  estate,  Gordon  was  proving  himself 
on  the  tennis  court.  Growing  up  in  Roch- 
ester, N.  Y.,  he  was  competing  by  age 
11,  and  as  an  undergraduate  his  prowess 
earned  him  a  place  in  the  Athletic  Hall 
of  Fame  at  Ohio  Wesleyan  University. 
At  Syracuse  University  law  school,  he 
continued  to  play  in  amateur  competi- 
tions. In  1967,  the  year  he  arrived  in 
Hartford  to  work  at  a  law  firm,  Gordon 
won  the  New  York  State  doubles  cham- 
pionship. His  partner  and  roommate  at 
the  time,  Dr.  Richard  Raskin,  later  won 


fame  by  having  a  sex-change  operatioi 
and  becoming  Renee  Richards. 

Gordon's  first  successful  real  estat( 
venture  came  while  he  was  still  at  hi: 
first  $150-a-week  law  job.  In  1973  he  sa\ 
a  newspaper  ad  offering  four  acres  nv., 
Interstate  84  in  Farmington,  Conn.,  in 
$140,000.  Without  putting  down  an; 
cash,  he  persuaded  the  architect  win 
owned  the  land  to  make  Gordon  his  50' 
partner.  The  building  they  put  up  late 
became  headquarters  for  Emhart  Coi'i 
The  next  year  Gordon  left  his  law  fini 
to  join  an  oil-distribution  company,  Enci 
gy  Unlimited,  but  he  says  he  was  firci 
within  a  short  tim^e  after  he  refused  t( 
round  up  investors  for  an  energy-plan 
venture  he  considered  unworthy.  His  en 
reer  as  a  full-time  real  estate  develops 
was  born. 

FAMILY  TIES.  His  Struggle  for  control  < ' 
the  Whalers  drew  Gordon  into  the  publi 
eye  as  never  before.  He  fed  local  ne\\> 
paper  reporters  dail; 
details  of  his  efforts 
take  over  the  low!; 
team,  and  he  made  ; 
show  of  sitting  will 
players'  families  aiK 
season-ticket  holder 
while  his  partner  it 
mained  in  the  Whale  i> 
skybox.  In  March,  whci 
Gordon  offered  Conra( 
$3  million  for  his  37.55 
stake,  Conrad  respond 
ed  by  offering  the  sam^ 
amount  for  Gordon 
share.  Under  the  term 
of  their  original  agret 
ment,  Conrad  shou 
have  won  control  fo 
matching  his  partner' 
bid.  Gordon  acknow 
edges  that,  but  says  h 
felt  he  had  suppor 
from  the  players  an 
was  willing  to  fight  t 
keep  the  team.  Rathe 
than  face  a  protracts' 
court  battle,  Conra 
sold  his  share  to  Cole 
nial  Realty  Group,  a 
for  the  team,  for  $ 


earlier  bidder 
million. 

Since  then,  Gordon  has  replaced  muc 
of  the  coaching  and  front-office  stal 
and  has  built  a  $2.4  million  practice  rini 
He  says  he's  willing  to  spend  more  moi 
ey  to  attract  better  players,  with  th 
grand  hope  of  winning  the  Stanley  Cuj 
which  the  team  has  never  done.  Say 
Gordon:  "This  little  $35  million  busines 
is  the  most  important  thing  in  Har 
ford."  At  least  until  his  new  office  towe 
is  complete. 

By  Resa  King  in  Hartfor 
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PEOI 


THE  NEW 
SYMBOL  FOR  OUAUTY 
IN  AMERICA. 


Until  now,  Buick  quality  was  known 
only  to  an  elite  group. 
Buick  owners. 


According  to  one  measure,  J.D.  Power  and 
Associates,  there's  something  Buici<  owners  can 
be  proud  to  know  and  something  all  new-car  buy- 
ers should  know.  The  fact  that  Buicks  are  among 
the  most  trouble  free  American  cars*  More  trouble 
free  than  Lincoln  and  other  prestige  cars  costing 
thousands  more. 

The  latest  J.D.  Power  and  Associates  Initial  Qual- 
ity Survey,  which  measures  things  gone  wrong 


with  new  vehicles  during  the  first  90  days  of  own- 
ership, marks  an  improvement  in  Buick  quality  for 
the  third  year  in  a  row. 

To  our  way  of  thinking,  it  all  means  that  if  you're 
looking  for  quality,  you  should  just  look  down  the 
Great  American  Road  for  the  Buick  tri-shield.  The 
new  symbol  for  quality.  The  sign  of  your  Buick 
dealer. 

*J.D.  Power  and  Associates  1989  Initial  Quality  Survey  covering  Novem- 
ber and  December,  1988  Based  upon  owner-reported  problems  during 
the  first  90  days  of  ownersfiip 


GM 


The  Great  American  Road  belongs  to 


Let's  get  it  together  buckle  up 

©  1989  GM  Corp,  All  rights  reserved. 


BUMPfB  TO  BUMPCR  PUIS 


See  your  dealer  for  terms  and 
conditions  of  the  limited  warranty 


For  those  who  think  this  is  all  there  is  to  IBM  Service, 
weld  like  to  adjust  your  thinking. 


IBM  has  built  a  solid  reputation  as 
maintenance  experts.  Now  we've 
expanded  our  services  beyond  mainte- 
nance. We  even  include  services  for  your 
non-IBM  equipment. 

We  will  take  care  of  all  your  needs. 
From  hardware  and  software  integration 
to  data  center  design  to  value  added 
network  services. 

For  instance,  we'll  move  your 
data  processing  system  2,000  feet  or 
2,000  miles.  And  we'll  be  with  you  from 
pre-planning  to  post-move  testing.  It's  all 
part  of  IBM  Customized  Operational 
Services. 

And  because  no  business  can  afford 
downtime,  IBM  is  there  with  Network 
Support,  too.  We'll  reduce  the  likelihood 
of  downtime,  and  work  quickly  to 
bring  you  back  up 

if  it  does  occur. 


What's  more, 
if  you  have  a  question 
or  problem  with  any  of  your  systems, 
specialists  are  available  24  hours  a  day, 
7  days  a  week. 

If  youd  like  further  information,  we 
would  be  happy  to  send  you  some  litera- 
ture. Just  call  1  800  IBM-2468,  ext.  133. 

IBM  Service.  You'll  find  out  it's 
really  much  more  than  you  think. 


STALKING  THE 
NEW  CONSUMER 

AS  MARKETS  FRACTURE,  P&G  AND  OTHERS  SHARPEN  'MICRO  MARKETING' 


In  15,000  supermarkets  and  drug- 
stores in  all  50  states,  shoppers  push- 
ing carts  down  aisles  are  serenaded 
by  music  interspersed  with  commercials 
for  Crest,  Ivory  shampoo,  and  Pepto-Bis- 
mol.  In  the  lunchroom  of  Central  High 
School  in  Knoxville,  Tenn.,  the  Chicago 
Bulls'  Michael  Jordan  looks  down  at 
teenagers  from  a  giant  poster,  at  the 
bottom  of  which  are  ads  for  Scope  and 
Head  &  Shoulders.  At  state  fairs,  staff- 
ers at  Pampers'  mobile  Baby  Care  Cen- 
ters change  80,000  diapers  a  year.  And 
all  across  the  country,  fans  of  The  Wiz- 
ard of  Oz  will  see  a  spot  for  Downy 
when  they  pop  a  tape  into  their  vCRs. 


Radio  spots  in  supermarkets?  Ads  on 
videotapes?  Welcome  to  the  brave  new 
world  of  marketing,  Procter  &  Gamble- 
style.  If  it  all  sounds  a  little  strange, 
well,  as  Dorothy  said  to  Toto:  "I  have  a 
feeling  we're  not  in  Kan.sas  anymore." 

Life  used  to  be  much  simpler.  Mass 
marketers  such  as  Procter  &  Gamble 
Co.  would  cook  up  innovative  but  fairly 
utilitarian  products  and  advertise  them 
on  network  TV.  All  the  housewives  be- 
tween the  ages  of  18  and  34  watching 
Search  for  Tomorrow  or  The  Edge  of 
Night  would  see  the  ads  and  rush  out  to 
buy  disposable  diapers  and  dish  deter- 
gent. The  commercials  were  boring,  but 


they  saturated  the  airwaves  and  repeat 
ed  the  products'  names  over  and  over 
Supermarkets  stocked  their  shelves,  ant 
consumers  came  and  bought. 

Things  don't  work  quite  that  way  any 
more.  Real  product  innovations  are  rare 
And  most  women  18  to  34  aren't  sitting 
at  home  watching  the  soaps.  They're  ii 
college,  or  they're  working  as  lawyers 
cab  drivers,  or  lathe  operators.  A  15 
year-old  boy  may  be  doing  the  famih 
shopping.  Many  customers  are  single 
many  are  old,  many  don't  speak  English 
and  some  can't  even  read.  Few  of  then 
are  watching  dull,  name-dropping  ads. 

Supermarkets  have  changed,  too.  Re 


INFORMATION 
RESOURCES  INC.  BEAMS  ADS 
BY  SATELLITE  TO  VIDEOCARTS 
IN  SUPERMARKETS 


LINE  EXTENSIONS  SATISFY 
THE  TASTES  OF  EVER-SMALLER 
MARKET  SEGMENTS 


HOW  TO  BE  A  MICRO  MARKETER 


KNOW  YOUR  CUSTOMERS 

Consumer-goods  companies  are  using  high-tech  techniques  to  find  out  who  their 
customers  are — and  aren't.  By  linking  that  knowledge  with  data  about  ads  and  cou- 
pons, they  can  fine-tune  their  marketing 

MAKE  WHAT  THEY  WAHT 

In  an  age  of  diversity,  products  must  be  tailored  to  individual  tastes.  So  where  once 
there  were  just  Oreos,  now  there  are  Fudge  Covered  Oreos,  Oreo  Double  Stufs, 
and  Oreo  Big  Stufs,  too 

USE  TARGETED  AND  NEW  MEDIA 

Companies  aiming  for  micro  markets  are  advertising  on  cable  TV  and  in  magazines 
to  reach  special  audiences.  And  they're  putting  their  messages  on  walls  in  liigh- 
school  lunclirooms,  on  videocassettes,  and  even  on  blood-pressure  monitors 

USE  HON  MEDIA 

Marketers  are  sponsoring  sports,  festivals,  and  other  events  to  reach  local  or  eth- 
nic markets.  Latino  events  such  as  Carnaval  Miami  are  hot.  So  are  sports  ranging 
from  golf  to  hydroplane  racing 

REACH  CUSTOMERS  IH  THE  STORE 

Consumers  make  most  buying  decisions  while  they're  shopping.  So  marketers  are 
putting  ads  on  supermarket  loudspeakers,  shopping  carts,  and  in-store  monitors. 

SHARPEN  YOUR  PROMOTIONS 

Couponing  and  price  promotions  are  expensive  and  often  harmful  to  a  brand's  im- 
age. Thanks  to  better  data,  some  companies  are  using  fewer,  more  effective  pro- 
motions. One  promising  approach:  Aiming  coupons  at  a  competitor's  customers 

WORK  WITH  RETAILERS 

Consumer-goods  manufacturers  must  learn  to  "micro  market"  to  the  retail  trade, 
too.  Some  are  linking  their  computers  to  the  retailers',  and  some  are  tailoring  their 
marketing  and  promotions  to  an  individual  retailer's  needs 
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tailers  are  no  lonjjer  willing  to  give  man- 
ufacturers miles  of  shelf  space  to  park 
their  soap  or  canned  beans.  They're 
more  interested  in  selling  high-margin 
items  such  as  their  own  flowers  or  store- 
baked  cookies.  They  need  incentives  to 
squeeze  a  product  in  somewhere. 
■MOSAIC  The  wonderful  post-World  War 
II  mass  market  has  shattered  into  mil- 
lions of  pieces.  "The  mythological  homo- 
geneous America  is  gone.  We  are  a  mo- 
saic of  minorities,"  says  Joel  D.  Weiner, 
senior  vice-president  for  marketing  ser- 
vices at  Kraft  USA.  "All  companies  will 
have  to  do  more  stratified  or  tailored  or 
niche  marketing." 

At  Procter  &  Gamble,  the  change  has 
aeen  particularly  tough  to  accept.  The 
luge  consumer-products  company  practi- 
cally invented  mass  marketing,  pioneer- 
ng  such  classic  techniques  as  couponing 
ind  radio  and  T/  advertising.  But  now, 
iven  this  grandfather  of  the  business  is 
"eeling  its  way  to  a  whole  new  type  of 
narketing.  The  closely  watched  but  no- 
oriously  tight-lipped  company  is  using 
lew  information  and  technologies  to  pin- 
»oint  its  customers  and  figure  out  what 
notivates  them.  It  is  experimenting  with 
lew,  targeted  media  to  reach  them.  It's 
ising  sophisticated  promotions,  special- 


ized messages,  better  ads,  and  custom- 
ized products  to  motivate  them.  It  is 
learning  to  become  a  micro  marketer. 

P&G  is  hardly  alone.  All  U.  S.  consum- 
er-goods companies  have  been  strug- 
gling in  recent  years  to  meet  the  new- 
marketing  challenges  of  the  1980s. 
"Maybe  you  have  to  come  up  with  a  new 
definition  of  a  mass  marketer,"  says 
Marv  Solomon,  vice-president  for  mar- 


Rather  than  make  one  boffo 
ad,  micro  marketers  spread 
their  bets  on  many  efforts  that 
pay  off  in  small  increments 


keting  services  at  Warner-Lambert  Co., 
which  has  cut  its  ad  spending  on  net- 
work TV  for  its  brands,  including  Lister- 
ine,  Trident,  and  Schick.  Instead,  it  is 
experimenting  with  everything  from  di- 
rect mail  to  cable  TV  to  putting  ads  on 
blood-pressure  monitors  in  pharmacies. 

Micro  marketing  is  vastly  more  com- 
plex than  mass  marketing.  Rather  than 
wagering  big  bucks  in  hopes  of  produc- 


ing one  boffo  TV  ad  that  will  quickly 
boost  sales,  micro  marketers  spread 
their  bets  on  lots  of  different  efforts, 
each  of  which  may  pay  off  in  small  in- 
crements. Much  of  the  resulting  variety 
of  methods  and  media  is  still  experimen- 
tal, and  it's  often  hard  to  tell  exactly 
how  well  each  is  working.  But  the  little 
things  do  seem  to  be  adding  up. 

P&G  noticed,  for  example,  that  vacuum 
brick-packs  of  ground  coffee  were  popu- 
lar in  the  South,  so  it  repackaged  its 
Folgers  brand  for  those  markets.  That 
was  part  of  a  general  revamping  that 
included  a  new  ad  image  and  targeted 
promotions.  Result:  Folgers  coffee  rock- 
eted to  32%  of  the  total  U.  S.  market  last 
year,  from  24%  in  1982.  Overall,  seven  of 
P&G's  nine  U.  S.  consumer  divisions  hit 
record  unit  volumes  in  the  fiscal  year 
ended  June  30.  With  improving  margins 
at  home  and  soaring  results  overseas 
(page  58),  the  company  reported  net 
earnings  of  $1.2  billion,  up  18%,  on  reve- 
nues of  $21.4  billion,  up  il%'. 

Nowhere  has  the  shattering  of  the 
mass  market  been  more  apparent  than 
in  TV  advertising.  Even  during  prime 
time,  the  networks'  share  of  the  audi- 
ence has  plummeted  during  the  past  de- 
cade from  92% 
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to  67"'c,  according  to  A.  C.  Nielsen  Co. 
And  their  daytime  share  has  fallen  to 
57%',  from  787'-.  At  the  same  time,  the 
average  price  of  a  choice  30-second 
prime-time  spot  has  shot  up  85%,  to 
$185,000.  To  make  matters  worse,  35%  of 
all  network  ads  are  now  only  15  seconds 
long,  so  more  messages  are  cluttering 
the  airwaves.  All  that  adds  up  to  less 
effective  advertising.  "It  is  much,  much 
more  difficult  for  us  as  advertisers  to 
reach  our  audience — and  more  expen- 
sive," says  one  food-company  executive. 
BITTER  PILL.  For  P&G  management  that 
grew  up  in  a  world  where  network  tele- 
vision was  the  only  medium  that  mat- 
tered, those  changes 
have  been  disconcert- 
ing. "They  knew  that 
every  week  they  would 
have  three  minutes  on 
As  the  World  Turns, 
and  that  was  chiseled  in 
granite,"  says  one  for- 
mer P&Ger.  "It  has  been 
a  very  tough  pill  to 
swallow  to  say  it  just 
isn't  working." 

But  it  isn't.  The  loss 
of  the  old  verities  of 
media  and  marketing 
cost  P&G  dearly.  Mired 
in  low-growth  markets 
and  battered  by  a  series 
of  unsuccessful  new- 
product  forays,  trouble 
overseas,  and  loss  of 
market  share  to  newly 
aggressive  competitors, 
P&G  suffered  a  startling  earnings  decline 
in  1!)85 — its  first  since  1953.  There  was 
talk  that  the  Cincinnati  colossus  had  feet 
of  clay — that  it  was  too  big,  too  bureau- 
cratic, and  too  sclerotic  to  respond  to  a 
rapidly  shifting  marketplace. 

Lately,  though,  P&G  has  been  proving 
the  naysayers  wrong.  It  has  become  one 
of  the  biggest  sponsors  of  such  ad  alter- 
natives to  the  networks  as  cable  and 
syndicated  TV,  as  well  as  spending  heavi- 
ly on  radio,  specialized  magazines,  and 
other  media. 

While  much  of  that  shift  is  the  result 
of  rising  costs,  it  also  reflects  a  growing 
desire  to  target  the  company's  ads  and 
chase  the  audiences  that  are  deserting 
the  networks.  For  example,  P&G  buys  ad 
time  on  health-related  cable  TV  shows  to 
trum[)et  the  benefits  of  its  low-saturat- 
ed-fal  Puritan  oil.  And  it  now  has  six 
different  campaigns  aimed  at  Crest 
toothpa.;ie  buyers — including  kids, 
blacks,  a!id  Hispanics.  P&G  also  spends 
some  $61  miilion  a  year  to  advertise  to 
targ  i  audiences  on  syndicated  TV 
shovvs  This  summer,  for  instance,  it  is 
adveitising  such  brands  as  Clearasil 
acne  medicine  to  teens  on  Endless  Sum- 


mer with  The  Beach  Boys,  a  series  of 
concert  shows. 

Other  marketers  are  doing  much  the 
same.  At  Best  Foods,  the  CPC  Interna- 
tional Inc.  unit  that  sells  Hellmann's, 
Mazola,  and  other  brands,  cable  ac- 
counts for  about  10?^  of  all  media  spend- 
ing. "We  can't  be  successful  only  appeal- 
ing to  the  70'/'  watching  network  TV," 
says  Robert  J.  Gillespie,  Best's  presi- 
dent. Since  September,  H.  J.  Heinz  Co.'s 
Ore-Ida  Foods  Inc.  unit  has  spent  almost 
half  the  ad  budget  for  its  Steakumm 
sandwich  meats  on  MTV  in  order  to  reach 
teens.  That  has  helped  the  brand  reverse 
several  years  of  market-share  declin- 


AS  AUDIENCES  lEAVE 
THE  NETWORKS... 


...ADVERTISERS 
LOOK  ELSEWHERE 


BILLIONS  OF  OOlURS 


DATA  A  C,  NIELSEN,  POINT  OF  PURCHASE  ADVERTISING  INSTITUTE, 
PUBLISHERS  INFORMATION  BUREAU,  RADIO  ADVERTISING  BUREAU,  PAUL  KAGAN  ASSOCIATES 


es."We  found  this  audience  not  through 
ABC,  NBC,  or  CBS,  but  through  MTV," 
says  Anthony  J.  F.  O'Reilly,  chief  execu- 
tive of  Heinz.  "As  the  dozens  of  cable 
channels  begin  to  define  their  own  audi- 
ences, people  with  products  for  those 
audiences  will  go  that  way." 
'EXOTICA.'  Many  already  have.  In  all,  ad 
spending  on  both  syndication  and  cable 
is  expected  to  rise  25%  this  year,  com- 
pared with  only  V/"  for  the  networks. 
And  one  major  ad  agency,  DDB  Needham 
Worldwide  Inc.,  has  even  told  its  clients 
to  put  257  of  their  total  ad  budgets  into 
cable,  up  from  only  57'  five  years  ago. 

P&G  has  also  been  plowing  a  lot  of 
money  and  effort  into  what  one  network 
executive  sniffily  calls  "media  exotica." 
These  new  ad  beasts  include  Point-of- 


One  coupon  specialist  has 
data  on  product  usage, 
hobbies,  and  travel  habits  for 
25  million  households 


Purchase  Radio  Corp.,  which  offers  48 
minutes  of  music  interspersed  with  12 
minutes  of  ads — all  played  over  a  super- 
market's loudspeakers.  By  one  estimate, 
two-thirds  of  all  buying  decisions  are 
made  in  the  store,  so  companies  are  try 
ing  to  reach  shoppers  at  that  crucial  mo- 
ment. Besides  radio,  they're  putting  up 
signs,  installing  computerized  informa- 
tion kiosks,  and  beaming  ads  to  video 
screens  on  shopping  carts. 

And  as  the  networks  lose  viewers  to 
the  VCR,  P&G  is  just  following  along  onto 
videocassettes.  P&G's  Scope,  Pepto-Bis 
mol.  Head  &  Shoulders,  and  Crest  now 
provide  half  the  ads  on  Home  Video  Pre- 
view. This  startup  dis- 
tributes 70,000  free  35- 
minute  videotapes  each 
month  previewing  mov- 
ies that  will  soon  be 
available  for  rental 
P&G's  Downy  and  mgm/ 
UA  Home  Video  have 
just  begun  a  joint  pro- 
motion of  a  50th  anni- 
versary video  of  The 
Wizard  of  Oz.  Besides 
TV  ads  and  a  $5  tape  re 
bate  tied  to  the  pur 
chase  of  Downy,  th 
campaign  includes  an 
ad  for  the  fabric  soften 
er  on  the  cassette. 

P&G  is  also  a  big 
spender  on  the  experi 
mental  iiiedia  offered 
by  Whittle  Communica 
tions.  Whittle  has  creat 
ed  advertising  wallboards  that  it  hang; 
in  such  places  as  high  schools,  beautyjK 
parlors,  and  dentists'  offices.  It  also  i 
places  free  magazines  called  Special  Re 
ports  in  doctors'  waiting  rooms.  And  il 
is  the  creator  of  Channel  One,  an  ad 
supported  news  broadcast  for  schools 
Despite  strong  opposition  in  some  states 
Whittle  says  the  12-minute  telecast  wil 
be  offered  to  high  schools  nationwide 
next  spring.  Whittle  has  become  one  oi 
Procter's  biggest  media  vendors  aftei  iii 
the  three  networks — although  there  an 
signs  that  P&G  has  growing  doubtf 
about  the  effectiveness  of  Whittle'sfil 
products. 

HYDROPLANING.  P&G  is  also  using  loca  f 
promotions  and  event  sponsorship  t( 
reach  special  markets.  There's  the  Pam 
pers  Baby  Care  Center,  and  there  an 
such  things  as  Pepto-Bismol  chili  cook  a 
ing  contests,  sing-in-the-shower  contestf  nir 
sponsored  by  Coast  soap,  and  the  Crisc( 
American  Pie  Contest.  And  its  Jif  peanu 
butter  and  Pringles  potato  chips  sponso: 
a  30-foot  hydroplane  that  is  competing  ii 
10  races  this  summer. 

P&G  is  also  stepping  up  its  marketini 
efforts  aimed  at  Hispanics,  blacks,  an< 
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:he  elderly.  It  advertises  heavily  on 
Spanish-language  TV  and  has  become  a 
najor  sponsor  of  local  Hispanic  events. 

Carnaval  Miami  last  March,  for  in- 
;tance,  14  of  the  company's  brands 
lelped  put  on  entertainment  ranging 
Tom  a  beauty  contest  to  a  block  party, 
md  consumers  lined  uj)  for  free  samples 
)f  P&G  products. 

tETAiL  DETAIL.  Besides  coming  up  with 
lew  tools  for  reaching  smaller  groups  of 
customers,  consumer-products  compa- 
lies  are  finding  new  ways  to  figure  out 
ust  who  it  is  they  want  to  reach.  Most 
nass  marketers  have  long  relied  on  fair- 
y  blunt  tools  to  give  them  a  rough  pic- 


ture of  who  was  likely  to  buy  their  prod- 
ucts. They  segmented  the  market  by 
demographics — age,  sex,  income,  and  so 
on — and  later  by  psychographics,  which 
classified  people  by  attitudes  and  values. 
But  all  such  systems  were  approxima- 
tions, abstract  methods  to  group  still- 
anonymous  consumers  into  big  clumps. 

More  recently,  packaged-goods  compa- 
nies have  been  coming  a  little  closer  to 
the  direct-marketing  techniques  used  so 
effectively  by  banks,  airlines,  and  hotels, 
which  collect  customers'  names,  address- 
es, and  details  of  what  they  have  bought 
in  the  past.  If  the  sellers  of  soap  and 
spaghetti  sauce  could  get  that  sort  of 


data,  they  could  see  what  ads  and  pro- 
motions worked  best  at  keeping  current 
customers  and  at  luring  new  ones. 

Now,  although  the  progress  is  still 
slow,  they  are  getting  some  of  those 
data  and  figuring  out  how  to  use  them 
(box).  "The  marketing  battleground  is 
shifting  at  an  extremely  rapid  pace  to 
the  information  battleground,"  says  Don 
Peppers,  executive  vice-president  for 
business  development  at  Lintas:USA,  a 
New  York  ad  agency  with  a  large  base 
of  packaged-goods  clients. 

Weapons  for  that  battle  are  becoming 
quite  sophisticated.  Computerized  Mar- 
keting Technologies  Inc.,  for  example, 


THANKS  TO  THE  CHECKOUT  SCANNER, 
MARKETING  IS  LOSING  SOME  MYSTERY 


Half  the  money  I  speyid  on  advertis- 
ing is  wasted,  and  the  trouble  is,  I 
don't  knoic  which  half. 

— William  H.  Lever 
founder  of  Lever  Brothers  Ltd. 

What  makes  a  shopper  buy  a 
particular  brand  of  dog  food 
or  detergent?  It  seems  like  a 
simple  enough  question.  Yet,  despite 
billions  of  dollars  spent  every  year  to 
advertise  and  promote  packaged  goods, 
companies  have  never 
Deen  entirely  sure  how  ef- 
fective each  marketing 
;ool  really  is. 

That's  finally  beginning 
;  a  change.  The  installation 
)f  checkout  scanners  in 
most  of  the  nation's  super- 
narkets  has  brought  with 
t  an  avalanche  of  data, 
nore  timely  and  specific 
han  any  available  before, 
^hough  most  marketers 
ire  only  beginning  to  ex- 
iloit  this  information,  they 
,re  getting  a  better  feel 
or  exactly  what  a  price 
ut,  coupon  blitz,  store  dis- 
play, or  discount  to  the  re- 
ader actually  does  for 
ales  and  profits. 
/EEKLY  REPORTS.  Instead 
f  receiving  monthly  or  bimonthly  re- 
orts  with  at  best  a  regional  break- 
own  of  how  a  brand  is  doing  in  its 
ategory,  marketers  now  get  weekly 
ata  for  every  item  and  size,  some- 
mes  down  to  the  individual  store.  This 
reates  endless  possibilities  for  investi- 
ation.  How  often  should  a  coupon  be 
sed,  and  does  it  work  better  in  Des 
[oines  than  in  Dallas?  Is  one  size  easi- 
*  to  sell  to  retailers  than  another? 
So  far,  marketers  have  gotten  fur- 


thest  in  examining  the  effectiveness  of 
promotions  such  as  displays  and  news- 
paper ads.  The  three  sellers  of  scanner 
data — Control  Data's  SAMI,  Dun  & 
Bradstreet's  A.  C.  Nielsen,  and  Infor- 
mation Resources  Inc. — all  track  such 
information  along  with  product  sales. 
Using  such  data.  Nestle  Foods  Corp. 
learned  that  a  combination  of  store  dis- 
plays and  newspaper  ads  resulted  in 
huge  volume  increases  for  its  Quik 
chocolate  drink. 


Warner-Lambert  Co.  found  that  in 
some  instances,  store  displays  were  far 
more  effective  than  newspaper  ads  or 
price  promotions,  and  its  sales  force 
now  focuses  on  persuading  supermar- 
kets to  provide  such  displays.  Ore-Ida 
Foods  Inc.  priced  a  frozen-food  brand 
below  a  key  rival's,  but  it  turned  out 
that  retailers  were  pocketing  the  dif- 
ference and  providing  the  competition 
with  more  merchandising  support. 
When  weekly  chain-by-chain  scanner 


and  promotion  data  revealed  the  prob- 
lem, Ore-Ida  decided  to  boost  its  prices 
and  use  the  extra  margin  to  pay  for 
promotional  efforts  such  as  bigger 
newspaper  ads. 

FRUSTRATION.  Most  marketers  haven't 
gotten  as  far  using  scanner  data  to 
analyze  the  effects  of  TV  advertising 
and  consumer  promotions  such  as  cou- 
pons. Nielsen,  SAMi,  and  IRI  all  supply 
some  of  that  data.  But  a  system  to 
provide  reliable  nationwide  information 
linking  which  TV  ads  individual  house- 
holds watch  with  what  they  buy  is  still 
under  construction.  Eventually,  pack- 
aged-goods companies  hope  such  "sin- 
gle source"  data  will  allow  them  to 
hone  their  marketing  even  more  finely. 
If  they  know  how  effective  specific 
commercials  or  coupon  programs  are, 
they  can  decide  whether  they  are 
worth  the  trouble  and  expense. 

In  the  meantime,  they  are  trying  to 
figure  out  how  to  make  better  use  of 
the  reams  of  information  they  already 
have.  After  some  early  optimism,  most 
big  manufacturers  are  frustrated  by 
their  slow  progress.  The  data  still  have 
glitches,  and  there's  not  enough  soft- 
ware available  for  analyzing  them. 
"The  information  preceded  clients'  abil- 
ity to  handle  it,"  says  SAMi  head  Steven 
A.  Wilson.  "They  can't  absorb  the 
amount  of  information  we're  imposing 
on  them."  Adds  Brian  M.  Shea,  Ore- 
Ida's  marketing  research  manager: 
"The  promise  is  there  to  do  all  this 
linking,  but  I  haven't  seen  it  yet." 

Still,  that  hasn't  stopped  packaged- 
goods  marketers  from  continuing  their 
push  to  use  scanner  data.  If  that  infor- 
mation ultimately  gives  them  the  an- 
swer to  Lever's  conundrum,  it  will  be 
worth  the  wait. 

By  Zachary  Schiller  in  New 

York 
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P&G  GOES  GIOBAL 
BY  ACTING  LIKE  A  lOCAL 


10  - 


Pink  diapers  for  girls  and  blue 
ones  for  boys?  The  idea  prompt- 
ed snickers  at  first,  but  no  one's 
laughing  now.  The  sex-typed  diapers 
are  a  hit  on  three  continents.  Their  uni- 
versal success  is  also  the  latest  sign 
that  Procter  &  Gamble  Co.  has  learned 
a  lot  about  marketing  overseas. 

P&G  wasn't  always  so  nimble  abroad. 
For  years,  it  was  something  of  an  Ugly 
American,  taking  products  developed 
for  the  U.  S.  market  and  trying  to  push 
them  into  foreign  markets 
with  American-style  mar- 
keting and  ads.  Such  ef- 
forts to  standardize  world- 
wide marketing  techniques 
were  fashionable  in  the 
early  1980s,  under  the  ban- 
ner of  "global  marketing." 
But  P&G  has  learned  that 
the  trick  to  going  global  is 
acting  like  a  local. 
BIG  LOSSES.  Take  P&G's  ex- 
periences in  Japan.  A  ho- 
mogeneous society,  Japan 
remains  in  many  ways  a 
classic  mass  market.  Still, 
for  P&G,  it  is  a  fragment  of  the  world- 
wide market,  and  one  for  which  it  has 
carefully  tailored  its  marketing.  But  it 
learned  to  do  so  only  after  some  bitter 
lessons — and  more  than  $200  million  in 
losses  from  its  arrival  in  1971  to  1987. 
"P&G  had  a  very  hard  time  accepting 
that  Japan  was  not  going  to  be  like  the 
U.  S.,"  says  an  American  marketing  ex- 
ecutive in  Tokyo. 

P&G  won  an  early  lead  in  disposable 
diapers  after  introducing  Pampers  in 
Japan  in  1977,  for  example.  But  it 
quickly  lost  market  share  when  com- 
petitors Uni-Charm  Corp.  and  Kao 
Corp.  introduced  fitted,  thin  diapers 
that  won  over  mothers  who  had  resist- 
ed disposables.  "We  really  didn't  un- 
derstand the  consumer,"  says  Edwin  L. 
Artzt,  P&G's  vice-chairman,  who  ac- 
knowledges that  P&G  was  slow  to  im- 
prove its  bulky,  rectangular  Pampers. 

Now,  things  have  turned  around  dra- 
matically. P&G's  sales  in  Japan  grew 
40%,  to  $1  billion,  in  the  fiscal  year 
ended  June  30.  Overall  international 
profits  grew  by  37%,  to  $417  million. 
Says  P&G's  Artzt:  "We  want  to  be  the 
No.  1  consumer-products  company 
in  Japan."  To  help  reach  that 
goal,  P&G  has  hired  more  Japa- 
nese staff  and  attuned  its 


ways  to  local  styles.  "It's  more  Japa- 
nese than  some  Japanese  companies," 
says  Noriko  Sakoh,  an  analyst  at  SBCI 
Securities  (Asia)  Ltd. 
TALKING  DIAPERS.  For  example,  P&G's 
ads  now  prominently  mention  the  com- 
pany's name  as  well  as  the  product's. 
That's  something  P&G's  ads  in  the  U.  S. 
rarely  do,  but  such  corporate  identifica- 
tion is  important  to  the  Japanese.  And 
while  a  U.  S.  ad  might  show  a  diaper 
absorbing  a  cup  of  liquid,  a  popular 
Pampers  ad  in  Ja- 
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pan  used  an  indi- 
rect approach:  A 
talking  diaper 
promised  toddlers 
that  the  brand 
wouldn't  leak  or 
cause  diaper  rash. 
P&G  finally  intro- 
duced a  superab- 
sorbent  thin  dia- 
per, and  then  it 
surprised  rivals 
with  the  pink  and 
blue  Pampers.  Af- 
ter sinking  to  less 
than  10%  of  the  market,  P&G's  share  is 
up  to  20.5%,  challenging  Kao  for  the 
No.  2  spot. 

Worldwide,  P&G  is  rolling  out  new 
products  more  quickly,  partly  because 
it  has  built  strong  local  operations  that 
are  closer  to  the  market.  "P&G  used  to 
be  bloody  slow,"  says  Michael  R.  An- 
gus, chairman  of  Unilever  PLC,  P&G's 
global  archrival.  "They  were  so  thor- 
ough, the  world  changed  between  the 
origination  of  an  idea  and  the  product 
actually  appearing  on  shelves." 

P&G  now  tries  to  develop  what  Artzt 
calls  "big  edge"  products,  with  a  tech- 
nology that  can  be  applied  worldwide 
but  in  forms  tailored  to  local  needs.  Its 
Japanese  sanitary  pad.  Whisper,  for 
example,  is  smaller  and  thinner  than 
its  U.  S.  counterpart.  Always.  "We've 
made  it  right  for  the  Japanese  woman, 
and  we've  made  it  right  for  the  Ameri- 
can woman,"  Artzt  says.  P&G's  foreign 
performance  has  been  so  torrid  that 
there  is  even  talk  that  Artzt,  who  is  in 
charge  of  international,  could  become 
P&g's  next  chief  executive.  The  very 
idea  speaks  volumes  about  the  global- 
ization of  the  Cincinnati  colossus. 

By  Zachary  Schiller  in  Cincinnati  and 
Ted  Holden  in  Tokyo,  unth  Mark  Mare- 
mont  in  London 


sends  out  millions  of  detailed  consumer 
questionnaires.  As  a  result,  CMT  now  ha; 
data  on  the  product  usage,  hobbies,  trav 
el  habits,  and  other  facts  for  25  million 
households.  It  mails  coded  coupons  three 
times  a  year  to  15  million  households 
and  can  deliver  different  coupons  to  dif 
ferent  consumers.  For  some  two  dozer 
products,  "we  know  who  are  current  us 
ers,  who  are  competitive  users,  and  wh( 
are  nonusers,"  says  Gary  R.  Blau,  CMT's 
managing  partner. 

That's  especially  useful  information 
Since  markets  for  products  such  as  soa{ 
and  food  are  scarcely  growing,  pack 
aged-goods  companies  can  get  biggei 
only  by  luring  customers  from  the  othe 
guy.  But  because  most  coupons — 80%  t( 
85% — are  redeemed  by  current  users  o: 
the  product,  they  aren't  much  help  ir 
doing  that.  Now,  CMT  can  send  out  cou 
pons  for  one  product  to  regular  users  o 
a  competing  brand.  Anything  that  car 
make  coupons  more  effective  will  be  i 
big  relief  to  consumer-goods  companies 
which  typically  spend  25%  of  their  mar 
keting  budgets  on  consumer  promotions 

Since  P&G  has  always  been  a  by-the 
numbers  sort  of  marketer,  it's  not  sur 
prising  that  it  is  working  hard  to  us( 
new  technology  to  make  its  promotion 
more  effective.  In  the  past,  P&G  had  t( 
judge  the  effectiveness  of  an  ad  cam 
paign,  coupon  drop,  or  other  promotioi 
on  the  basis  of  how  many  cases  a  retail 
er  bought,  even  if  many  of  them  jus 
went  into  inventory  for  sale  later.  Now 
by  using  the  weekly  sales  data  that  an 
available  from  supermarket  scanner:- 
"P&G  is  able  to  get  a  better  idea  of  cor 
sumers'  response  to  the  promotion, 
notes  Greg  Goff,  former  Crest  bran- 
manager.  The  company  can  look 
which  sizes  to  push,  how  it  does  agains 
the  competition  at  different  prices,  am 
what  combination  of  newspaper  featur 
ads  and  store  displays  is  most  effective 
PAPERLESS  COUPONS.  That's  just  the  b(|f 
ginning,  though.  Procter  has  also  star 
ed  a  joint  venture  with  Donnelley  Mai 
keting  and  CheckRobot  Inc.  calic 
Advanced  Promotion  Technologies  Im 
APT's  Vision  System  can  automatical! 
deduct  instant  refunds  from  a  custon 
er's  tab.  Or  it  can  print  out  coupon 
right  at  the  check-out  counter  to  infli 
ence  brand  choices  on  the  next  shoppin 
trip — with  the  type  determined  by  wha 
the  shopper  has  just  bought. 

And  later  this  summer,  APT  will  begi 
testing  a  frequent-shopper  program  at 
Des  Moines  supermarket  chain.  Shoj 
pers  will  use  a  "smart  card"  with  a  conjj 
puter  microchip  to  record  their  pu^ 
chases.  A  shopper  who  buys  a  brats 
from  P&G  or  another  participating  ma 
keter  such  as  Kraft  General  Food: 
Campbell  Soup,  Del  Monte,  or  Ralstou 
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How  do  you  get  one  of  these  babies 
off  the  drawing  board  and 
onto  the  road  in  record  time? 

You  start  by  saying, 
"Let's  reach  a  little  hi^er" 


Time  was  when  heavy-duty  truck  designs  changed  about  once  a 
decade.  But  no  more.  Global  competition  has  accelerated  the  process, 
and  the  automotive  people  of  Rockwell  are  responding  in  support  of 
their  tmckmaking  customers.  One  example  of  business  in  the  fast 
lane  is  a  challenge  we  got  from  the  team  at  Freightliner:  Design  a 
complex  plastic-composite  hood  and  fender  assembly  and  deliver  it 
in  about  half  the  normal  time.  Here's  the  story  from  the  people 
who  made  it  happen. 


Morrison:  Tliere  is  a  definite  trend 
to  aerodynamics  in  heavy  trucks  to 
improve  fuel  efficiency.  Our  latest  design 
addressed  this  customer  need,  and  we 
wanted  to  get  into  production  quickly 
Tliat's  where  Rockwell  really  helped. 

Murray:  First  we  put  together  a  team 
of  manufacturing,  engineering  and 
purchasing  people  and  began  evaluat- 
ing suppliers.  Twenty-four  months  is  a 
normal  schedule  for  a  project  like  this 
. . .  eigliteen  months  is  a  compressed 
program.  We  got  together  with  Rockwell 
and  decided  we  could  do  it  in  twelve. 

Krebs:  Riglit,  We  felt  we  could  do  it 
using  simultaneous  engineering  and 
program  management  to  streamline  the 
decision  making  process. 

Rood:  But  we  had  to  do  everything 
right  the  first  time.  And  we  couldn't  get 


tied  up  in  a  lot  of  management  reviews 
and  paperwork — when  we  came 
to  critical  points,  we  didn't  have  time  for 
committee  decisions. 

Krebs:  Bob's  people  would  be 
approving  a  design  and  Larry  would  be 
ordering  the  steel  for  the  tooling  and  in- 
coiporating  changes  the  same  day 

Morrison:  It  w:is  also  complicated 
by  the  fact  that  I'm  in  Portland,  Lany's  in 
Charlotte  and  the  Rockwell  folks  are  in 
Detroit.  But  the  point  is,  we  made  it.  The 
new  model  h:is  been  on  the  road  about 
a  year  now,  and  it  has  been  very  well 
received.  It  helped  us  reduce  the  drag 
factor  which  translates  into  an  increase  in 
fLiel  efficiency  for  our  customers. 

Murray:  I  think  the  key  to  the  project's 
success  was  the  total  commitment  by 
Rockwell  to  get  the  job  done. 


Rood:  Simultaneous  engineering 
and  program  management  are  concepts 
whose  time  has  come.  We're  applying 
these  practices  with  all  our  customers.  It's 
definitely  doable — we've  made  it  happen. 

Let's  reach  a  little  higher. 
It  is  working  relationships  like  this  one 
that  enable  our  Automotive  Operations  to 
respond  to  the  diverse  and  changing 
needs  of  the  automotive  industry.  Part  of  a 
worldwide  team  of  over  100,000,  Rockwell 
people  are  working  together  and  with  our 
customers  to  apply  science  and  tech- 
nology to  let  us  reach  a  little  higher  in 
aerospace,  electronics,  automotive,  indus- 
trial automation  and  graphic  systems.  If 
you'd  like  more  infbmiation,  write: 
Rockwell  Intemational,  PO  Box  39185, 
Department  815B-07,  Los  Angeles, 
Califomia  90039- 


Rockwell 
International 


.where  science  gets  down  to  business 


Purih  win  points  toward  catalog 

merchandise.  Since  holders  of  these 
smart  cards  supply  information  about 
themselves,  retailers  and  manufacturers 
will  be  able  to  build  data  bases  on  con- 
sumers, figuring  out  who  the  best  cus- 
tomers are. 

Of  course,  all  the  sharp  marketing  in 
the  world  won't  make  much  difference  if 
a  product  doesn't  appeal  to  its  audience. 
Many  companies  are  finding  that  one  of 
the  most  effective  ways  to  target  specif- 
ic groups  of  consumers  is  with  the  prod- 
ucts themselves.  Using  the  strength  of 
existing  brand  names,  they're  tweaking 
core  products  into  a 
wide  array  of  line 
extensions  aimed  to 
please  ever-narrow- 
er tastes  or  needs. 
From  1947  to  1984, 
for  example,  P&G 
sold  only  one  type 
of  Tide.  Now,  there 
are  four  additional 
varieties  of  the  de- 
tergent, including 
Liquid  Tide  and 
Tide  with  Bleach. 
Downy  fabric  soft- 
ener spent  its  first 
23  years  alone. 
Since  1984,  however, 
it  has  gotten  three 
siblings. 

As  manufacturers 
refine  their  consum- 
er marketing  tech- 
niques, they  are  also 
starting  to  cooper- 
ate much  more 
closely  with  retail- 
ers. "Today,  to  get  to  the  consumer,  you 
have  to  do  it  together,"  says  Joseph  W. 
Masse,  vice-president  for  sales  at 
Warner-Lambert's  Consumer  Health 
Products  Group.  Besides  focusing  their 
efforts  on  precise  target  groups  of  con- 
sumers, packaged-goods  companies  are 
tailoring  their  marketing  to  an  individual 
retailer's  needs.  As  P&G  Chief  Executive 
John  G.  Smale  recently  told  company 
managers;  "The  major  retailers  around 
the  world  are  moving  toward  coopera- 
tive alliances  with  a  select  few  suppliers. 
We  must  be  one  of  them." 
SHStvsMG  FEES.  In  mass  marketing's 
hry  liv.  the  retailer  was  a  passive  con- 
dui.  "he  manufacturer  could  dictate  the 
amou.;  und  type  of  shelf  space  and  dis- 
play a  iiroduct  received  in  a  store,  be- 
cause i:  i-'.-iwerful  brands  and  powerful 
advertisiri};;  pulled  consumers  in.  But  as 
the  mark<'t  has  fragmented,  the  manu- 
facture! -  power  over  retailers  has 
waned.  1  .se  days,  ^^^he  stores  dictate 
how  much,  .ir  how  little  space  they'll  give 
a  product,  ,\nd  they're  demanding  a 


growing  list  of  fees  and  discounts  to  do 
so  (BW — Aug.  7).  Such  trade  promotions 
ate  up  44%  of  a  typical  marketing  bud- 
get in  1988,  up  from  34%  in  1980,  accord- 
ing to  Donnelly  Marketing,  and  they're 
hurting  margins,  too.  Now,  partly  in  an 
effort  to  break  out  of  this  trade-promo- 
tion trap,  P&G  is  starting  to  micro  mar- 
ket to  its  retailers,  too. 

When  it  comes  to  trade  relations,  per- 
haps no  company  had  more  to  learn  than 
high-handed  P&G.  A  few  years  ago.  Jack 
Shewmaker,  then  president  of  Wal-Mart 
Stores  Inc.,  wanted  to  talk  to  P&G's 
Smale.  After  several  fruitless  phone 


THE  FAMILY  CREST:  P&G 
HAS  SIX  CAMPAIGNS 
FOR  DIFFERENT  MARKETS 


calls,  an  irate  Shewmaker  gave  up.  P&G 
had  snubbed  a  huge  retailer.  And  why 
did  Shewmaker  want  Smale?  Just  to  tell 
him  that  Wal-Mart  wanted  to  give  P&G 
an  award  as  vendor  of  the  year. 

If  P&G  didn't  exactly  deserve  the 
award  then,  it  may  now.  In  the  past 
year,  P&G  has  moved  a  dozen  officials  to 
Arkansas  to  develop  a  joint  strategy 
with  the  big  Bentonville-based  retailer. 
Can  both  companies  use  the  same  num- 
ber to  identify  an  item,  eliminating  a 
need  to  reticket  each  shipping  container 
when  it  arrives?  Can  P&G  adapt  its  up- 
and-down  pricing  to  Wal-Mart's  every- 
day-low-price approach? 


T&G  has  gone  from  a  vendor 
that  was  maybe  the 
least  desirable  to  deal  with 
to  the  most  desirable' 


P&G  now  receives  daily  data  by  satel 
lite  on  Wal-Mart's  Pampers  sales  an( 
forecasts  and  ships  orders  automatically 
As  a  result,  Wal-Mart  can  maintaii: 
smaller  inventories  and  still  cut  the  num 
ber  of  times  it  runs  out  of  Pampers.  An( 
P&G  has  increased  its  proportion  of  on 
time  deliveries  to  99.67'  from  94%.  "P&< 
has  gone  from  a  vendor  that  was  mayln 
the  Jeast  desirable  to  deal  with  to  tin 
most  desirable  to  deal  with,"  says  tin 
now  retired  Shewmaker. 

The  results  have  been  astonishinii 
Procter's  volume  at  Wal-Mart  grew  !>> 
more  than  40%-,  or  by  more  than 

million,  in  the  fisci 
year  ended  June  Mn 
P&G's  approach  t( 
Wal-Mart  seem: 
likely  to  spread  ti 
its  relations  witi 
other  retailers  a 
■^fc^       the  company  scrap 
r      ^H|k     ''-^  separate  sales  t  l 
"^^^^^^H     forts  at  each  di\i 
J^^^^^m  favor  <> 

^^^^H^B  teams  that  handli 
top  retail  accounts 
P&G's  new  attitud. 
toward  the  trade  i 
"a  180-degree  tun 
around  from  five  o 
seven  years  ago 
says  a  merchandi.M  ' 
at  a  major  supet 
market  chain. 

Other  manufac 
turers  also  hop 
that  tailoring  thei 
marketing  plans 
the  needs  of  Individ 
ual  retailers  will  r€ 


duce  the  pressure  for  ever-greater  trad' 
promotions.  Warner-Lambert,  for  exarr 
pie,  has  been  sending  more  experience^ 
marketing  managers  out  from  headquai 
ters  into  the  field,  where  they  wor 
closely  with  retailers.  The  marketer 
have  been  showing  retailers  how 
boost  sales  by  playing  up  Listerine's  er 
dorsement  by  the  American  Denta 
Assn.  as  a  plaque  fighter.  As  a  resuH 
Warner-Lambert,  which  used  to  give  r( 
tailers  trade  allowances  of  28%'  to  30/ 
off  the  wholesale  price  of  Listerine,  no\ 
gives  up  only  half  as  much. 

For  all  its  efforts,  p&g  is  still  ofte 
slammed  for  its  too-cautious,  by-th( 
book  ways.  "P&G  is  always  P&G,"  say 
Rich  George,  a  former  P&G  marketei 
"You  might  be  able  to  tip  the  boulder 
bit.  But  it's  still  a  boulder."  Nevertht 
less,  P&G  is  clearly  questioning  some  o 
its  fundamental  principles.  And  if 
comes  up  with  enough  innovative  ar 
swers,  it  may  well  become  the  wizard  o 
packaged  goods  again. 

By  Zachary  Schiller  in  Cincinna\ 
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Todays  DisplayWrite. 

Word  processing  that  works  for  you 
on  many  different  levels. 


The  word  processing 
standard,  company-wide. 

And  worldwide.  IBM  DisplayWrite® 
word  processing  can  handle  any  job,  at  any  level,  from 
one  end  of  your  company  to  the  other. 

Which  is  why  DisplayWrite  is  a  standard  from  one 
end  of  the  Fortune  1000  to  the  other.  For  everything 
from  basic  text  editing  to  text-and-graphics  design. 

For  DOS,  DisplayWrite  writes  a 
whole  new  chapter.  For  DOS  users, 

DisplayWrite  4  Version  2'"  now  has  convenient  pulldown 
menus,  and  easily  handles  multicolumn  text. 
It  worlds  with  more  than  60  printers,  IBM  and 
non-IBM  alike.  There's  even  a  free  user  sup- 
port hotline.  The  powerful  spell-checker  uses 
multiple  dictionaries  in  one  pass,  a  timesaving 
DisplayWrite  exclusive.  There  are  optional  dic- 
tionaries for  legal/medical  terms  and  17  foreign 
languages.  DisplayWrite  also  worlts  with  IBM 
mainframe  hosts  and  LAN  environments,  in- 
cluding the  new  IBM  OfficeVision/2  LAN  series. 


DisplayWrite  4  Version  2, 
Composer  and  OS/2 
are  irademarKs  and  IBM 
and  DisplayWrite  are 
registered  trademarks  of 
Interr^aliooal  Business 
Machines  Corporation 
<i)  IBM  Corp  1989 


DisplayWrite  and  the  power 

of  OS/2.  For  OS/2'"  users,  DisplayWrite 
5/2  has  all  the  features  above,  and  more.  You 
can  multitask,  to  work  on  multiple  documents 
simultaneously.  Choose  easy  menus  or  speedy 
fast-path  commands.  Consult  online  help 
screens  anytime.  And  the  optional  Composer" 
Extension  adds  sophisticated  graphics  and 
page  layout  features. 

To  get  on  the  DisplayWrite  stan- 
dard (or  discover  how  most  current 
DisplayWrite  users  can  upgrade  for 
under  $100),  call  your  IBM  Author- 
ized Dealer,  IBM  marketing  repre- 
sentative or  1  800  IBM-2468, 
ext.  126. 

Let  today's  DisplayWrite  take  your 
written  communications  to  the  high- 
est level  yet. 


lorporatioii 


IT  AIN'T  GLAMOROUS, 

BUT  THE  MONEY  SURE  IS  GOOD 


Ogden  racks  up  $1.1  billion  in  sales  for  operating  the  likes  of  waste  plants  and  sports  arenas 


At  a  recent  dinner,  Ogden  Corp. 
Chairman  Ralph  E.  Ablon  found 
himself  seated  between  a  top  ex- 
ecutive from  IBM  and  an  officer  of  New- 
mont  Mining  Corp.  The  two  fellows  had 
no  idea  what  Ablon's  company  did. 
Imagine  their  surprise,  then,  at  learning 
that  Ogden  is  not  only  a  subcontractor 
for  IBM  but  also  runs  gold-mining  camps 
in  Nevada  for  Newmont.  Ablon  wasn't 
insulted  in  the  least.  He  knows  that  do- 
ing other  people's  routine  chores  can  be 
a  profitable  business. 

In  the  past  eight  years,  Ablon  has 
transformed  what  was  a  miniconglomer- 
ate  engaged  in  such  varied  businesses  as 
Italian  food  and  shipbuilding  into  a  pure 
service  company  with  $1.1  billion  in 
sales.  Ogden  provides  maintenance, 
housekeeping,  security,  food,  and  park- 
ing for  office  buildings,  stadiums,  sports 
arenas,  and  manufacturers.  The  compa- 
ny fuels  airplanes  and  handles  baggage 
at  90  airports  around  the  world.  And  it 
finances,  builds,  and  operates  refuse-in- 
cineration plants. 

Ogden's  metamorphosis  did  not  come 
easily.  Back  in  1981,  Ablon,  something  of 
a  futurist,  spent  a  lot  of  time  pondering, 
well,  the  future.  He  saw  a  service-based 


economy  emerging  and  decided  to  get 
Ogden  in  step  with  the  times.  What's 
more,  Ablon,  then  65,  didn't  have  much 
to  lose — or  prove.  He  had  run  Ogden 
since  1962,  seven  years  after  the  compa- 
ny took  over  Luria  Brothers  Inc.,  the 
ferrous  scrap  processor  of  which  he  was 
president.  Says  Ablon,  whose  1.47f  stake 
in  Ogden  is  worth  about  $18  million:  "I 
didn't  need  the  money  and  was  willing  to 
play  roulette  with  other  people's  jobs." 
PACKAGE  DEALS.  By  1987,  after  a  flurry 
of  restructuring,  just  57"  of  operating 
income  came  from  businesses  owned  in 
1981.  The  "new"  Ogden  was  built 
around  the  1982  purchase  of  Allied  Main- 
tenance Corp.  Allied  got  its  start  clean- 
ing kerosene  lamps  in  New  York's  Penn 
Station  in  the  late  19th  century,  and  Og- 
den Allied  Services  Corp.  still  provides 
janitorial  and  maintenance  services 
there.  More  recent  additions  to  its  list 
include  cleaning  the  Phillips  Petroleum 
Co.  headquarters  building  in  Bartles- 
ville,  Okla.,  and  managing  a  day-care 
center  at  Prudential  Insurance  Co.'s 
New  Jersey  headquarters. 

Ogden's  restructuring  took  its  toll  on 
profits.  In  1985,  it  lost  $21.3  million,  but 
a  turnaround  was  already  in  the  making. 


Two  years  earlier,  Ogden  had  preparec 
to  enter  the  business  of  converting 
waste  into  energy  by  purchasing  th( 
U.  S.  rights  to  an  efficient  incineratior 
technology  developed  in  West  Germany 
The  company  now  operates  11  waste-to 
energy  plants,  has  nine  under  construe 
tion,  and  has  received  contracts  for  sb 
more.  Those  operations  are  the  engin( 
behind  Ogden's  revived  profits,  whici 
rose  217'  last  year,  to  $57.8  million. 

The  company's  trash  business  is  being 
driven  by  a  worsening  shortage  of  spact 
for  landfills,  but  Ogden  has  plenty  oi 
tough  competition.  Wheelabrator  Tech 
oologies,  Foster  Wheeler,  and  Westing 
house  Electric  are  just  the  biggest  oi 
scores  of  companies  bidding  to  build  oi 
run  incinerators.  In  an  industry  plaguec 
by  cost  overruns,  missed  deadlines,  an( 
operating  problems,  Ogden's  strong  sui 
is  its  growing  reputation  for  reliability 
"Their  efficiency  has  been  very  good,' 
says  Randall  Franke,  a  commissioner  ir 
Marion  County,  Ore.,  the  site  of  one  o: 
Ogden's  plants.  "There  has  been  no  un 
planned  downtime." 

Competitors  and  municipal  officiab 
also  say  that  Ogden  is  a  particularh 
aggressive  bidder  on  resource  recover} 


OGDEN:  MASTER  OF 
THE  NITTY-GRITTY 

OPERATING  SERVICES  Accounts  for  51% 
of  estimated  1989 pretax  profit  of  $94.6 
million  Provides  housekeeping  and 
maintenance  for  buildings  and  plants, 
food  service  and  cleanup  at  sports  are- 
nas, warehouse  management,  refueling 
and  baggage  handling  at  airports 

mSTE-TO-ENERGY  34%  of  pretax 
income  Finances,  designs,  builds,  oper- 
ates waste-to-energy  plants 

flM^OAL  SERVICES  13%  of  pretax 

income  Arranges  financing  for  con- 
struction   wpste  plants  and  arenas 

"mil  WftSTti  2%  of  jyretax  income 
■'  .teans  up  hazardous  materials 
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)r()ject.s.  The  company  typically  builds 
:he  plant  at  cost  and  makes  money  off 
ucrative,  long-term  operations  con- 
tacts, which  can  extend  up  to  25  years. 
Municipalities  find  the  Ogden  formula 
ippealing.  Of  42  competitively  bid  waste- 
o-energy  projects  in  the  past  five  years, 
)gden  has  won  22. 

Ogden's  interest  in  turning  waste  into 
)rofits  is  wide-ranging.  The  company 
las  moved  into  asbestos  removal  and 
las  been  testing  mobile  units  in  Alaska 
ind  California  that  burn  up  PCBs  and 
)ther  toxic  substances.  However,  the 
lazardous  waste  cleanup  business  is 
'rowing  more  slowly  than  Ogden  antici- 
lated.  "Companies  with  toxic  waste 
iroblems  are  disinclined  to  spend  money, 
.nd  they  will  find  ways  to  avoid  it," 
Lblon  says. 

)N  THE  ROAD.  So,  Ablon  is  taking  Og- 
en's  turnkey  strategy  on  the  road.  He 
,'ants  to  leverage  Ogden's  expertise  in 
uilding,  financing,  and  operating  re- 
ource  recovery  plants  by  expanding 
ito  sports  arenas.   Ogden  has  long 
awked  hot  dogs  and  soda  as  part  of  its 
Dod  service  contracts  at  70  stadiums, 
icluding  the  Superdome  in  New  Or- 
;ans.  Last  year,  Ogden  won  a  25-year 
jntract  to  manage  the  Great  Western 
orum  in  Los  Angeles.  The  contract 
\/en  includes  booking  artists,  such  as 
18  Rolling  Stones,  Neil  Diamond,  and 
[ichael  Jackson.  Ogden  won  the  con- 
•act  after  extending  a  $25  million  loan 
)r  working  capital.  And  it  recently  won 
3  first  contract  to  finance,  build,  and 
anage  a  sports  arena — an  $85  million, 
),000-seat  facility  for  Anaheim,  Calif. 
Ablon's  vision  has  yet  to  be  fulfilled. 
Ithough  Wall  Street  analysts  project 
irnings  growth  of  about  257'  a  year 
iring  the  next  five  years,  Ogden's  re- 
rn  on  equity  is  only  now  getting  back 
the  147  or  better  it  earned  before  the 
structuring.  And  the  company's  stock, 
32V2  recently,  is  up  only  117  so  far 
is  year.  That's  roughly  half  the  in- 
ease  for  the  Standard  &  Poor's  500- 
ock  index.  Part  of  the  problem  was  an 
lexpectedly  small  57  earnings  increase 
the  second  quarter  because  of  a  slow- 
wn  in  investment  tax  credits  generat- 
by  new  plants.  Ablon  says  earnings 
r  the  year  will  match  Wall  Street's 
timates.  Anyway,  he  says,  Ogden's 
"ategy  is  fashioned  for  the  long  term. 
He  has  a  strong  case.  After  all,  at  the 
d  of  1988,  one-third  of  the  top  60  met- 
politan  areas  were  planning  to  build 
idiums  or  sports  arenas,  according  to 
>bert  Baade,  an  economics  professor  at 
,ke  Forest  College  in  Illinois.  But 
Iph  Ablon  isn't  stopping  there.  What's 
xt?  His  list  of  possibilities  includes 
rsing  homes,  alcohol-rehabilitation 
iters,  perhaps  even  prisons.  Or  just 
out  anything  nobody  else  wants  to  do. 
By  Monica  Roman  in  New  York 
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There's  one  news  analysis  program  considered  "can't  miss"  by  Washington  officials. 
The  McLaughlin  Group. 

Among  its  chief  assets  are  the  wit  and  intellect  of  John  McLaughlin,  Eleanor  Clift, 
Fred  Barnes,  Morton  Kondracke,  Pat  Buchanan  andjack  Germond. 

They  provide  insightful,  often  prescient,  political  commentary  on  the  most  up-to- 
the-minute  developments.  Often  with  heated  exchanges. 
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MATTEL  IS  PUTTING 

ITS  DOLLHOUSE  IN  ORDER 


Macho  toys  are  out — cost  and  inventory  controls  are  in 


AMERMAN'S  DISNEY 
FIGURES  ARE  A  SAFE  BET 


John  W.  Amerman,  chairman  of  toy- 
maker  Mattel  Inc.,  has  a  taste  for 
action.  When  he's  not  pumping  iron 
or  venturing  to  Australia's  Great  Barri- 
er Reef  for  a  little  scuba  diving,  Amer- 
man can  often  be  found  knocking  golf 
balls  into  the  Pacific  Ocean  from  the 
rugged  cliffs  near  his  home  in  Palos 
Verdes  Estates,  Calif.  Back  at  Mattel, 
however,  the  lure  of  action  and  adven- 
ture has  taken  a  backseat  to  something 
decidedly  less  macho:  Barbie, 

The  perky  queen  of  toyland  has  made 
a  tough  job  easier  for  Amerman,  who 
took  over  Mattel's  top  spot  two  years 
ago.  Weighed  down  by  debt  and  such 
unwanted  action  toys  as  Masters  of  the 
Universe  and  Captain  Power,  Mattel  lost 
a  total  of  $121.5  million  in  1986  and  1987, 
While  sales  of  the  venerable  Barbie  kept 
the  company  going,  Amerman  was  able 
to  rework  Mattel.  He  cut  headquarters 
payroll  by  229?  and  closed  10  toy  plants 
worldwide.  As  a  result,  Mattel  coulc 
earn  as  much  as  $74  million  on  sales  ol 
$1.2  billion  this  year,  says  analyst  Laurif 
.\.  Lively  of  Oppenheimer  &  Co. 

Now,  Amerman  must  prove  he  car 
add  consistency.  Like  any  toy  company 
Mattel  needs  a  steady  flow  of  new  prod 
ucts  to  sate  children's  fickle  tastes.  But 
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[lis  time,  Amerman  is  preaching  cau- 
ion.  Wiiile  Mattel  has  some  bright  new 
rospects,  it  is  limiting  marketing  costs 
nd  letting  demand  pull  shipments  in- 
tead  of  flooding  stores  with  potential 
lockbusters.  Amerman  is  seeking  a  bal- 
nce:  He  wants  to  keep  kids  excited 
'hile  moderating  wild  profit  swings. 
>VERENTHUSIASTIC.'  Other  attempts  to 
ranch  out  have  failed  miserably.  Mas- 
ira  of  the  Universe,  a  set  of  muscular 
ction  figures,  shot  to  $400  million  in 
ales  in  three  years,  boosted  by  a  huge 
larketing  budget  that  included  an  asso- 
iated  Saturday  morning  cartoon  series, 
lut  when  kids  turned  the  channel,  sales 
lummeted,  sticking  Mattel  with  a  pipe- 
ne  full  of  toys.  Mattel  followed  with 
aptain  Power,  a  complicated  electronic 
)y  that  responded  to  prompts  in  a  car- 
)on's  sound  track  to  "interact"  with  fig- 
res  on  the  screen.  Again  kids  lost  inter- 
5t,  and  Mattel  was  left  with  $20  million 
I  unsold  product  "We  were  overenthu- 
astic  about  Captain  Power,"  admits 
battel  President  Robert  Sansone. 
Thank  goodness  for  Barbie  and  Ken. 
iles  of  the  Barbie  line  have  grown 
!.5%  annually  since  1985  and  accounted 
ir  45%  of  Mattel's  total  revenue  last 
!ar.  Now,  Amerman  is  nurturing  Bar- 
8  like  a  daughter.  Mattel  has  added 
eresa,  an  Hispanic  friend,  and  Christie 


POWER  GLOVE:  AN  $80  NINTENDO  ADD-ON 


and  Steven,  a  black  couple.  This  year, 
the  company  will  sell  a  Beach  Blast  Bar- 
bie, Animal  Lovin'  Barbie,  and  even  a 
'57-Chevy-driving  Barbie,  in  hopes  of 
boosting  the  line's  sales  by  25%'. 

Adding  new  products  is  the  next  chal- 
lenge. That's  where  Amerman  hopes  his 
caution  will  pay  off.  Last  summer,  Mat- 
tel began  to  license  proven  Walt  Disney 
characters  for  a  line  of  preschool  toys. 
Products  such  as  a  Learn-to-Dress  Mick- 
ey Mouse  doll  added  $55  million  to  sales 
last  year,  a  figure  expected  to  double  in 
1989.  The  Power  Glove,  Amerman's  next 
big  bet,  is  less  certain.  But  his  approach 


shows  how  Mattel  has  changed.  An  $80 
add-on  to  the  popular  Nintendo  line  of 
video  games,  the  glove  allows  kids  to 
eschew  the  joystick  and  control  the 
games  with  the  wave  of  a  hand.  Al- 
though Mattel  already  has  $100  million 
in  orders  for  the  glove,  it  plans  to  ship 
just  $40  million  worth  to  avoid  getting 
stuck  with  returned,  unsold  toys.  "And 
this  time,  if  a  product  doesn't  sell," 
.Amerman  says,  "we'll  just  cut  it  out." 

Mattel  can't  afford  to  do  much  else. 
Long-term  debt,  much  of  it  high-yield 
from  a  previous  restructuring,  makes  up 
of  total  capital.  And  Mattel  needs 
time  to  rebuild  its  international  division, 
which  provides  almost  half  of  the  compa- 
ny's sales  but  slipped  9%-  last  year  be- 
cause of  poor  inventory  control  and  lack- 
luster marketing.  Moreover,  although 
Mattel's  stock  recently  hit  a  six-year 
high  of  ISVs,  some  analysts  fear  it's  un- 
dervalued by  as  much  as  407c,  leading  to 
takeover  speculation. 

So  far,  however,  Amerman  seems  to 
have  found  the  right  balance  between 
new  playthings  and  old  favorites.  Says 
Michael  Goldstein,  vice-chairman  of  Toys 
'R'  Us  Inc.:  "Mattel  has  finally  gotten  its 
act  together."  If  Amerman  can  find  the 
right  supporting  cast  for  Barbie,  Mattel 
should  become  a  bankable  hit. 

By  Patrick  E.  Cole  in  Hawthorne,  Calif. 
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NATURAL  GAS  I 


WHY  NATURAL  GAS 
IS  BURNING  BRIGHTER 


Decontrol — and  low  prices — have  heated  up  the  industry's  sales 


Ei 


Ulward  J.  Sondey  recalls  what  it 
was  like  to  be  a  captive  customer. 
For  years,  the  vice-president  for 
gas  supply  at  Brooklyn  Union  Gas  Co. 
bought  most  of  his  gas  under  long-term 
contract  from  a  single  pipeline  suppli- 
er— and  paid  that  company's  price.  But  a 
gradual  deregulation  of  the  gas  trans- 
mission industry  now  allows  him  to  bar- 
gain with  a  slew  of  suppliers.  Sondey 
even  buys  on  the  volatile  spot  market. 
With  energy  prices 
weak  and  supplies 
abundant,  he  has  cut 
his  costs  by  257"  and  is 
promoting  new  uses  for 
gas,  such  as  fuel- 
ing buses.  Deregulation 
"changes  our  business 
dramatically,"  he  re- 
marks. "The  potential  is 
enormous." 

If  that's  true  for  cus- 
tomers, it's  sttirting  to 
look  doubly  so  for  gas 
producers  and  pipeline 
companies.  The  same 
forces  that  benefit  Son- 
dey have  battered  other 
sectors  of  the  $68  billion 
industry  for  most  of 
this  decade,  producing 
seas  of  red  ink.  Part  of 
the  problem  is  that  de- 
regulation blurred  the 
lines  between  produc- 
ers, pipelines,  and  local 
distributors.  Each  has 
moved  into  the  others' 
business,  causing  mar- 
ket turmoi 


WITH  NO  LETUP 
IN  DEMAND... 


■92 

▲  TRILLIONS  OF  CUBIC  FEfT  '   EST 

DATA:  GAS  RESEARCH  INSTITUTE 

...RESERVES  ARE 
SHRINKING 


But  now,  the  passage  of  time  has 
started  to  wring  out  some  of  the  result- 
ing distortions,  and  Wall  Street  senses 
an  industry  rebound.  Since  April,  stock 
prices  of  the  major  independent  produc- 
ers have  jumped  by  29/<  (table),  outpac- 
ing a  157(  rise  in  the  Dow  Jones  industri- 
al average.  Stocks  of  the  major  gas- 
pipeline  companies  have  risen  327.  On 
July  27,  President  George  Bush  gave  the 
industry  an  additional  boost  by  signing 
legislation  that  removes 
all  federal  price  controls 
on  gas  by  1993. 

Prices  will  probably 
rise  as  a  result.  DRl/Mc- 
Graw-Hill  thinks  that 
retail  customers,  who 
paid  an  average  of  $3.90 
per  thousand  cubic  feet 
for  natural  gas  last 
year,  may  pay  $4.20 
next  year  and  $4.70  in 
1992— close  to  the  $4.89 
peak  price  they  paid  in 
1984,  the  last  year  most 
gas  sold  under  expen- 
sive, long-term  contract. 
Although  this  would  be 
a  217  increase,  experts 
think  the  market  proba- 
bly will  accept  it. 

For  one  thing,  in 
many  major  markets 
gas  still  sells 


for  307  less  than  fuel  oil,  its  most  direct 
competitor.  In  addition,  gas  supplies  are 
slowly  tightening.  Since  yearend  1986, 
U.  S.  demand  has  grown  by  87,  while 
reserves  have  dropped  by  57\  Reserves 
won't  be  rebuilt  quickly.  Oil  and  gas 
drilling  is  at  a  25-year  low,  with  some 
870  rigs  operating  this  summer,  down 
from  almost  4,000  in  1981.  At  this  rate, 
the  industry  is  replacing  only  half  its 
output  with  new  reserves,  says  First 
Boston  Corp.  analyst  John  E.  Olson. 

In  the  meantime,  demand  is  gathering 
momentum,  partly  because  of  rapidly  de^ 
teriorating  air  quality  in  many  places  ir 
the  U.  S.  Texas  recently  passed  laws  tc 
fine  electric  utilities  for  burning  oil  in 
stead  of  gas,  which  is  cleaner  because  il 
produces  fewer  toxic  emissions.  Botl 
Texas  and  Arizona  are  forcing  public 
bus  fleets  to  convert  to  cleaner  fuels— 
either  methanol  or  natural  gas.  And  Cal 
ifornia  has  approved  a  plan  to  require 
407  of  cars  to  use  fuels  other  than  gaso 
line  and  to  slap  strict  new  controls  or 
oil-burning  industries  and  utilities. 
'NEW  LIFE.'  Indeed,  deregulation  has  lift 
ed  a  decade-old  prohibition,  enactec 
when  gas  was  scarce  in  the  late  1970s 
against  using  the  fuel  to  fire  electric 
power  plants.  Gas  claims  only  117  o 
that  market.  But  nearly  507  of  the  nev 
power  facilities  planned  in  the  U.  S.  wil 
run  on  gas,  says  the  Edison  Electric  In 
stitute,  a  utility  industry  group.  And  gas 
usage  will  further  be  spurred  by  Bush'; 
proposed  environmental  program,  whici 
calls  for  cities,  industries,  and  utilities  tc 
start  switching  to  cleaner-burning  fuel; 
in  cars  and  boilers  by  1992.  It  "reads  like 
the  Gas  Promotion  Act  of  1989,"  say: 
David  N.  Fleischer,  an  analyst  with  Pru 
dential-Bache  Securities  Inc.  "It  give; 
the  industry  new  life." 

True,   the  experts 
have  been  mis- 
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taken  before.  Last  winter,  they  expected 
a  natural-gas  rebound.  Instead,  prices 
collapsed  amid  unseasonably  warm  Jan- 
uary weather.  Since  then,  there  has  been 
some  price  recovery.  But  gas's  current 
price  of  $1.55  per  thousand  cubic  feet  at 
the  wellhead  is  the  equivalent  of  oil  cost- 
ing only  $9.30  a  barrel. 

Thus,  most  major  producers  aren't 
risking  big  exploration  expenditures.  In- 
stead, they  are  taking  a  safer,  quicker 
route  and  buying  prov- 
en reserves.  In  1988, 
Amoco  Corp.  spent  $5.1 
billion  for  Canada's 
Dome  Petroleum  and 
Tenneco's  New  Mexico 
gas  properties.  Chev- 
ron, Exxon,  and  big  in- 
dependents such  as 
Mesa  Petroleum  and 
Amax  also  have  laid  out 
billions  for  reserves. 
And  in  June,  Amerada 
Hess  Corp.  stunned  the 
industry  by  buying 
Transco  Energy  Co.'s 
Gulf  of  Mexico  reserves 
for  $911  million,  some 
25%  more  than  analysts  figured  they 
were  worth.  The  pipelines  also  are  acqui- 
sition-minded. Arkla,  Transco,  and  Con- 
solidated Natural  Gas  have  been  snap- 
ping up  competitors'  pipelines  this  year. 
And  in  April,  Panhandle  Eastern  Corp. 
paid  $2.6  billion  for  Texas  Eastern  Corp., 
the  big  transmission  company  that 
serves  East  Coast  markets. 

Such  purchases  could  be  a  bit  prema- 
ture. Gas  still  competes  head-on  with  oil 
in  huge  industrial  markets  such  as 
the  Northeast,  and  the 
mere  threat  of  a  free 


30-year  gas  purchase  contracts  they 
signed  more  than  a  decade  ago.  Their 
financial  plight  worsened  when  the  Fed- 
eral Energy  Regulatory  Commission 
(P'ERC)  decided  to  let  customers  buy  gas 
directly  from  producers  and  skip  the 
pipelines,  which  were  ordered  to  trans- 
port gas  they  didn't  own  for  an  ap- 
proved fee.  By  1988,  75%  of  all  gas 
used  by  utilities  or  big  industrial  custom- 
ers was  bought  on  the  spot  market  or 


There's  need  for  such  expansion.  At 
present,  while  the  Midwest  has  excess 
gas-transmission  capacity,  there's  a 
shortage  in  the  Northeast,  where  FERC 
has  approved  18  applications  for  the  con- 
struction of  new  lines.  And  in  gas- 
starved  Southern  California,  as  many  as 
six  companies  are  lobbying  to  build  new 
pipelines — from  Canada  in  a  couple  of 
cases.  They  could  reap  a  bonanza.  Cali- 
fornia produces  just  one-third  of  its  gas 


HOT  STOCKS  AND  A  DIVERSE  MARKET 


SHARE  PRICES  FOR  MAJOR  INDEPENDENT  GAS  PRODUCERS 

Mar.  31,  1989  Aug.  1 1,  1989  Percent  Increase 


THE  MARKETS  FOR  GAS 


ANADARKO  PETROLEUM 

$25.75 

$34.38 

34% 

ENSERCH 

19.50 

23.88 

23 

MAPCO 

31.25 

39.00 

25 

MITCHELL  ENERGY  & 
DEVELOPMENT 

13.75 

17.88 

30 

TEJAS  OIL  &  GAS 

18.75 

25.13 

34 

UNION  GAS 

12.63 

16.00 

27 

DJIA 

2293.62 

2638.99 

15 

OTHER 
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fall  in  oil 
prices  could 
keep  gas  prices 
from  rising  rapidly  for 
the  next  year.  Beyond  that, 
coal  is  a  formidable  competi- 
\  ^  tor  in  the  utility  market,  where  it 
accounts  for  57%  of  electricity  gen- 
eration and  where  changing  boilers  to 
burn  gas  isn't  easy.  "Coal  and  oil  aren't 
going  to  roll  over,"  says  James  J.  New- 
comb,  Cambridge  Energy  Research  As- 
sociates' natural  gas  coordinator. 

Still,  the  outlook  for  gas  is  at  least 
more  upbeat  than  it  has  been — and  just 
in  time  for  the  pipeline  companies.  In  the 
past  five  years,  they  have  been  forced  to 
buy  out  of  some  $8  billion  in  high-price. 


from  producers — not  from  the  pipelines. 

Now,  the  transmission  companies  are 
experimenting  with  new  marketing  sub- 
sidiaries— companies  that  line  up  buyers 
and  sellers  for  third-party  gas  and 
charge  a  fee  for  the  service.  "We  want 
to  get  into  the  part  of  the  business 
where  rewards  are  higher,"  says  Ken- 
neth L.  Lay,  chairman  of  Enron  Corp., 
which  sells  15%  of  the  gas  it  transports 
through  a  marketing 
subsidiary. 

Gas  producers  are 
fighting     back,  too. 
Forced  to  accept  as  little  as 
10(t  on  the  dollar  for  gas-supply 
contracts  they  signed  in  the  high- 
price  days  of  the  late  1970s,  hun- 
dreds of  small  independents  dropped 
out  of  the  business.  Major  producers' 
margins  also  were  squeezed.  Then,  in 
1987,  Mobil  Oil  Co.,  among  others,  set  up 
a  separate  gas  company  to  sell  directly 
to  big  gas  customers.  In  the  past  18 
months.  Shell  Oil  Co.'s  gas  company  has 
signed  up  five  utilities  and  two  large 
industrial  customers  on  long-term  con- 
tracts. Result:  Its  direct  sales  grew  40%, 
to  $293  million,  in  1989's  first  half. 

Indeed,  Amoco,  Phillips,  Occidental, 
and  Mobil  now  have  gas  reserves  as 
large  as  their  oil  reserves,  according  to 
John  S.  Herold  Inc.,  an  industry  consul- 
tant. Amoco  is  just  one  of  several  big 
producers  spending  heavily  to  improve 
their  gas  distribution  systems.  The  ob- 
jective: to  be  able  to  supply  buyers  from 
any  Amoco  gas  field  or  with  gas 
swapped  with  other  producers— thus 
lessening  the  risk  of  having  to  curtail 
sales  if  demand  suddenly  booms. 


needs.  And  demand  there  could  grow 
28%  in  the  1990s,  says  the  California  En- 
ergy Commission,  and  reach  5.9  billion 
cubic  feet  daily — five  times  the  state's 
anticipated  production  by  then. 
FIDGETY  BUYERS.  Some  gas  customers 
are  starting  tu  worry  about  the  long- 
range  implications  of  deregulation.  The 
top  five  pipelines  control  60%  of  the  U.  S. 
gas  business  today,  up  from  just  47%  in 
1987,  according  to  Arthur  Andersen  & 
Co.  This  could  give  them  unprecedented 
leverage  in  dictating  prices  and  contract 
terms  if  supplies  tighten. 

But  such  nervousness  may  reflect  a 
fear  of  change  more  than  anything  else. 
Since  customers  will  have  more  potential 
gas  suppliers,  it's  doubtful  that  one  or 
two  big  pipelines  can  ever  regain  the 
clout  they  once  had,  analysts  say.  Even 
if  U.  S.  gas  supplies  fall  short,  there  are 
vast  reserves  in  Canada  to  be  tapped. 
Both  customers  and  suppliers  also  know 
more  about  juggling  between  alternate 
fuels  to  maximize  efficiency.  Hundreds 
of  the  largest  industrial  customers, 
which  consume  about  20%  of  the  gas  in 
the  U.  S.  annually,  now  have  the  flexibil- 
ity to  turn  back  to  oil  if  necessary. 

Brooklyn  Union's  Sondey,  for  one, 
says  he's  willing  to  trade  potential  incon- 
venience for  his  new  freedom  in  gas  pur- 
chasing. And  Arlon  R.  Tussing,  presi- 
dent of  Arta  Inc.,  a  Seattle  consulting 
firm,  thinks  most  big  customers  will 
agree.  After  living  with  the  price  swings 
of  the  past  decade,  he  says,  "they  know 
that  the  gas  market  is  better  than  regu- 
lators at  sorting  things  out." 

By  Mark  Ivey  in  Houston,  with  Ronald 
Graver  in  Los  Angeles  and  bureau  reports 
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THE  MARVIN  DAVIS  MYSTIQUE: 
LESS  THAN  MEETS  THE  EYE? 


His  dealmaking  career  has  been  more  miss  than  hit — but  he  hopes  to  get  lucky  with  UAL 


When  Marvin  Davis  was  a  big 
oil  wildcatter  a  decade  ago, 
his  idea  of  a  good  time  was  a 
leisurely  lunch  at  his  regular  table  at 
Denver's  sedate  Brown  Palace  Hotel. 
But  since  the  mid-1980s,  Davis,  63,  has 
been  parking  his  private  727  jet  in  Los 
Angeles,  where  he  entertains  at  the  $22 
million  mansion  he  bought  from  country 
singer  Kenny  Rogers  and  makes  the 
scene  at  superagent  Irving  "Swifty"  La- 
zar's  annual  Academy  Awards  bash. 

Despite  the  change  in  venue  and  life- 
style, Davis  is  still  a  wildcatter  at  heart, 
always  on  the  prowl  for  a  new  deal. 
Instead  of  looking  for  oil,  he  has  put 
money  in  a  bewildering  hodgepodge  of 
ventures  (table).  And  he  has  become  a 
takeover  player,  with  a  string  of  pur- 
suits of  such  companies  as  CBS,  Resorts 
International,  and,  in  June,  NWA.  Al- 
though he  usually  walks  away  with  a 
nice  profit,  nearly  all  of  his  targets  have 
eluded  his  grasp.  Now,  he  is  making  his 
biggest  play  ever:  a  buyout  of  UAL  Corp. 
On  Aug.  16,  Davis  hiked  his  offer  to  $6.2 
billion  and  said  he  might  seek  a  share- 
holder vote  to  remove  the  board. 
HUNCH  AND  IMPULSE.  Wall  Street  tends 
to  regard  Davis  as  just  another  in-and- 
out  trader  aiming  to  make  enough  noise 
to  move  the  stock  up  a  few  points.  But 
those  close  to  him  pledge  that  his  bid  for 
United  Airlines  is  different.  Now,  they 
say,  he  wants  to  build  an  empire  a  la 
Kohlberg  Kravis  Roberts  &  Co.  "We  in- 
tend to  move  from  dealmaking  to  being 
industrialists,"  says  John  A.  Davis,  his 
son  and  close  associate. 

There  is  plenty  of  room  for  doubt 
about  whether  Davis,  who  declined  to  be 
interviewed,  can  pull  it  off.  His  track 
record  as  a  manager  is  far  from  inspir- 
ing. And  although  he  has  virtually  aban- 
doned the  oil  and  gas  business,  he  left 
behind  some  very  irate  investors  and 
former  associates.  Davis  is  now  the  tar- 
get of  several  lawsuits  that  attack  not 
!  oiiiy  his  competence  but  his  integrity.  If 
!  the-  go  to  trial,  the  suits  could  producf- 
etrJiarrassing  revelations  that  may  dv- 
raii  his  ( mpire-building  aspirations. 
So  far,  thou;.::h,  they  have  had  little 


apparent  impact  on  his  dealmaking.  His 
business  style  hasn't  changed  much 
from  his  Denver  days.  He  works  on  the 
29th  floor  of  a  Century  City  building, 
but  he  still  plots  deals  with  a  small, 
close-knit,  free-form  cadre  of  advisers. 
They  include  longtime  aide  Gerald  S. 
Gray,  former  Denver  oil  executive 
James  E.  Kneser,  and  Davis'  two  sons, 
34-year-old  John  and  25-year-old  Gregg. 

Often,  his  deals  stem  from  simple 
hunch  and  impulse.  Be- 
cause Gregg  was  a  reg- 
ular patron  at  Sports 
Club,  Davis  became  in- 
trigued by  the  chain  of 
yuppie  health  clubs, 
half  of  which  he  ac- 
quired for  $35  million 
last  summer.  In  late 
1986,  he  bought  the 
famed  Beverly  Hills  Ho- 
tel, partly  because  he 
had  honeymooned  there 
with  his  wife,  Barbara. 
Although  he  promised  a 
$40  million  face-lift,  he 
unloaded  the  hotel  a 
year  later  to  the  Sultan 
of  Brunei  for  a  $65  mil- 
lion profit.  Davis  recent- 
ly has  been  looking  at 
airline,  hotel,  and  gam- 
ing companies,  but 
some  associates  admit 
that  there  is  little,  if 
any,  underlying  logic  to 
his  acquisition  binge. 

Typically,  Davis  is  in- 
volved only  in  getting  a 
deal  launched.  Execu- 
tion and  managing  the 
properties  is  left  to  oth- 
ers. "He's  not  the  kind 
of  guy  who  kicks  the 
tires,"  says  his  long- 
standing real  estate 
partner  Myron  "Micky" 
Miller. 

Davis  likes  to  limit 
his  equity  exposure  by 
bringing  in  partners.  In 
Denver,  he  would  own 


only  a  fraction  of  an  oil  well,  raising 
most  of  the  stake  from  other  investors. 
Last  March,  he  recruited  Prudential  In- 
surance Co.  to  help  him  pull  off  the  $635 
million  acquisition  of  Spectradyne  Inc.,  a 
provider  of  pay-per-view  cable  TV  movies 
to  hotels.  Although  he  assumed  a  share 
of  the  $575  million  in  debt,  Davis  put  up 
only  $30  million  in  cash. 

Davis  does  real  estate  deals  through 
Miller-Klutznick-Davis-Gray  Co.,  a  part- 
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ership  he  controls.  MKDG  has  a  bulky 
ortfolio  of  office  buildings,  resorts,  and 
fitertainment  properties  valued  at  as 
luch  as  $1.6  billion.  It  also  has  deals 
ith  Mobil  Oil  Corp.  and  others  to  fi- 
ance buildings. 

Those  who  question  Davis'  ability  to 
in  a  KKR-type  empire  point  to  his  own- 
rship  of  Twentieth  Century-Fox  Film 
Grp.,  which  he  and  commodities  trader 
[arc  Rich,  now  a  fugitive,  acquired  in 
)81  for  $725  million.  He  loaded  up  the 
;udio  with  $650  million  in  debt  to  help 
iy  back  the  $550  million  loan  he  and 
ich  took  out  to  buy  Fox.  Atypically, 
avis  became  personally  involved.  He 
slped  choose  pictures  and  stars,  and 
ox  churned  out  a  string  of  such  box- 
■fice  flops  as  Rhinestone  and  Unfaith- 
dly  Yours.  By  1985,  Fox  had  rolled  up 
JOO  million  in  losses.  With  the  value 
id  return  from  his  Denver  oil,  real  es- 
,te,  and  banking  holdings  sagging,  Da- 
s  lacked  the  cash  to  keep  financing 
3x's  movie  budget.  "I  wouldn't  say 
arvin  was  broke,"  said  one  business 
irtner.  "But  he  sure  as  hell  was  hurt- 
g."  Davis  sold  the  studio  in  1985  to 


HE  ECLECTIC  KINGDOM 
OF  BHARVlii  DAVIS 

tUILDINGS  A  stake  in  about  $750  million 
in  Los  Angeles,  Boston,  Chicago,  Den- 
oenix,  and  Reston,  Va.  Owned  in  joint 
ship  with  developers  Miller-Klutznick- 
Iray  Co.,  which  Davis  controls,  and 
ler  partners 

IDYNE  INC.  Pay-per-view  movies  for 
oms,  bought  with  Prudential  Insurance 
Jc  owner)  for  $635  million  in  March; 
8  revenues  of  $110  million 
BEACH  CO.  Four  golf  courses,  two  luxu- 
s.  80  townhouses,  beach  and  tennis 
5taurants  and  "17-mile  drive"  tourist 
alue  about  $500  million,  owned  by 
llutznick 

KlING  CO.  Operates  ski  lifts  at  Aspen, 
iss,  and  Buttermilk  mountains  in  Colo- 
1  is  building  a  92-room  luxury  hotel: 
Dout  $250  million;  owned  with  Miller- 
k  and  the  Henry  Crown  family 
ITERTAINMENTCO.  Producing  nine 
idgeted  at  $70  million;  also  owns  ma- 
ntrol  of  ABC  TV  affiliates  in  Midland, 
d  Springfield,  Mo.,  and  NBC  aifiliate  in 
?dding,  Calif;  run  by  son  John  A.  Da- 
e  about  $75  million 

ILUB  CO.  Operates  eight  luxury  health 
Southern  California,  owned  50/50  by 
lutznick  and  Sports  Connection  Co.; 
d  value  $125  million 

I.  CO.  About  12  wells,  possibly  worth 
5  million 

E  DELI  A  New  York-style  delicatessen 
ly  Hills,  worth  about  $10  million 
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media  baron  Rupert  Murdoch.  He 
walked  away  with  $325  million  in  cash 
and  some  valuable  real  estate,  such  as 
the  Pebble  Beach  golf  resort. 

Davis'  plans  to  build  a  Colorado  bank- 
ing chain  were  aborted  when  Metro  Na- 
tional Bank,  which  he  and  his  father  had 
started  in  1964,  fell  deeply  into  the  red  in 
the  mid-1980s,  in  part  because  of  poor 
management,  observers 
say.  Davis  recently  un- 
loaded the  bank,  report- 
edly by  agreeing  to  ab- 
sorb $10  million  in  bad 
loans.  His  loss  on  the 
banking  venture,  ac- 
cording to  some 
sources,  could  total  up 
to  $40  million. 

An  even  worse  prob- 
lem for  Davis  might  be 
the  fallout  from  law- 
suits filed  by  a  subsid- 
iary of  Aetna  Life  & 
Casualty,  a  longtime 
real  estate  partner,  and 
John  A.  Masek,  a  for- 
mer close  business  asso- 
ciate. The  suits  raise  se- 
rious questions  about 
Davis'  image  as  a  high- 
ly successful  wildcatter 
who  produced  hand- 
some returns  for  such 
celebrity  investors  as  Henry  A.  Kissin- 
ger, Gerald  R.  Ford,  George  Lucas,  and 
Lucille  Ball.  Aetna,  which  put  more  than 
$168  million  in  Davis  oil  properties,  al- 
leged in  a  1985  suit  filed  in  Denver  that 
Davis  "misrepresented"  the  wells'  re- 
sults. After  an  audit,  Aetna  found  Davis' 
success  ratios  and  returns  on  investment 
to  be  "far  below  the  industry  average." 

Aetna  and  Masek  claimed  that  Davis, 
in  effect,  stole  money  from  his  investors, 
sometimes  through  kickback  deals  with 
suppliers.  A  Masek  complaint,  filed  in 
Houston  last  spring,  detailed  several 
schemes.  The  suit  is  based  largely  on 
sworn  firsthand  information  from  Ra- 
chael  Herrera,  a  former  Davis  employee 
who  audited  oil  wells.  In  a  deposition, 
she  estimated  Davis'  profits  from  the 
schemes  at  "possibly  hundreds  of  mil- 
lions of  dollars."  According  to  the  suit, 
Davis  hired  inspection  companies  to  per- 
form an  excessive  number  of  tests  on 
pipes,  charging  the  costs  to  his  inves- 
tors. The  inspection  companies,  in  turn, 
would  "discreetly"  kick  back  "volume 
discount"  checks  to  Davis,  which  were 
not  credited  to  investors. 

The  Aetna  case  is  expected  to  go  to 
trial  next  year.  Because  it  contains  rack- 
eteering charges,  observers  expect  that 
Aetna  will  attempt  to  prove  that  Davis' 
alleged  misdeeds  toward  it  were  perva- 
sive. Aetna  may  call  as  witnesses  some 
Davis  investors,  many  of  whom  were 
also  unhappy  with  the  results  of  their 


avis'  associates 
swear  that  his  bid 
for  United  isn 't 
just  another 
in-and-out  trade. 
They  say  he  wants 
to  build  a  KKR- 
type  dominion 


well  interests.  Davis,  in  fact,  earlier 
agreed  to  buy  back  the  stakes  of  several 
investors,  including  George  Lucas  and 
Northwest  Industries  Inc.,  now  a  divi- 
sion of  Farley  Industries  Inc.  Coinciden- 
tally,  the  attorney  involved  with  North- 
west's negotiations  with  Davis,  says  a 
source,  was  Samuel  K.  Skinner,  then  a 
partner  with  Sidley  &  Austin  in  Chicago 
and  now  Transportation 
Secretary.  Skinner's 
current  post  puts  him  in 
a  position  to  rule  on  any 
purchase  of  an  airline 
by  Davis. 

In  documents  filed 
during  his  tender  offer 
for  NWA  Inc.,  Davis 
claimed  that  "there  is 
no  merit"  to  the  suits 
and  that  he  intended 
"to  vigorously  defend 
against  them." 

Davis'  legal  problems 
seem  to  have  followed 
him  to  Hollywood.  In 
1984,  Davis  hired  Barry 
Diller  to  run  the  Fox 
movie  studio  and  gave 
him  a  25%  stake  in  Fox. 
Diller  soon  threatened  a 
lawsuit,  arguing  he 
hadn't  known  how  seri- 
ous the  studio's  finan- 
cial condition  was.  Diller,  who  dropped 
his  claim  when  Murdoch  bought  the  stu- 
dio, had  no  comment. 
HOLLYWOOD  HIT.  Davis  even  fights  with 
friends.  He  and  television  producer  Aar- 
on Spelling  often  traveled  the  same  par- 
ty circuit,  and  in  1986,  Davis  and  his 
sons  bought  a  10.67f  stake  in  Spelling's 
new  entertainment  company.  Davis  then 
told  Spelling  he  intended  to  make  the 
new  company  his  own  vehicle  for  buying 
a  larger  studio,  which  would  effectively 
push  Spelling  out  of  the  way.  Spelling, 
who  controlled  the  voting  stock,  refused. 
The  next  year,  Davis  unloaded  his 
shares  at  an  estimated  $5  million  loss. 

Davis  and  Spelling  still  socialize, 
though,  and  Hollywood  generally  seems 
enamored  of  the  300-pound  former  oil- 
man. Minority  investors  in  his  recently 
opened  Carnegie  Deli  in  Beverly  Hills 
include  TV  executive  Leonard  Goldberg 
and  comedian  Milton  Berle. 

Davis'  heart,  however,  seems  closer  to 
Andrew  Carnegie  than  the  Carnegie 
Deli.  Although  published  estimates  put- 
ting his  net  worth  at  some  $1.6  billion 
seem  substantially  exaggerated,  he  still 
has  at  least  several  hundred  million  dol- 
lars to  play  with.  Associates  say  he 
could  swing  a  deal  as  high  as  $15  billion. 
Still,  the  rosiness  of  Davis'  future  may 
hinge  on  how  he  deals  with  lingering 
questions  about  his  past. 

By  Ron  Grover  in  Los  Angeles  and  Chris 
Welles  in  New  York 
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VESTMENTS  I 


PROGRAM  TRADING'S 
UGLIEST  WRINKIE 


'Index  frontrunning'  manipulates  stock  indexes  to  profit  on  futures 


When  the  stock  market  gyrates 
violently  during  the  trading 
day,  the  blame  tends  to  fall  on 
Wall  Street's  No.  1  usual  suspect,  pro- 
gram trading — the  rapid-fire  buying  and 
selling  of  "baskets"  of  stocks.  But  if 
program  trading  contributes  to  market 
volatility,  that  may  be  the  least  of  its 
sins.  A  far  more  malevolent  aspect  of 
such  trading  has  surfaced,  involving  pos- 


That  is  done  by  trading  in  stocks  that 
make  up  the  indexes,  either  by  acting 
for  large  institutional  clients — frontrun- 
ning— or  for  the  firm's  own  account — 
"self-frontrunning."  Both  are  unlike  the 
more  familiar,  long-illegal  type  of  front- 
running  in  which  a  broker  places  an  or- 
der ahead  of  a  large  customer's,  to  prof- 
it from  a  resulting  price  change. 
Until  recently,  index  frontrunning  has 


up  the  price  of  the  stocks  as  a  way  o 
ratcheting  up  the  index — and  the  inde: 
futures  that  tend  to  move  in  tanden 
with  it.  While  the  stocks  are  still  beii:i 
bought  (to  keep  the  index,  and  futurc- 
f rom  dipping),  the  futures  are  sold  at  ;  | 
profit.  Traders  on  the  other  side  of  thf ' 
transaction  do  not  realize  the  index  h;i: 
been  pushed  upward  deliberately. 

The  frontrunner  is  now  poised  {< 
dump  his  stocks.  To  offset  losses  if  tin 
stocks  fall  because  of  the  hurried  sales 
the  frontrunner  sells  a  fresh  batch  >> 
futures  short.  The  stocks  are  then  un 
loaded  regardless  of  the  price.  The  trad 
er  need  not  worry — he's  hedged. 
'CREAMED.'  Another  frontrunning  stratt 
gy  takes  place  after  a  broker  receives  ,ii 
order  to  sell  a  basket  of  stocks,  say  tli^ 
S&P  500.  The  broker  buys  the  stock 
from  the  client.  Then  he  sells  larjj; 
quantities  of  S&P  futures  short.  When  li 
sells  the  stocks,  he  does  not  seek  tli 
best  price  but  the  worst,  selling  the  bas 


THE  FOUR  BASIC  STEPS  IN  'SELF-FRONTRUNNING 


A  trader  buys  futures  contracts 
on  the  Standard  &  Poor's  500- 
stock  index  or  the  Major  Market 
Index,  a  20-stock  average  that 
tracks  the  Dow  Jones  industrials 


He  starts  buying  shares  in  stocks 
that  underlie  the  index.  This  buy- 
ing causes  the  index  to  start  mov- 
ing up,  and  the  futures  rise 
in  concert 


The  trader  sells  all  his  futures 
contracts  at  a  profit.  He  then  seOs 
additional  futures  contracts  to 
offset  any  declines  in  his 
stock  position 


The  trader  dumps  the  stocks,  i, 
share  prices  drop.  The  declinei 
are  offset  by  his  short  position 
the  futures.  The  SEC  has  recei 
ly  restricted  self-frontrunning 


sible  manipulation  of  the  Standard  & 
Poor's  500-stock  index  and  the  Major 
Market  Index,  whose  20  stocks  dominate 
the  Dow  Jones  industrial  average.  Major 
program  traders  such  as  Morgan  Stan- 
ley, Salomon  Brothers,  and  Goldman 
Sachs  are  said  to  have  caused  movement 
in  the  indexes  that  has  led  to  profits  at 
the  expense  of  smaller  players. 

Such  "index  frontrunning"  strata- 
gems would  be  worlds  apart  from  the 
most,  common  form  of  program  trad- 
ing— index  arbitrage.  Index  arbs  profit 
when  the  price  of  a  stock-index  futures 
contract  strays  far  from  the  price  of  the 
underlying  stocks.  If  futures  are  cheap- 
1  er  *,han  stacks,  for  example,  program 
j  traders  profit  from  selling  stocks  and 
j  Ivijying  futures.  But  in  index  frontrun- 
I  nutg,  tho  aim  is  to  make  money  in  fu- 
i  tures  by  manipulating  the  stock  indexes. 


been  perfectly  legal — for  S&P  futures,  at 
least.  Frontrunning  has  long  been  illegal 
within  a  single  market  and  between  the 
stock  and  the  options  markets.  But  trad- 
ing in  futures  to  profit  from  a  stock- 
market  foray  was  banned  by  the  Securi- 
ties &  Exchange  Commission  only  on 
July  19,  in  a  little-noticed  ruling.  The  SEC 
restricted  frontrunning  of  the  S&P  500 
index.  But  regulators  differ  on  whether 
MMl  frontrunning  is  also  banned. 
NASTY  BUSINESS.  According  to  traders 
familiar  with  the  practice,  index  front- 
running  usually  occurs  on  days  when 
the  market  is  trendless  and  no  major 
news  is  expected.  Perhaps  the  nastiest 
type  is  self-frontrunning  (illustration).  It 
goes  like  this:  A  program  trader  buys 
large  quantities  of  index  futures  early  in 
the  day.  He  then  buys  baskets  of  stocks 
in  the  components  of  the  index,  bidding 


ket  over  a  short  period  to  maximize  pro:  f 
its  from  the  futures. 

Program  traders  at  the  Street's  larjL 
est  firms  say  that  such  index  frontrui  k 
ning  is  little  more  than  a  figment  of  th  e 
imagination  of  a  few  disgruntled  tra< 
ers.  "If  you  tried  that  you  might  be  abl 
to  move  the  market  a  bit,  but  if  yo 
tried  to  make  money  in  the  futurei  '■{, 
you'd  be  creamed,"  sniffs  R.  Steve  jn 
Wunsch,  a  vice-president  of  Kidder,  Pel  ^ 
body  &  Co.  Despite  the  recent  reguli 
tory  action,  SEC  and  New  York  Stoo  a 
Exchange  officials  say  there  is  no  proc 
that  any   such   frontrunning  actual) 
takes  place.  "We  don't  know  if  there  is 
problem  or  what  degree  of  a  problei 
there  is,"  says  Agnes  Gautier,  the  NYS 
vice-president  for  market  surveillance. 

Still,  traders  in  the  Chicago  commoijL 
ities  pits  insist  that  index  frontrunnin  j 
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IS  been  rife  and  that  the  ranks  of  index 
•ontrunners  have  included  Morgan 
tanley,  Salomon  Brothers,  and  Gold- 
an  Sachs.  Morgan  Stanley  and  Gold- 
an  Sachs  deny  that  they  have  ever  en- 
iged  in  frontrunning.  Louis  Margolis, 
iad  of  options  and  futures  trading  for 
ilomon  Brothers,  would  not  comment 
itil  he  had  examined  the  SEC  ruling. 
G  MOVES.  Whatever  the  identity  of  the 
ayers,  one  thing  is  certain — they  would 
tve  to  be  big.  Moving  the  indexes  is  a 
itentially  risky  strategy  requiring  the 
nd  of  huge  capital  available  only  to  the 
ajor  firms.  Laszlo  Birinyi,  a  former 
ilomon  analyst  who  now  heads  his  own 
•m,  estimates  carefully  placed  orders 
r  some  $1.5  million  in  stocks  can  move 
e  Dow  Jones  Industrials  by  one  point, 
le  program  trader  feels  that  figure  is 
3it  low,  but  it  seems  a  big  move  in  the 
II  could  be  engineered.  "When  you 
row  your  weight  into  a  small  time  di- 
msion,  you  cannot  help  but  push  the 
irket,"  asserts  Victor  Sperandeo,  gen- 
ii partner  of  Hugo  Securities  Co. 
erandeo  insists  that  index 
)ntrunning  is  no  fantasy, 
d  be  willing  to  bet  you  my 
use  that  it  happens,"  he 
:lares.   Gerald  Beirne,  a 
)ker  with  Thomson  McKin- 
a  Securities  Inc.  in  New 
I  rk  who  has  waged  a  cam- 
gn  to  ban  frontrunning, 
;erts  that  "frontrunning  is 
i  of  the  major  reasons  the 
rket  is  so  volatile." 
Vhile  the  regulators  are 
lertain  that  frontrunning 
sts,  they  have  begun  to 
against  it  anyway.  The 
:  approved  an  agreement 
ween  the  NYSE,  Chicago 
rcantile  Exchange,  and 
w  York  Futures  Exchange 
t  defines  and  prohibits  in- 
frontrunning.  The  agen- 
restricts  self-frontrun- 
5 — but    in    less  than 
jquivocal  language,  ob- 
ving  that  "execution  of  a 
isaction  in  one  market  to 
e   advantage   of  such 


Some  deny  that  the  practice 
exists.  Others  say  it's 
pervasive.  The  SEC  isn't 
sure,  but  it's  acting  anyway 


hole.  Since  the  Chicago  Board  of  Trade, 
where  the  MMI  futures  are  traded,  was 
not  a  party  to  the  agreement,  frontrun- 
ning between  MMI  futures  and  the  un- 
derlying stocks  is  not  prohibited,  accord- 
ing to  Gautier  and  Mark  Fitterman, 
associate  director  of  the  SEC  division  of 
market  regulation.  They  also  note  that, 
since  CBOT  was  not  involved  in  the  agree- 
ment, surveillance  would  be  hampered. 
However,  Scott  Early,  CBOT  general 
counsel,  says  the  exchange  has  a  two- 
year-old  rule  prohibiting  intermarket 
frontrunning.  The  CBOT  didn't  assent  to 
the  Merc-NYSE  agreement  because  it 
didn't  guard  against  the  prohibition  of 


BROKER  BEIRNE  BELIEVES  AN  SEC  RULE  LEAVES  OPEN  A  LOOPHOLE 


person's  imminent  transaction  in  a 
ited  market  may  be  considered  ma- 
ilative  activity."  Commenting  on  a 
-frontrunning  scenario  outlined  by 
me,  the  SEC  said  that  while  the  possi- 
y  of  self-frontrunning  is  "of  serious 
cern  to  the  Commission  ....  the  wide- 
jad  existence  of  such  abuses  is  not  as 
!lent  or  as  certain"  as  Beirne  feels 
Y  are. 

iritics  contend  the  rule's  language 
;  self-frontrunning  "may  be"  manipu- 
re  leaves  open  the  possibility  that 
ii  activity  may  continue  under  the 
ie  of  legitimate  trading.  And  the  SEC 
on  has  an  even  more  gaping  loop- 


legitimate  hedging  activity,  he  says. 

The  confusion  among  regulators  re- 
garding the  legal  status  of  MMI  frontrun- 
ning hardly  bodes  well  for  future  limita- 
tion of  the  practice.  The  two-year-old 
rule  notwithstanding,  traders  at  the  Chi- 
cago futures  and  options  exchanges,  in- 
cluding the  CBOT,  insist  that  index 
frontrunning  has  been  commonplace.  In- 
termarket frontrunning  "has  been  going 
on  since  the  indexes  were  created,"  com- 
plains the  chairman  of  one  Chicago- 
based  brokerage  firm  who  requested  an- 
onymity. Edward  L.  Barnett,  an 
independent  trader  in  the  MMI  on  the 
CBOT,  says  savvy  traders  know  when 


they're  being  hit  by  frontrunning:  "Ev- 
erybody's in  here  selling,  selling,  selling, 
and  they're  the  only  ones  buying,"  he 
says.  "Then  their  program  hits  . .  .  and 
you've  lost." 

DRACONIAN  MEASURES.  Among  the  firms 
allegedly  involved  in  self-frontrunning, 
Morgan  Stanley  is  mentioned  the  most. 
"You  can  see  them  coming — they'll  take 
a  big  position  [in  the  futures]  and  15 
minutes  later  a  big  program  [in  the 
stocks]  hits"  on  the  NYSE,  says  one  S&P 
500  trader.  One  prominent  program  trad- 
er in  New  York  observes  that  Morgan 
was  a  major  operator  of  frontrunning 
programs  in  1988  but  has  done  less  re- 
cently because  of  regulatory  scrutiny. 

Morgan  officials  would  not  comment 
beyond  their  denial.  But  in  a  May,  1988, 
submission  to  the  NYSE  on  index  front- 
running,  Morgan  Managing  Director  An- 
son M.  Beard  Jr.  said  that  prohibitions 
on  intermarket  frontrunning  "must  be 
carefully  and  clearly  constructed  to 
avoid  the  prohibition  of  legitimate  trad- 
ing, hedging,  and  arbitrage  activities." 

Morgan  specifically  opposed 
a  prohibition  on  "so-called 
'self-frontrunning.'  "  Such  a 
prohibition  "represents  an 
unwarranted  expansion  of 
traditional  frontrunning  con- 
cepts," said  Beard. 

If  index  frontrunning 
shifts  to  the  MMI  futures  pits, 
it  might  be  difficult  to  dis- 
lodge. One  possible  solution 
lies  on  Capitol  Hill,  where 
House  telecommunications 
and  finance  subcommittee 
Chairman  Edward  J.  Markey 
has  introduced  legislation 
that  would  beef  up  surveil- 
lance aimed  at  rooting  out  in- 
dex frontrunning.  At  pres- 
ent, such  trades  are  very 
difficult  to  police.  "If  I  tell 
you  that  General  Motors' 
pension  fund  is  going  to 
trade  in  the  Major  Market  In- 
dex, and  you  make  a  trade 
based  on  that  information, 
that's  frontrunning,  but  it's 
very  hard  to  detect,"  notes 
Fred  Grede,  a  CBOT  vice-president. 

Like  insider  trading,  frontrunning 
seems  so  embedded  in  the  system  that 
the  feds  may  be  able  to  root  it  out  only 
with  draconian  penalties.  One  trader  ob- 
serves that  the  government  crackdown 
on  the  Chicago  trading  floors,  though 
unrelated  to  index  frontrunning,  has  al- 
ready put  a  dent  in  the  practice  for  a 
simple  reason — fear.  "A  few  years  ago, 
[index  frontrunners]  thought,  'If  I  get 
caught,  I'll  probably  get  fined,'  "  he  wry- 
ly observes.  "Now  they  think,  'If  I  get 
caught,  I'll  go  to  jail.'  " 

By  Gary  Weiss  in  New  York,  with  David 
Greising  in  Chicago 
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The  Cnilden  Gate  Bridge, 
phuMgr.iphed  by  A:nn  Rtiss. 


ndation  of  experience.  It  enables  us  to  look  at  opportunities  that  may  not  be  clear  to  others.  And 

r  goals  with  a  long-range  perspective.  To  see  to  deliver  the  support  you  need  to  seize  them. 


Bank  of  America 


MONEY  &  BANKING  I 


S&Ls  ARE  HOT  PROPERTIES 
BY  ACT  OF  CONGRESS 


The  bailout  convinces  investors  there  are  good  buys  in  thrifts 


What  a  difference  $50  billion 
makes.  A  year  ago,  the  thrift 
industry  was  an  untouchable 
on  Wall  Street.  Now  that  a  massive  fed- 
eral bailout  has  been  launched,  investors 
are  feverishly  bidding  up  the  shares  of 
healthy  thrifts,  investment  bankers  are 
raising  funds  to  buy  the  sick  ones,  and 
thrift  experts  are  swamped  by  phone 
calls.  "A  lot  of  people  who  knew  very 
little  about  thrifts  are  suddenly  asking  a 
lot  of  questions,"  says 
James  J.  McDermott  Jr., 
director  of  research  at 
brokers  Keefe,  Bruyette 
&  Woods  Inc. 

As  soon  as  it  began  to 
look  as  if  Congress  would 
cobble  together  a  mean- 
ingful rescue  package,  in- 
vestors started  buying 
stocks  in  solid  S&Ls  (ta- 
ble) whose  business  suc- 
cesses have  been  ob- 
scured by  the  thrift 
crisis.  And  in  the  week  of 
Aug.  6,  after  Congress 
sent  the  bill  to  a  welcom- 
ing President  Bush, 
Keefe's  thrift  index  of  12 
big  S&Ls  surged  107' .  An- 
alysts say  thrifts  are  still 
attractive:  Their  price-to- 
earnings  ratio  is  about  11 
compared  to  13.4  for  the 
Standard  &  Poor's  500- 
stock  index. 

BUYOUT  POOL.  Investors 
are  betting  that  the  re- 
structuring will  lead  to  a 
leaner,  more  profitable 
industry.  Resolution 
Trust  Corp.,  the  new 
agency  supervising  the 
bailout,  wants  to  end  the 
extravagant  interest 
rates  insolvent  thrifts 
have  offered  depositors. 
This  might  start  a  trend 
that  couli!  lower  the  cost 
of  funding  f'.r  the  entire 
thrift  indush  V. 

Congress'  decision  to 
let  banks  acquire  s&Ls  is 
also  propellmg  thrift 
stocks     higher.  "For 


healthy  thrifts  there  has  never  been  a 
viable  pool  of  buyers.  But  with  the  bill 
signed,  banks  can  buy  immediately," 
says  Bruce  Harting  of  Salomon  Broth- 
ers Inc.  In  some  states,  notably  Califor- 
nia, thrifts  are  the  handiest  way  for  out- 
of-state  banks  to  break  into  a  lucrative 
market. 

The  takeover  talk  isn't  limited  to 
healthy  S&Ls.  Almost  every  investment 
bank  has  a  list  of  ailing  S&Ls  it  thinks 


ii 


WALL  STREET  LIKES  HEALTHY  THRIFTS... 


Thrift 


Mar.  31 


Shore  price 


Aug.  16 


GOLDEN  WEST  FINANCIAL 


36 


51 


HOMEFED 


31V8 


43  Vs 


GREAT  WESTERN  FINANCiAL 


153/8 


20 


H.  F.  AHMANSON 


16% 


22  V2 


GLENFED 


19V4 


25V8 


DATA  SALOMON  BROTHERS  INC..  BW 

...AND  THE  HIGH  ROLLERS  GO  FOR  THE  SICK  ONES 

WSGP  INTERNATIONAL,  headed  by  former  Treasury  Secretary  William  Simon, 
plans  to  raise  up  to  $1  billion  to  buy  troubled  thrifts 

BLACKSTONE  GROUP  hopes  to  raise  up  to  $600  million  with  the  help  of  Salomon 
Brothers  and  Old  Stone,  a  Providence  thrift  holding  company 

OAK  TREE  CAPITAL  a  Washington,  D.  C.  investment  bank,  wants  to  raise  $100 
million  with  the  help  of  Capital  Reahy  Investors 

KEEFE,  BRUYETTE  &  WOODS,  a  New  York  firm  specializing  in  bank  stocks,  has 
raised  a  $40  million  thrift  kitty 


the  RTC  will  want  to  unload — and  which 
it  can  turn  around  and  resell  within  five 
years.  Also,  several  firms  are  raising 
cash  from  pension  funds  and  insuran 
companies  for  limited  partnerships  tli., 
would  acquire  ailing  thrifts.  "We  couM 
average  an  annual  return  of  20%  tdi 
257',"  boasts  Gerard  Smith  of  Salomon 
which  has  committed  up  to  $75  million  of 
its  own  money  to  a  thrift  buyout  pool 

These  returns  depend  heavily  on  what 
terms  the  government  will  offer.  No  one 
expects  anything  like  the  hurried  deal 
completed  last  year  by  the  Federal  Sav- 
ings &  Loan  Insurance  Corp.  The  new 
law  bars  tax  incentives,  which  previous 
ly  proved  so  alluring  to  investors.  Con 
gress  is  still  howling  over  the  $900  mil 
lion  in  tax  benefits  that  financier  Ronalc 
0.  Perelman  received  in  December  wher 
he  took  over  five  failing  Texas  thrifts. 

But  Wall  Street  doesn't  think  the  RTC 
can  afford  to  drive  too  hard  a  bargain 
The  agency  took  over  26i 
insolvent  thrifts  when 
came  into  being.  Thai 
could  grow  to  400  ovei 
the  next  several  years  as 
marginally  profitabh 
S&LS  fight  to  meet  tough 
er  capital  standards 
the  bailout  law.  Unles; 
the  RTC  can  involve  th 
private  sector,  the  bailou 
could  soon  become  un 
manageable.  Already,  of 
ficials  estimate  the  cos 
at  $166  billion,  includin 
interest  the  Treasury  wil 
pay  on  $50  billion  over  1( 
years.  For  the  govern 
nient,  says  John  Oros  o 
Goldman,  Sachs  &  Co 
"The  one  thing  wors 
than  doing  bad  deals  i 
doing  no  deals." 

Washington  seems  t( 
agree.  One  indication  o 
how  deals  tnight  be  treat 
ed  came  in  July,  whei 
the  Federal  Deposit  In 
surance  Corp.  promisei 
Banc  One  Corp.  of  Co 
lumbus,  Ohio,  that 
would  cover  up  to  $2  bil 
lion  of  sour  loans  thaP 
came  with  the  20  insoipil 
vent  banks  formerl 
owned  by  Dallas-base( 
MCorp.  This  would  maki 
it  the  second-bigges 
U.  S.  bank  bailout  in  his 
tory.  Not  a  bad  deal  ii 
Wall  Street's  view — an( 
certainly  not  the  last. 

By  John  Meehan  in  Ner 
York,  with  Catherine  Yan, 
in  Washington 
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AT  JUST$10.75  TO  96  COUNTRIES, 
WE'M  THE  ONIY  VVWf  ilO  FIX 


Express  Mail  International  Service" 
)w  offers  you  one  flat  rate  to  96 
)untries  worldwide. 

Just  $10.75  for  an  8-oz.  letter 
a  rate  that's  up  to  50%  less 
an  what  our  competitors 
large. 

And  our  normal  delivery  includes 
day  service  to  Canada  and 
jrope,  and  3-day  service  to  the 


Pacific  Rim  and  all  our  other 
destinations. 

So,  if  you  need  to  send  an  urgent 
letter  or  document  abroad,  use 
the  carrier  that  makes  your 
dollar  go  further  than  any  other. 
Express  Mail  International 
Service. 

Stop  by  your  Post  Office,  or  dial 
1-800-THE-USPS  for  more  information. 


^  UNITED  STATES  POSTAL  SERVICE  We  Deliver. 


©  1989  USPS 


BY  GENE  G.  MARCIAL 

MAYTAG  MAY  BE 
BACK  IN  THE 
TAKEOVER  CYCLE 


Like  the  Maytag  repairman  in  the 
television  commercials,  Maytag's 
stock  has  been  sleepy  of  late.  The 
arbitrageurs  had  expected  a  torrid 
takeover  battle  for  Maytag  last  year. 
Instead,  the  home-appliance  manufac- 
turer made  an  acquisition  of  its  own, 
buying  Chicago  Pacific,  maker  of  Hoo- 
ver vacuum  cleaners.  The  hot  arb  mon- 
ey bailed  out,  and  Maytag's  stock  is  off 
about  257o  from  its  1988  high. 

But  several  pros  have  been  quietly 
accumulating  Maytag  shares  recently. 
Despite  the  additional  debt  of  $500  mil- 
lion that  Maytag  took  on  in  acquiring 
Chicago  Pacific,  plus  an  earnings  dilu- 
tion from  the  addition  of  28  million 
shares,  some  takeover  investors  still 
think  Maytag  is  way  undervalued. 
They  put  the  company's  takeover 
worth  at  $40  a  share,  nearly  double  the 
current  price.  With  the  consolidation 
that's  going  on  in  the  $11  billion  home- 
appliance  industry,  "Maytag  is  certain 
to  attract  a  takeover  bid  sooner  than 
many  expect,"  says  one  New  York  in- 
vestment manager  who  has  been  buy- 
ing shares. 

One  moneyed  investor  who  has 
shown  an  extraordinary  liking  for  May- 
tag is  Chicago  financier  Lester  Crown. 
He  got  1.1  million  shares  as  a  result  of 
the  company's  acquisition  of  Chicago 
Pacific,  in  which  he  held  an  ll'/o  stake. 
Crown  is  the  son  of  renowned  investor 
Henry  Crown,  who  built  a  reputation 
and  fortune  by  investing  in  underval- 
ued companies.  Since  April,  Lester 
Crown  has  bought  4.4  million  more 
Maytag  shares  in  the  open  market,  in- 
creasing his  stake  to  5.5%  of  the  shares 
outstanding. 

HEAVY  HAND.  Takeover  speculation  is 
expected  to  start  spinning  again  be- 
cause of  recent  whispers  that  Crown  is 
about  to  start  buying  again.  Already 
Maytag's  largest  shareholder.  Crown 
was  elected  to  the  company's  board  of 
directorf  in  February,  and  he  isn't  like- 
ly to  rem:iin  a  passive  investor. 

Crown  h;;^  reaped  huge  profits  from 
acquiring  ui  :>ervalued  companies.  In 
1986,  Crown  acquired  Rowenta,  a 
sraall-appliance  maker  with  sales  of 
libout  $300  million,  for  $70  million. 
.Not  long  after  the  purchase.  Crown 
-••'i'l  the  company  to  SEB  Group 
'.'yr  >.:T0  million  and  the  assumption 
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of  Rowenta's  debt  load  of  $85  million. 

The  fourth-largest  appliance  maker 
behind  General  Electric,  Whirlpool,  and 
Electrolux,  Maytag  has  become  a  ma- 
jor global  player  with  its  acquisition  of 
Chicago  Pacific,  whose  popular  Hoover 
floor-care  products  are  made  in  Austra- 
lia, Europe,  and  Britain.  The  betting 
now  is  that  with  Crown's  connections 
in  Europe,  Maytag  will  attract  suitors 
from  among  the  European  giants. 
Maytag  and  Crown  both  declined  to 
comment. 


THIS  FUNERAL  STOCK 
IS  FULL  OF  LIFE 


Wouldn't  it  be  just  wonderful 
to  find  a  company  whose 
fortunes  are  unaffected  by 
changes  in  interest  rates,  inflation,  eco- 
nomic growth,  or  jarring  world  events? 

Investment  manager  Art  Micheletti 
is  certain  that  he  has  found  such  a 
stock:  Service  Corp.  International,  a 
Big  Board-listed  company  that  he's  bet- 
ting will  double  within  the  next  12 
months.  The  stock  has  already  risen  to 
21  from  16  in  March. 

Service  is  the  nation's  largest  public- 
ly owned  operator  of  funeral  parlors 
and  cemeteries.  "It's  the  kind  of  stock 
you  can  put  in  your  safety-deposit  box 
and  feel  certain  that  its  value  will  rise 
steadily  through  the  years,"  says  Mi- 
cheletti, investment  director  at  Bailard 
Biehl  &  Kaiser,  an  investment  firm  in 
San  Mateo,  Calif.  Service  owns  505  fu- 
neral homes  and  127  cemeteries. 

"Earnings  and  revenues  for  the  year 
should  greatly  exceed  those  of  1988," 
says  Bert  Boksen,  an  analyst  at  Ray- 
mond James  &  Associates.  The  compa- 


ny has  increased  the  number  of  funeral 
homes  it  owns  by  ll'/o  and  has  raised 
prices  by  about  5%.  Boksen  expects 
earnings  to  return  to  their  historically 
lofty  levels,  to  $1.45  a  share  this  year 
and  $1.75  in  1990,  up  sharply  from  56$ 
last  year. 

The  accelerated  earnings  and  cash- 
flow growth  are  expected  to  come 
from  the  company's  popular  "pre- 
arranged funeral-service  plan."  Under 
this  arrangement,  the  company  sells 
clients  an  insurance  policy  to  cover  fu- 
ture funeral  services.  Some  80%  of  the 
policies  are  reinsured.  "The  pre- 
arranged funeral  segment  will  be  the 
driving  force  behind  the  company's 
long-term  gains,"  says  Boksen.  So  Ser- 
vice not  only  locks  in  future  business, 
it  makes  money  on  the  policies  to  boot. 


WILL  PHILLIPS 
BE  A  GUSHER? 


One  of  the  first  companies  to 
tangle  with  and  shake  off  cor- 
porate raider  T.  Boone  Pickens 
Jr.  in  a  costly  takeover  battle  was  Phil- 
lips Petroleum.  Now,  some  savvy  mon- 
ey managers  have  put  it  back  on  the 
buy  list.  "It's  on  the  recovery  trail  and 
is  one  of  the  cheapest  oil  buys  around, 
based  on  assets  and  strong  cash  flow," 
says  Warren  Greene,  president  of 
American  Investors  in  Greenwich, 
Conn.,  who  has  been  snapping  up  Phil- 
lips shares. 

Most  oil-industry  analysts  are  still 
skeptical  about  Phillips.  Yet  the  stock 
has  rebounded  from  a  low  of  10  last 
year  to  23.  Says  Greene:  "With  the 
worst  of  times  behind  it,  the  stock 
could  double  in  price  in  the  next  12 
months." 

The  $8  billion  in  debt  that  it  piled  up 
in  1986  to  beat  back  Pickens  is  now 
down  to  nearly  $4  billion,  he  notes.  And 
Greene  sees  big  earnings  gains  ahead, 
He  thinks  that  cash  flow  will  hit 
$2.5  billion,  or  $8.50  a  share,  this  year, 
which  would  enable  the  company  to 
continue  slashing  its  debt  burden.  Hi 
also  expects  a  dividend  increase. 

What's  spooking  the  mavens  about 
Phillips?  Greene  says  it's  the  chemicai 
operations.  Analysts  see  a  downturn  ir! 
chemical  profits  ahead,  but  Greene  be 
lieves  Phillips'  division  will  do  well.  Ht 
puts  the  value  of  the  chemical  opera 
tions  alone  at  $14.50  a  share.  "Thai 
means  investors  are  paying  only  $8.5(| 
for  the  company's  oil  business,"  say.' 
Greene.  So  Phillips  is  "a  potential  take 
over  stock  for  which  you  aren't  ye 
paying  a  takeover  premium." 
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THE  EQUlTABLE'S 
CLASSIC  APPROACH 
TO  MODERN 


For  more  than  130  years,  we  atTKe 
Equitable  have  built  one-to-one  partnerships 
with  our  clients.  Partnerships  based  on  a  single 
guiding  principle: 

Trust. 

For  a  more  comprehensive  look  at  how  we 
do  business,  we  invite  you  to  send  for  your  free 
copy  of  Etfec5  by  writing  to:  John  Carter, 


President  and  CEO,  The  Equitable  Life 
Asurance  Society  of  the  United  States, 
787  Seventh  Avenue,  New  York,  NY  10019. 

TheEOUITABLE 

Financial  Companies 

We  Hwe  Great  Plans  ForYou 


>'©The  Equitable  Lffe  Assurance  Stxnety  of  the  US.,  N.Y.,  NYXert.un  insurarjce  products  from  Equitiible  Vanabit  Life  Insurance  Co.  Investments  and  finanaal  planning  serviu-s  from  Equk'^  Sr^yncifs,  Inr, 


Howre  you  going  to  do  it? 

No  OHO  over  made  their  mark  in  business  by  doing  just  one  thing 
at  a  time.  So  to  stay  eompetitive,  you  need  your  computers  to  do  a  uf 
ol  business  tasks  at  once.  a 

The  Genius  Of  Micro  Channel.  That's  wliy  I BM     f  i 

(levelo|)e(l  the  IVrsonal  System/2 "  computers  with  Micro  Channel  ] 
Micro  (Channel  is  like  a  multilane  highway,  so  information  can  pi 
travel  in  lots  ol  directions  at  once.  With  optional  bus  master  cards  fu 
like  having  many  computers  in  one,  some  managing  printers  In 
and  lax  machines,  another  busy  calculating  a  spreadsheet  and  oil  | 
working  on  graphics  or  translerring  data.  And  Micro  Channel  f\ 


v-^ipm/^  and  PS/2  ate  registered  irademark',  and  Micro  Channel  and  OS/2  are  trademarks  ol  International  Business  Machines  Corporalion     1989  IBM  Corp 


PS/2  it! 


s  all  of  this  with  remarkable  speed  and  reliability, 
urally,  a  PS/2*  with  Micro  Channel  runs  DOS  applications, 
add  OS/2  to  this  equation,  and  the  benefits  of  multitask- 
can  make  you  and  your  people  even  more  productive. 
The  Solution  Is  IBM.  The  PS/2  with  Micro  Channel 
provide  you  with  solutions  not  only  today  but  far  into 
future.  See  your  IBM  Authorized  Dealer  or 
1  marketing  representative.  For  a  dealer  near  you, 
1  800  IBM-2468,  ext.  139.  And  see  how  much 
e  vou  can  do  when  you  PS/2  it!  ' '  ^-'-t^. 
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THIS  IS  HARDLY  THE  TURNING  POINT 
UNISYS  HAD  IN  MIND 


An  earnings  plunge  and  a  management  exodus  cast  doubt  on  Mike  Blumenthal's  strategy 


Last  year,  Unisys  Corp.  was  riding 
high.  Under  control,  finally,  was 
the  task  of  melding  two  large  com- 
panies, Burroughs  and  Sperry,  into  one. 
And  ahead,  it  seemed,  lay  big  opportuni- 
ties through  further  acquisitions  to  build 
Unisys  up  for  the  long-haul  fight 
against  IBM.  No  one  was  more  optimistic 
than  W.  Michael  Blumenthal,  chairman 
and  CEO.  Indeed,  HUSlXE.ss  WEEK  has 
learned,  Blumenthal  felt  so  confident  of 
Unisys'  future  that  he  brushed  off  inijui- 
ries  from  American  Telephone  &  Tele- 
graph Co.,  which,  through  an  intermedi- 
ary, had  expressed  interest  in  buying 
Unisys  when  its  stock  was  trading  in  the 
$34  range.  Neither  Blumenthal  nor  .\t&t 
will  comment  on  those  discussions.  But 
evidently,  those  close  to 
him  say,  Blumenthal 
preferred  to  be  the  su- 
perstar in  his  own 
show. 

Perhaps  he  should 
have  listened  to  AT&T. 
Today,  slack  demand 
for  mainframe  comput- 
ers, excess  inventory, 
and  cost  overruns  in 
manufacturing  iiavc 
plunged  Unisys'  eaii^ 
ings  and  n-venues  fai- 
below  what  it  had  pro- 
jected for  1989.  Some 
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top  managers  have  left,  and  those  who 
remain  say  that  morale  is  sagging.  Be- 
yond that,  the  company's  aggressive  ac- 
quisition strategy  is  in  jeopardy:  With 
little  cash,  debt  of  $3.8  billion,  and  a 
stock  that's  trading  below  $22,  Unisys 
can't  buy  its  way  out  of  trouble.  Says 
Don  Young,  who  tracks  the  company  at 
Sanford  C.  Bernstein  &  Co.:  "The  Cin- 
derella story  is  unraveling." 

After  what  he  concedes  has  been  "a 
lousy  six  months,"  some  major  changes 
are  in  the  works,  Blumenthal  says.  His 
goal:  cut  $400  million  out  of  annual  costs 
by  the  end  of  1990.  On  Aug.  10,  he  im- 
posed a  salary  and  hiring  freeze  and 
curtailed  capital  spending  and  other  ex- 
penses. More  is  coming,  including  a  ?'> 


UNISYS:  WEAK  PROFITS,  LOWER  STOCK  PRICE 


MIDMONTH  HIGH  STOCK  PRICE 


to  8'^  reduction  in  his  88,000-strong  wor 
force  and  a  consolidation  of  facilities 
Some  of  that  may  occur  in  the  curren 
quarter,  when  Unisys  plans  to  take  a 
undetermined  restructuring  charg 
against  earnings.  Perhaps  even  more  in 
portant,  Blumenthal  says  he  plans  to  aj 
point  a  president  to  help  him  run  th 
company.  He  isn't  talking  names  ye 
but  likely  candidates  include  Executiv 
Vice-Presidents  James  A.  Unruh  an 
Curtis  A.  Hessler. 
UNDERACHIEVER.  The  Blue  Bell  (Pa 
company  was  supposed  to  be  doing  be 
ter  than  this  by  now — much  better,  t 
swallowing  a  reluctant  Sperry  in  1986  t 
create  the  nation's  No.  3  producer  c 
computers,  Blumenthal  bet  that  siz 
would  ensure  succes: 
Thousands  of  Sperr 
and  Burroughs  mail 
frame  customers,  h 
reckoned,  would  fc 
years  continue  to  bu 
new  versions  of  Unisj 
machines.  Gross  ma: 
gins  would  rise  as  fl 
ture  machines  in  eac 
family  were  built  fro: 
a  pool  of  common  part 
The  resulting  profit 
meanwhile,  would  fur 
aggressive  efforts  i 
high-growth  marketi 
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Add  color  to  your  communications  and 
be  the  one  they  remember.  A  copy  center  with 
a  Kodak  ColorEdge  copier  can  do  it  in  minutes. 
Call  1 800  255-3434,  Ext.  151. 

Color  makes  the  difference.  Color  makes  your 
presentations,  reports  and  overheads  more 
memorable.  And  its  quick  and  easy.  A  copy 
center  near  you — the  one  with  the  Kodak 
ColorEdge  copier-duplicator— can  copy  your 
color  originals,  or  even  add  color  to  your 
black-and-white  originals!  ColorEdge  copiers, 
the  worlds  fastest  color  copiers,  deliver 
the  color  quality  you'd  expect  from  Kodak, 
23  times  a  minute.  Call  for  the  name  and 
address  of  the  color  copy  center  in  your  area. 

Kodak  ColorEdge  copier-duplicators. 
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27 
million 
Americans 
cant  read. 
And  guess 
whop^ys 
the  price. 


Every  year,  functional 
illiteracy  costs  American 
business  billions. 

But  your  company  can 
fight  back... by  joining 
your  local  community's 
fight  against  illiteracy. 
Call  the  Coalition  for 
Literacy  at  toll-free 
1-800-228-8813  and  find 
out  how. 

You  may  find  it's  the 
greatest  cost-saving 
measure  your  company 
has  ever  taken. 

A  literate 
America  is  a 
good  investment. 
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particularly  the  one  for  "open  systems," 
or  computers  that  use  standard  software 
such  as  AT&T's  popular  Unix,  which  can 
run  on  everything  from  PCs  to  main- 
frames. Also  seeing  opportunity  in  wide- 
area  networking,  Blumenthal  last  year 
paid  about  $300  million  for  Timeplex 
Inc.,  a  maker  of  multiplexers,  which 
make  it  easier  to  transmit  huge  volumes 
of  computer  data.  To  ensure  itself  a 
place  in  the  desktop  market,  the  stron- 
gest of  all  computer  businesses,  Unisys 
last  year  paid  $351  million  for  Conver- 
gent Technologies  Inc. 

The  strategy  struck  a  chord  on  Wall 
Street.  As  Unisys  eliminated  overhead 
after  the  merger,  profits  rose.  Analysts 
grew  bullish,  labeling  the  company  a 
"buy"  last  year.  But  Blumenthal  always 
said  that  the  real  proof  would  come  in 
1989,  when  new  products  and  a  better 
overall  focus  would  stimulate  sales. 
Then,  he  claimed,  everyone  would  see 
that  he  was  being  realistic  about  trying 


Desertions  have  left  Unisys 
short  of  good  technologists 
who  can  also  manage  well 


to  turn  Unisvs  into  a  $20  billion  companv 
by  1993. 

This  year  has  been  a  turning  point,  all 
right,  but  not  the  one  Blumenthal  want- 
ed. The  company  shocked  investors  and 
itself  with  a  $79  million  loss  in  the  first 
quarter,  caused  in  part  by  delayed  ship- 
ments of  a  new  computer.  And  in  the 
quarter  that  ended  June  30,  its  overall 
computer  sales  remained  disturbingly 
flat — with  U.  S.  commercial  orders  down 
57'  from  the  year  before.  Cutting  prices 
to  move  $310  million  in  excess  inventory 
squeezed  profit  margins.  An  overall 
$25.1  million  loss  for  the  first  half  would 
have  been  worse  save  for  large  sales  of 
real  estate.  Analysts  have  thus  slashed 
1989  earnings  projections  from  as  much 
as  $2.50  a  share  to  about  95(f.  They  call 
the  company  a  potential  takeover  play. 

Some  of  what's  troubling  Unisys  is 
beyond  its  control.  Like  IBM's,  its  sub- 
stantial foreign  earnings  have  been  hurt 
by  unfavorable  currency  fluctuations.  It 
inherited  from  Sperry  a  procurement 
scandal  in  its  $2.5  billion  defense  busi- 
ness, where  orders  have  been  down  507' 
recently.  And,  as  a  mainframe-oriented 
company,  it  has  suffered,  like  IBM  and 
others,  from  computer  buyers'  shift  to 
smaller,  lower-margin  machines.  Cur- 
rently, Unisys  gets  more  than  50'a  of  its 
nondefense  revenues  from  mainframes 
and  related  equipment,  and  a  similar 
share  of  its  total  profits. 


Worse,  Unisys  isn't  even  holding  it 
own  in  big  machines.  According  to  Intel 
national  Data  Corp.,  its  global  share  c 
installed  mainframes  fell  to  just  9.6', 
last  year  from  the  combined  12.27<-  hel 
by  Sperry  and  Burroughs  in  1985.  Th 
problem  is  that  customers  are  findin 
more  add-on  gear  and  software  availabl 
for  IBM  computers  and  are  therefor 
spending  less  on  Unisys  machines, 
trend  that  only  further  discourages  su] 
pliers  from  serving  the  shrinking  Unisj 
market.  The  Electric  Boat  Div.  of  Gene 
al  Dynamics  Corp.,  for  example,  is  pha: 
ing  out  Unisys  in  favor  of  IBM  mail 
frames  and  engineering  workstatior 
from  Hewlett-Packard  Co.'s  Apollo  Di 
Unisys,  says  Electric  Boat  Vice-Pre: 
dent  Bernard  J.  Breen,  "really  didn't  f 
into  our  overall  architecture." 
REMOTE  CONTROL.  Unisys'  brightes 
spot,  it  seems,  is  open  systems.  That 
billion  business  is  growing  fast — nearl 
20'a  a  year.  But  gross  margins  are  on 
257'  to"507',  well  below  the  657  the  con 
pany  gets  on  mainframes.  That's  parti 
because  Unisys,  instead  of  manufactu 
ing,  buys  many  of  the  Unix-based  sy 
tems  it  sells  from  other  companies  sue 
as  NCR,  Arix,  and  Sequent  Comj)ut« 
Systems.  What's  more,  the  Unix  mark 
is  marked  by  heavy  price  competitio 
Says  David  M.  Card,  an  IDC  analyst  wl 
specializes  in  Unix  companies:  "That 
the  risky  thing  about  Unix."  Unisys'  a; 
swer  is  that  it  has  been  pushing  f( 
market  share.  And  it  eventually  plans 
make  its  proprietary  mainframes  moi 
open,  giving  them  Unix-like  software. 

In  the  meantime,  Blumenthal's  ma 
agement  style  is  taking  a  few  knock 
Former  insiders  say  he's  too  distant  ar 
distracted  by  non-Unisys  matters  sue 
as  politics.  He  has  lost  key  executive 
including  the  top  men  at  both  Timepk 
and  Convergent,  leaving  his  team  prac 
cally  devoid  of  good  technologists  wl 
are  also  experienced  in  running  comp 
nies.  Middle  managers,  meanwhile,  a: 
anxious  about  their  jobs.  Says  one  wl 
recently  left:  "The  corporate  strateg 
direction  has  largely  disintegrated,  ai 
different  points  of  view  are  at  war  wi 
one  another." 

"This  company  is  anything  but  fallir 
apart,"  says  Blumenthal,  who  expects 
strong  fourth  quarter.  But  Wall  Stre 
has  cut  its  earnings  estimates  for  191 
from  the  $4  range  to  about  $2.50.  Bl 
menthal,  now  63  and  believed  to  be  wit 
in  two  years  of  retiring,  won't  discui 
the  question  of  succession — or  the  pos; 
bility  that  Unisys  might  be  taken  ov« 
But  whatever  happens,  it  seems  that 
the  company  does  become  the  titan  1 
envisioned,  it  will  be  with  someone  el 
in  charge. 

By  Joseph  Weber  in  Blue  Bell,  f 
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18  open  for 
Business. 


A  special  advertising  section  in 
Business  Week  October  20,  1989 


Kentucky  would  like  to 
announce  to  the  business  world 
that  it  is  officially  "open  for 
business."  And  Business  Week 
would  like  to  help.  By  running  a 
special  section  in  the  Corporate 
Elite  issue,  6.7  million  of  America's 
most  influential  business  and 
government  leaders  will  learn  why 
Kentucky  offers  businesses  so 
many  reasons  to  locate.  Why  the 
list  of  corporations  thriving  in 


Kentucky  grows  more  impressive 
every  day.  Not  to  mention 
Kentucky's  extensive  list  of  tax 
incentives.  At  the  same  time,  this 
special  section  will  afford  you 
the  opportunity  to  reach  those 
same  6.7  million*  business 
and  government  leaders  with 
your  advertising  message.  So 
don't  miss  this  opportunity  to 
support  Kentucky  and  expand 
your  reach. 


Issue  Date:    October  20,1 989 
Closing  Date:    August  20,1989 
Page  Rate:    4/C:  $60,920 
B/W:  $40,100 

For  more  information,  please 
contact: 

Barbara  Daly  Business  Week 

(212)  512-6664  or 

Bill  McGuire  BusinessWeek 

(312)751-3756 
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CAREERS  I 


THE  WOMEN  WHO  ARE 
SCALING  HIGH  TECH'S  HEIGHTS 


It's  a  hard  climb,  but  many  are  defying  barriers  to  their  sex 


PHILIPS'  WILSON:  BREAKING  INTO  THE  UPPER  ECHELONS 


When  Iva  M.  Wilson  took  over 
as  president  of  Philips  Display 
Components  Co.  three  years 
ago,  the  TV  picture-tube  maker  was 
fighting  for  its  life.  Low-cost  Asian  pro- 
ducers had  flooded  the  U.  S.  market,  and 
the  company  was  in  the  red.  The  first 
woman  over  to  head  a  division  of  Dutch 
electronics  giant  Philips,  Wilson  moved 
decisively.  She  shuttered  a  plant  in  Sene- 
ca Falls,  N.  Y.,  and  slashed  employment 
at  another  facility,  while  investing  more 
than  $20  million  to  modernize  produc- 
tion. Last  year,  the  company  broke  even 
for  the  first  time  in  five  years  on  an 
estimated  $300  million  in  revenues. 

It  was  no  accident  The  native  of  Yu- 
goslavia picked  up  a  PhD  in  electrical 
engineering,  ignoring  teachers'  sugges- 
tions that  she'd  be  better  off  learning  to 
cook.  Then  she  built  an  international  rep- 


utation in  vacuum-tube  research,  rising 
over  12  years  to  positions  of  increasing 
responsibility  in  engineering  manage- 
ment and  product  development  at  Zenith 
Electronics  Corp.  Meanwhile,  she  earned 
an  MBA  from  the  University  of  Chicago 
before  joining  Philips  in  1983  as  chief 
engineer  of  the  components  division  and 
manager  of  a  staff  of  140. 

Looking  back,  Wilson,  51,  concedes 
that  it  hasn't  been  easy.  "People  still 
have  difficulty  perceiving  what  a  woman 
in  this  job  can  do,"  she  says.  "The  most 
difficult  thing  for  women  in  technology 
is  to  open  the  door." 

Wilson  is  a  member  of  an  elite  club  of 
pioneering  women  who,  armed  with  im- 
pressive experience  and  credentials, 
have  broken  into  the  ranks  of  senior 
management  at  high-technology  compa- 
nies. Women  in  other  industries  also  con- 


front  obstacles  to  advancement,  but  ii 
high-tech  disciplines,  the  barriers  are  es 
pecially  formidable — vvhich  is  why  worn 
en  executives  in  high  tech  are  so  rare 
"That  means  those  who  do  make  it  ar 
frighteningly  competent,"  admits  a  mal 
high-tech  executive. 

The  ranks  of  women  in  high  tech 
while  small  compared  with  financial  ser 
vices,  insurance,  and  retailing,  are  grow 
mg.  A  handful  of  women  have  won  exec 
utive  slots  at  such  technology  giants  a, 
IBM,  AT&T,  Hewlett-Packard,  Du  Pont 
and  Pfizer.  "There  are  visible  senio 
women  there,  so  you  know  women  ari 
moving,  even  if  it's  slowly,"  says  Marjc 
rie  K.  Balazs,  founder  and  chief  execu 
five  of  Balazs  Analytical  Laboratory  In(  " 
At  American  Telephone  &  Telegrap] 
Co.,  for  instance,  women  now  make  u 
5%  of  the  scientific  managers  and  10%  o 
all  managers  who  earn  more  thai 
$100,000  a  year,  compared  v/ith  3.6%  an 
6%',  respectively,  five  years  ago.  A 
Hewlett-Packard  Co.,  21%  of  the  eng 
neers,  a  prime  source  of  future  manag 
ers,  are  now  women. 
'A  LOT  OF  GROWTH.'  Women  are  als' 
more  visible  at  smaller  high-tech  comps 
nies.  They  are  chief  executives  of  nearl; 
3%  of  the  25,000  small  biotech,  medica' 
pharmaceutical,  and  electronics  comps 
nies,  according  to  a  data  base  compilei 
by  Corporate  Technology  Informatioi 
Services  Inc.  Looking  just  at  companie 
started  since  1980,  the  figure  jumps 
more  than  4%-.  By  contrast,  only  four  o 
America's  largest  1,000  corporations  ar 
headed  by  women. 

In  1984,  when  Digital  Equipmen 
Corp.  started  its  Technology  Executiv 
Round  Table — top  representatives  fror  * 
computer-industry  companies  with  rev( 
nues  of  less  than  $30  million— none  wa  ^ 
headed  by  a  woman.  Last  summer,  5^  u 
of  the  1,500  companies  had  women 
the  helm.  This  year,  the  number  is  e3|;; 
pected  to  hit  8%.  At  high-tech  startupi 
women  move  faster  "because  there  is  s 
much  opportunity,"  says  Ilene  H.  LangD 
president  of  custom  software  maka-t 
Adelie  Corp.  "When  there's  a  lot  o] 
growth,  management  is  more  willing  tj 
take  chances." 

Lang's  star  rose  with  the  fortunes  ol 


Eh 
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ymbolics  Inc.,  a  maker  of  computers 
lat  run  artificial-intelligence  software, 
rmed  with  an  MBA  from  Harvard  Uni- 
jrsity  and  eight  years  of  retailing  expe- 
ence,  Lang  moved  into  high  tech. 
^hen  she  joined  Symbolics  in  1982,  it 
as  a  tiny,  $1  million  outfit.  Five  years 
ter,  when  she  left,  Lang  had  helped  lift 
tvenues  to  $100  million  as  vice-presi- 
jnt  for  software  and  marketing.  That 
cperience,  plus  her  contacts,  helped 
nd  Lang,  49,  the  top  slot  at  Adelie,  a 
ibsidiary  of  AT&T. 

Today's  female  high-tech  managers 
ime  from  varied  backgrounds.  Some, 
ich  as  Joanna  L.  Jannson,  president  of 
lysical  Optics  Corp.,  hold  technical  de- 
•ees.  Others  are  mbas  and  came  up 
om  the  business  side.  Some  got  their 
art  at  big  companies,  while  others 
lunned  them.  Many  entered  high  tech 
a  the  software  business,  once  a  second- 
te  activity  in  computer  circles  but  now 
e  glamorous,  high-margin  side.  Fully 
%  of  those  interviewed  by  BUSINESS 
SEK  started  connpanies  with  their  hus- 
nds  or  took  over  a  family  business. 
Take  Janet  M.  Baker,  president  of 
'agon  Systems  Inc.,  a  maker  of 
eech-recognition  equipment.  Now  42, 
e  holds  a  PhD  in  computer  science. 
ir  husband,  James,  who  chairs  the 
mpany,  is  a  specialist  in  computer- 
eech  recognition.  Both  worked  at 
m's  research  center  in  Yorktown 
iights,  N.  Y.,  and  at  Verbex,  an  Exxon 
iterprises  subsidiary  that  makes  of- 
e-automation  equipment,  where  she 
IS  vice-president  for  research.  In  1982, 
3  pair  founded  Dragon. 
Most  women  in  high  tech  have  tasted 
i  bitterness  of  working  in  a  male-dom- 
ited  arena.  That  environment  magni- 
s  the  obstacles  hindering  business- 
men in  general — lack  of  role  models, 
;ntors,  and  contacts;  conflicts  with 
nily  responsibilities;  and  a  "glass  ceil- 
"Societal  myths  are  still  strong 
3ut  what  girls  can  do,"  says  Betty  M. 
tter,  executive  director  of  the  Com- 
ssion  on  Professionals  in  Science  & 
chnology.  "Women  who  try  to  get  into 
Ids  considered  macho,  such  as  engi- 
sring,  still  face  real  discrimination." 


TELL  THEM  WHY  YOU  KNOW 
YOU'LL  BE  SUCCESSFUL' 


In  1987,  Adele  Goldberg  was  a  group 
manager  for  programming-language 
research  at  Xerox  Corp.'s  Palo  Alto 
Research  Center.  When  she  persuaded 
Xerox  to  spin  off  her  software  tools  as 
a  separate  business,  Goldberg,  then  42, 
realized  she  was  bucking  heavy  odds. 
First  came  the  stock  market  crash. 
Then  there  were  the  complications  of 
arranging  a  technology  transfer  from 
Xerox. 

Finally,  there  was  her  sex.  "In  about 
80%  of  the  meetings  with  venture  capi- 
talists, the  issue  of  my  being  a  woman 


"Females  aren't  considered  as  serious- 
ly as  men,"  says  Patricia  McGrath, 
founder  of  Tropix  Inc.,  which  is  working 
on  new  ways  to  detect  substances  for 
biomedical  and  environmental  testing. 
"You  become  everyone  else's  first-fe- 
male-executive experience.  They  have  to 
go  through  whatever  cultural  process 
they  need  to,  to  learn  to  deal  with  you." 
WAGE  GAP.  Female  engineers  complained 
to  researcher  Bette  Woody,  a  labor  econ- 
omist at  the  University  of  Massachu- 
setts, that  they  were  often  shunted  to 
less  desirable  assignments  because  male 
counterparts  resist  working  with  them 
on  teams.  That's  a  disadvantage  when  it 
comes  to  promotions,  since  engineering 


came  up,"  she  recalls.  "The  question 
was:  'What  makes  you  think  a  woman 
can  build  a  high-tech  business?' " 

Goldberg's  PhD  in  computer  science 
and  her  confident  business  sense  car- 
ried the  day.  She  raised  $4  million  in 
seed  money,  and  in  March,  1988,  Parc- 
Place  Systems  Inc.  declared  its  inde- 
pendence— with  Goldberg  as  president. 
Her  secret  for  coaxing  money  from 
lenders  reluctant  to  bet  on  a  woman: 
"Tell  them  why  you  know  you'll  be 
successful,  and  move  on  from  there. 
You're  much  better  off  dealing  with 
[gender]  issues  up  front."  Another  key, 
she  adds,  is  having  a  personal  network: 
"We  didn't  walk  in  on  strangers." 


and  design  teams  are  proving  grounds 
for  technical  managers.  Studies  show 
that  although  men  and  women  begin  at 
comparable  levels,  women  earn  257"  less 
than  men  with  similar  experience  after 
being  out  of  school  for  10  years.  As  time 
goes  on,  the  disparity  grows,  says  F. 
Suzanne  Jennisches,  acting  president  of 
the  Society  of  Women  Engineers. 

Making  the  transition  to  general  man- 
agement from  technical  positions— a 
well-trod  career  path  for  men — is  much 
harder  for  women.  Since  many  senior 
executives  hold  technical  degrees  or  rise 
through  the  engineering  ranks,  their 
prejudices  are  reinforced  by  their  lack  of 
experience  with  women  on  key  engineer- 


TEN  WOMEN  CEOs  MAKING  THEIR  MARK 


ANET  M.  BAKER  Dragon  Systems  Develops  speech-recognition  sys- 
ems;  financed  with  private  funds;  40%  revenue  growth  in  1988 

lARJORIE  K.  BALAZS  Balazs  Analytical  Laboratory  Does  testing  for 
he  semiconductor  industry.  1988  revenues:  $2.5  million 

iARI  M.  GRIM  WordStar  International  Named  president  of  this 
vord-processing  software  pioneer  last  yeai' 

lARIA  S.  LiGETI  Qronos  Technology  Founded  to  generate  computer- 
ntegrated  manufacturing  software.  1988  revenues:  $10  million 

OANMA  L  lANNSON  Physical  Optics  Produces  fiber-optic  multiplex- 
■rs  for  telecommunications.  Estimated  1989  revenues:  $4.5  million 


ILENE  H.  LANG  Adelie  Stepped  up  as  president  of  the  marketing  soft- 
ware company,  part  of  AT&T,  last  September 

LYNNOR  B.  STEVENSON  Paravax  Former  Genentech  executive  now 
develops  vaccines  against  parasites.  First  products  for  animals 

PATRICIA  McGRATH  Tropix  Refining  technology  to  detect  sub- 
stances for  biomedical  and  environmental  testing 

TANIA  AMOCHAEV  Natural  Language  Joined  the  software  developer 
last  year.  Raised  $7.3  million  in  venture  capital  in  March 

DEBI WEXLER  Microcomputer  Power  Started  with  $5,000  in  1982,  MPI 
markets  personal  computer  systems.  1988  sales:  $31  million 
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ing  teams.  In  technical  professions, 
"v.ornen  simply  don't  move  into  general 
management"  as  fast  or  nearly  as  often 
as  men,  says  Vetter. 

When  women  do  make  it,  it's  fre- 
quently because  they  worked  harder  to 
amass  better  credentials.  Men  can  make 
the  transition  to  management  without 
an  MBA,  but  that's  tough  for  women. 
"As  a  woman  in  high  tech,  you  will  be 
suspect  technically  and  suspect  from  a 
business-manager  point  of  view,"  says 
Tania  Amochaev,  CEO  of  Natural  Lan- 
guage Inc.,  which  markets  an  English 


neering  materials  research  at  Allied-Sig- 
nal Inc.,  and  Mary-Dell  Chilton,  an  exec- 
utive director  of  biotech  and  agricultural 
research  at  Ciba-Geigy  Corp. 

Part  of  the  problem  is  that  scientific 
disciplines  have  traditionally  been  under 
the  thumb  of  research  and  academic  net- 
works where  women  still  aren't  very  vis- 
ible. Take  biotechnology:  Women  scien- 
tists are  hired  in  good  numbers  as 
researchers,  but  they're  "not  getting 
past  the  lab,"  says  a  former  manager  at 
Genentech  Inc.  Nor  are  they  entering 
biotech  executive  suites  via  other  routes. 


THE  ONLY  WAY  WAS  TO  GO 
INTO  SMALL  BUSINESS' 


Judy  M.  O'Shea,  president  of  Choles- 
tech  Corp.,  is  used  to  raised  eye- 
brows. "It's  no  surprise  anymore  when 
a  woman  is  running  an  advertising 
agency  or  a  retail  store,  but  people  are 
still  surprised  by  a  woman  running  a 
high-tech  company." 

Her  appetite  for  the  corner  office 
was  whetted  at  Dow  Corning  Corp.  In 
the  late  1960s,  when  the  company  be- 
came sensitized  to  discrimination, 
O'Shea  was  pushed  up  through  the 
ranks  so  quickly  that  she  didn't  feel 
she  was  gaining  the  experience  she 


language  interface  for  computer  data 
bases.  Amochaev  holds  a  degree  in  math 
and  racked  up  eight  years  in  manage- 
ment at  Control  Data  Corp.  But  she 
thinks  her  MS  in  management  from  the 
Sloasi  School  of  Business  was  essential 
to  vault,  her  into  the  executive  suite. 

Shifting  into  management  is  even 
more  difficult  for  female  scientists  than 
fill-  engineers.  Women  hold  17%  of  the 
m  physical  sciences  and  33%  in  life 
S'/'ence.'":,  but  only  a  handful  of  women 
scMifijUii.-i  hold  executive  slots.  Among 
them        Mary  L.  Good,  head  of  engi- 


needed.  She  also  resented  being  the 
token  female  executive.  "I  decided  that 
the  only  way  I  could  see  if  I  had  what 
it  took  was  to  go  into  small  business." 

After  starting  two  high-tech  compa- 
nies, O'Shea,  then  42,  founded  Choles- 
tech  last  year.  She  pried  $12  million 
from  venture  capitalists  to  develop 
tests  and  treatments  for  people  threat- 
ened by  excessive  cholesterol.  The  first 
product  is  due  next  year. 

O'Shea  doesn't  expect  to  be  a  rarity 
much  longer:  "I'm  at  the  front  end  of  a 
wave  of  women  now  in  their  30s  who, 
over  the  next  10  years,  will  be  ready  to 
build  their  own  high-tech  companies. 
When  that  happens,  watch  out." 


Women  entrepreneurs  say  they  cir- 
cumvented some  of  the  barriers  by 
launching  out  on  their  own.  Says  Balazs, 
who  started  her  company  in  1975  after 
reaching  a  dead  end  in  the  semiconduc- 
tor industry:  "When  you  start  your  own 
company,  men  put  you  under  a  different 
scrutiny.  They  recognize  it  as  daring." 

Sharon  R.  Shepard  agrees.  Several 
years  ago,  while  working  at  Westing- 
house  Electric  Co.,  the  mechanical  engi- 
neer says  she  hit  the  glass  ceiling.  So  in 
1985,  she  co-founded  Sensor  Frame 
Corp.  in  Pittsburgh  and  helped  raise  $1.5 


million  to  develop  a  device  that  cause; 
images  on  a  computer  screen  to  move  ii 
response  to  hand  motions.  Althougl 
Shepard  left  the  company  in  April  ovei 
differences  with  her  co-founder,  sh( 
says  she  "found  less  discrimination  a; 
an  entrepreneur  than  anyplace  else 
have  worked." 

That  doesn't  mean  women  entrepre 
neurs  have  an  easy  time  getting  fund 
ing.  "Venture  capitalists  are  very  ner 
vous  about  giving  money  to  women,' 
says  David  E.  Gold,  a  partner  at  Indo 
Suez  Group,  a  venture  fund. 

Just  ask  Judith  E.  Schwartz,  the  34 
year-old  founder  of  Polar  Spring  Co.  ii 
Menlo  Park,  Calif.  Last  winter,  sh( 
made  the  rounds  of  Silicon  Valley  ven 
ture  capitalists  to  get  backing  for  a  nev 
water-purification  system.  Most  turnec 
her  down.  One  even  called  her  husband; 
the  vice-president  of  engineering,  to  sai  ^ 
that  funding  prospects  would  improve  i  f 
he  took  over  as  president.  "I  have  trou  |( 
ble  imagining  a  woman  getting  a  phon( 
call  like  that  about  her  husband,"  note:  j 
Schwartz.  Margie  A.  Tingley,  CEO  o  t) 
Tingley  Systems  Inc.,  adds  that  after  li 
years  as  CEO  of  her  $10  million  company  \^ 
some  clients  and  suppliers  still  refe  ^ 
technical  questions  to  her  male  partner  [( 
'KEEP  TRYING.'  Yet  the  women  who  hav  j 
succeeded  have  no  intention  of  lettinj^, 
prejudice  get  them  down.  "I  don't  have  ;  ^ 
lot  of  patience  with  complaints  about  dis 
crimination,"  says  Maria  S.  Ligeti,  pres  ;j 
dent  of  Qronos  Technology  Inc.,  an  ir  m 
dustrial-software  house  with  sales  of  $1  j, 
million.  Before  starting  Qronos  in  1984  ^ 
Ligeti,  now  43,  was  a  co-founder  of  chij  p, 
maker  Seeq  Technology  Inc.  "If  some  ]j, 
thing  doesn't  succeed,  you  figure  ouj, 
what  went  wrong  and  keep  trying."  ji 

Unfortunately,  younger  women  seer 
to  be  losing  interest  in  taking  on  th\f 
hurdles  in  high  tech.  The  number 
women  entering  science  and  technolog;,^ 
fields  peaked  in  1986,  then  leveled  ofl^ 
And  at  the  last  meeting  of  the  America: 
Society  for  Electrical  Engineers,  an  irj^ 
formal  poll  of  women  engineers  with  [jj, 
to  10  years'  experience  revealed  thaj,. 
many  are  leaving  the  field,  frustrated  b(, 
sexism  and  lack  of  advancement.  .j| 

That's  too  bad,  because  many  wome^j 
who  entered  high  tech  a  decade  ago  ar|j| 
now  pushing  into  senior  managemeni  i^. 
More  women  moving  up  the  laddCij: 
means  "men  will  accept  women  as  peer,,, 
more  easily,"  says  Elizabeth  E.  Talletijj 
an  executive  vice-president  at  Centocoj^, 
Inc.  With  foreign  rivals  chewing  away  a  ,5, 
key  U.S.  high-tech  markets,  the  natiOy^ 
can't  afford  to  waste  anyone's  talent, 

By  Emily  T.  Smith  in  Neiv  York,  mt^ 
Alice  LaPlante  in  San  Francisco,  Paul  j47,|j 
giolillo  in  Boston,  Catherine  L.  Cantrell  i  ,j. 
New  York,  and  bureau  reports 
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MAKING  SCIENCE 
MORE  SEDUCTIVE  TO  WOMEN  ON  CAMPUS 


0  one  questions  that  women 
can  excel  in  science  and  tech- 
nology. Barbara  McClintock 
won  the  Nobel  prize  for  medicine  and 
physiology  in  1983,  as  Rosalyn  S.  Ya- 
low  had  done  in  1977,  and  Sally  K.  Ride 
aas  twice  flown  into  space. 

The  problem  is  getting  women  to 
choose  "tekkie"  careers— and  then  to 
stick  with  them.  Although  women  rep- 
resent two-thirds  of  the  graduate  stu- 
lents  in  psychology  and  about  40%'  of 
;hose  in  the  natural  sciences,  they 
nake  up  just  one-third  of 
he  overall  high-technol- 
)gy  student  body.  Only 
.5%  of  undergraduate  en- 
gineering students  are 
vomen — and   by  the 
loctorate  level,  that 
)ercentage  slips  to 
ess  than  7%.  After 
graduation,  there's 
:ven  more  attrition, 
ust  15%  of  all  high- 
ech  professionals  are 
/omen,  and  women  ac- 
ount  for  a  mere  4%  of 
America's  engineers.  It 
sed  to  be  even  less. 
And  that's  the  good 
ews.  Meanwhile,  the 
umber  of  white  Ameri- 
an  males  who  are  tak- 
I  ig  up  science  or  engi- 
eering   is  declining 
lightly.  Yet  demand 
ontinues   to  climb, 
oreign  nationals  are 
eing  drafted  to  plug 
le  gaps,  but  experts  warn  against  de- 
ending  on  them  as  permanent  replace- 
lents,  since  they  may  decide  to  return 
)  their  own  countries.  "Recent  gains 
tnong  women  and  minorities  are  not 
)mpensating  for  these  losses,"  says 
rich  Bloch,  director  of  the  National 
2ience  Foundation  (NSF).  "As  a  matter 
r  national  policy,  we  must  turn  these 
ends  around." 

ORE  MENTORS.  What  discourages  fe- 
lales  from  pursuing  high-tech  ca- 
!ers?  Many  talented  women,  like  their 
ale  counterparts,  simply  prefer  the 
ore  lucrative  opportunities  offered  by 
isiness  or  law.  And  when  women  do 
unge  into  science  or  engineering, 
ley  definitely  have  an  upstream  swim, 
ven  in  high  school,  they  must  buck 
iltural  and  sociological  barriers,  and 
T  graduate  school,  they  find  them- 
ilves  sorely  isolated.  With  a  dearth  of 
'  male  professors,  they  have  few  role 


models  and  often  face  subtle  discrimi- 
nation from  male  teachers,  especially 
those  who  hail  from  countries  where 
old-fashioned  attitudes  toward  women 
still  prevail. 

Sweeping  changes  are  required  to  al- 
ter the  outlook  for  women,  who  begin 
to  leak  out  of  the  science  and  engineer- 
ing "pipeline"  way  back  in  elementary 
school.  There,  girls  get  less  attention 
than  boys,  according  to  education  ex- 
perts, and  parents  and  teachers  often 
steer  girls  away  from  mathematics 
and  science.  The  result:  Males  begin  to 
surpass  females  on  math  tests  as  early 
as  age  13,  and  in  science,  boys  outscore 
girls  sooner.  Because  of  this  early 
"programming,"  says 
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TURNING  AWAY  FROM  HIGH  TECH 


SCIENCE  AND  ENGINEERING  DEGREES 
AWARDED  TO  WOMEN  AS  A  SHARE 
OF  ALL  SUCH  DEGREES  IN  1986 


BACCAUUREATES 


LIFE 

SCIENCES 
▲  PERCENT 


DATA;  NATIONAL  SCIENCE  FOUNDATION 


Marcia  C.  Linn,  a  professor  at  the  Uni- 
versity of  California  at  Berkeley's 
Graduate  School  of  Education,  women 
head  off  to  college  less  confident  in 
these  subjects. 

To  counteract  this  problem,  some  en- 
gineering schools — notably  Clarkson 
University,  Purdue  University,  and  the 
New  Jersey  Institute  of  Technology- 
invite  talented  high-school  women  to 
their  campuses  and  introduce  them  to 
engineering.  And  the  Society  of  Wom- 
en Engineers  has  set  up  a  mentor  pro- 
gram with  junior-high  girls. 

Once  they  enroll  female  candidates, 
universities  are  also  working  to  keep 
them  on  the  technology  track.  At  Pur- 
due, for  example,  women  were  drop- 
ping out  because  of  problems  with  the 
traditionally  tough  first-year  engineer- 
ing curriculum.  "Women  are  very 
quick  to  say:  'Maybe  I'm  not  cut  out  to 
be  an  engineer,'  "  says  Jane  Zimmer 


Daniels,  director  of  women-in-engineer- 
ing programs.  When  first-year  males 
do  badly,  she  adds,  "they  blame  it  on 
the  test  or  the  teacher." 

As  an  antidote,  Purdue  now  requires 
all  women  engineering  students  to  at- 
tend a  seminar  designed  to  help  them 
overcome  their  lack  of  confidence  and 
create  a  support  network.  It  seems  to 
be  working:  Purdue  claims  to  graduate 
the  largest  percentage  of  females — 
about  22%  of  all  engineering  grads. 

Berkeley's  computer-science  depart- 
ment had  a  similar  problem.  Five  years 
ago,  the  first  course  in  computer  sci- 
ence was  make-or-break  time,  and  far 
more  women  were  washing  out  than 
men.  The  importance  of  this  initial 
grade  was  scaled  back,  and 
now  the  computer-science 
program  is  one-third  female. 
'VICIOUS  CYCLE.'  Graduate 
school  is  where  the  most  wom- 
en are  lost.  In  electrical  engi- 
neering, for  example,  only  2% 
of  the  2,500  or  fewer  women 
who  annually  earn  undergradu- 
ate EE  degrees  go  on  to  receive 
doctorates.  The  most  important 
factor,  according  to  experts,  is 
a  lack  of  female  mentors. 
When  such  role  models  are 
provided,  the  situation  revers- 
es. In  a  study  by  Elizabeth 
Ivey,  chairman  of  the  physics 
department  at  Smith  College, 
women  who  received  science 
degrees  from  women's  univer- 
sities— where  faculty  is  45% 
female — earned  twice  as  many 
PhDs  as  women  who  attended  coed 
institutions. 

"It's  a  vicious  cycle,"  says  Betty  M. 
Vetter,  executive  director  of  the  Com- 
mission on  Professionals  in  Science  & 
Technology.  "As  we  graduate  fewer 
women,  we  get  fewer  women  faculty 
members"  to  serve  as  mentors.  The 
ranks  of  female  academics  at  coed 
schools  dropped  to  21%  in  1986,  from 
28%  a  decacie  before.  In  engineering,  a 
mere  2%  of  the  nationwide  faculty  is 
female,  and  they  usually  are  clustered 
at  the  assistant-professor  level. 

To  break  that  pattern,  the  NSF 
pegged  almost  $13  million  last  year  to 
provide  women  scientists  with  research 
funds  and  appointments  as  primary  re- 
searchers at  universities.  But  it  will 
take  more  such  intervention  before  to- 
day's talented  women  may  rise  to  the 
challenge  in  science  and  engineering. 
By  Naomi  Freundlich  in  New  York 
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From  the  Apple'  Macintosh  llx  and  Ilex 
to  the  Apple  LaserWriter'  IIntx  printers: 
so  advanced  is  Macintosh  computer  tech- 
nology that  it  practically  demands  an 
advanced  support  network  to  help  business 
users  make  the  most  of  it. 

That's  where  ComputerLand'  comes  in. 
With  more  than  30()  Apple-authorized 
centers,  a  spectrum  of  customized  service 
plans,  and  special  network  training  and 
support  facilities,  ComputerLand  is  in  a 
unique  position  to  help  business.  And  the 
Macintosh  family  — with  its  computational 
muscle  and  ability  to  network  and  connect 
with  other  computers— is  ideally  suited  for 
today's  hybrid  workplace.  So  drop  by  or 
call  our  ComputerLand  store.  Together, 
we'll  put  Macintosh  to  work  for  you. 


'We  sell  and  install  more 
networks  in  the  U.  S.  than  any 
other  company  -by  a  factor 

of  nearly 
3  tor 


□  □ 


Mi 


ComputerUincI 

Business  to  business.  Person  to  person. 


AlAndrus. 
Senior 

Vice-President, 
Service  and 
Support, 
ComputerLand 


Aiiihon/.ed  Dealer 


ComputerLand  Corporation.  Apple,  the  Apple  loiio.  LaserWriter  and  Macintosh  are  registered  trademarks  of  Apple  Computer.  Inc 


evelopments  to  Watc 


)ITEDBY  OTIS  PORT 


EAVING  HEADLIGHTS  OH  ALL  DAY 
lOH'T  FAZE  THIS  BATTERY 


Jumper  cables  could  go  the 
way  of  buggy  whips, 
thanks  to  the  Champion 
Switch  car  battery.  It  packs  a 
one-two  punch:  a  main  battery 
plus  a  reserve  power  source, 
both  squeezed  into  a  case 
slightly  smaller  and  25% 
lighter  than  regular  12-volt 
units.  The  spare  battery  stores 
enough  juice  to  start  a  car  at 
least  20  times  even  if  the  main 
battery  is  totally  dead.  Just 
flip  a  little  yellow  switch  on 
3  Switch,  and  the  Champ  gets  a  second  wind. 
Developed  by  Australia's  Pacific  Dunlop  Ltd.,  the  Switch 
11  be  available  this  fall  in  the  Southeast.  Come  spring,  it 
ould  be  stocked  by  all  Montgomery  Ward  &  Co.  auto  cen- 
•s.  Its  price  will  be  close  to  other  top-end  batteries' — around 
3.  Developing  the  Switch  took  a  decade  and  $50  million, 
eluding  the  cost  of  automated  production  lines  in  Australia 
d  at  the  Columbus  (Ga.)  plant  of  subsidiary  GNB  Inc. 
To  auto  makers,  the  battery's  fail-safe  feature  is  just  for 
irters.  Cars  are  being  fitted  with  so  many  electronic  gadgets 
it  12-volt  batteries  will  soon  yield  to  24-volt  models.  There's 
room  under  the  hood  for  such  huge  batteries.  But  Switch  is 
ilt  from  half-inch-thick  power  modules  that  could  be  in- 
Jled  in  doors  or  under  seats  to  deliver  the  extra  voltage. 


)H  OF  GATORADE: 

)MIHG  SOOH  TO  A  STORE  HEAR  YOU? 


^  fter  a  vigorous  workout,  athletes  need  more  than  a  swig 
A  of  Gatorade,  which  just  quenches  their  thirst  by  replen- 
ing  lost  fluids  and  body  salts.  So  Dr.  Robert  Cade,  the 
iversity  of  Florida  physiologist  who  devised  the  formula  for 
torade  24  years  ago,  has  cooked  up  a  new  drink,  called  Go! 
t's  a  dairy-based  beverage  containing  the  vitamins,  miner- 
,  and  amino  acids  that  help  muscles  recover  from  strenuous 

rcise.  Members  of  the  Florida  swim  team  who  guzzled  it 
re  able  to  train  30%'  harder  with  no  ill  effects.  Blood  sam- 
s  from  swimmers  who  didn't  get  Go!  had  twice  as  much  CPK 
yme,  an  indicator  of  muscle-tissue  damage. 
»futri-Products  Inc.,  which  markets  the  drink,  reports  a 
eefold  sales  gain  since  its  January  debut.  Kroger  Co.  plans 
carry  it  in  its  Atlanta  supermarkets  by  September.  When 

rest  of  the  country  will  get  Go!  is  uncertain. 


)IOS,  VOYAGER  2 
-BUT  KEEP  IH  TOUCH 


L  s  Voyager  2  streaks  toward  its  historic  rendezvous  with 

^  Neptune,  technicians  at  the  Jet  Propulsion  Laboratory 
already  looking  ahead  to  the  space  probe's  next  40  years. 

•  the  rest  of  Voyager's  life,  an  "expert  system"  computer 

gram  will  assume  the  job  of  monitoring  its  flight. 

'ome  September,  the  craft  will  be  hurtling  into  deep  space. 

:  much  will  happen  there,  so  NASA  won't  keep  a  mission-con- 
team  at  its  terminals.  But  Voyager  2  will  continue  to  relay 

a  of  intense  scientific  interest:  At  what  distance,  for  in- 


stance, will  the  probe  slip  from  the  last  vestige  of  the  sun's 
gravity?  To  spot  such  milestones,  the  tireless  computerized 
expert  will  keep  tabs  on  the  telemetry  and  will  alert  human 
operators  when  it  detects  anything  unusual.  And  if  a  problem 
crops  up,  the  system  will  even  suggest  what  to  do  about  it. 

Ursula  M.  Schwuttke,  a  JPL  engineer,  directed  development 
of  the  software,  using  a  "shell"  program  from  Software  Archi- 
tecture &  Engineering  Inc.  Next,  the  expert  system  will  moni- 
tor the  October  launch  of  the  Galileo  space  telescope.  When 
everyone  is  satisfied  that  it  works  properly,  it  will  displace 
some  human  operators.  "But  the  goal  isn't  just  to  do  things 
cheaper,"  says  Schwuttke.  "It's  to  do  things  better." 


'LIQUID  BREATH'  THAT  MAY  SAVE 
PREEMIES'  LIVES 


ack  in  the  1970s,  scientists  tried  to  create  artificial  blood 
•plasma  from  certain  liquid  fluorocarbons.  That  didn't 
work.  But  now  the  same  type  of  chemicals  may  get  a  second 
chance  to  save  lives — by  helping  premature  infants  to  breathe. 

Fluorocarbon  fluids  have  a  prodigious  capacity  to  soak  up 
oxygen,  and  pumping  an  oxygen-rich  fluid  into  a  baby's  lungs 
would  be  better  than  hooking  a  "preemie"  up  to  the  usual 
respirator,  says  Thomas  H.  Shaffer,  professor  of  physiology 
and  pediatrics  at  Temple  University.  Respirators  put  the  oxy- 
gen under  so  much  pressure,  he  explains,  that  an  immature 
infant's  lungs  can  be  damaged,  reducing  the  odds  of  survival. 

Last  May,  doctors  at  St.  Christopher's  Hospital  for  Children 
in  Philadelphia  used  Shaffer's  breathing  solution  to  keep  alive 
a  premature  infant  girl  who  weighed  a  mere  two  pounds.  The 
tiny  patient  eventually  died,  but  doctors  believe  that  the  liquid- 
breathing  technique  prolonged  her  life.  Shaffer  has  received 
approval  from  the  Food  &  Drug  Administration  to  try  the 
technique  on  other  infants  who  would  otherwise  not  survive. 
Someday,  it  might  also  help  adults  with  severe  lung  ailments. 


A  HIGH  RISE  BUILT  WITHOUT 
HUMAH  HAHDS— WELL,  ALMOST 


Japan's  booming  construc- 
tion industry  is  grappling 
with  a  labor  shortage.  To  fill 
the  gap,  foreign  workers  are 
flooding  in.  But  Osaka's  Oh- 
bayashi  Corp.  has  another  so- 
lution: buildings  that  virtual- 
ly build  themselves. 

Because  the  Tokyo  govern- 
ment has  long  promoted 
automation  as  preferable  to 
foreign  labor,  other  construc- 
tion companies  have  plucked 
technology  from  the  factory 
floor  for  robot  welders  and  concrete  sprayers.  But  Ohbayashi 
is  going  further  and  applying  full-blown  computer-integrated 
manufacturing  to  the  building  site.  The  high-rise  assembly 
process  begins  with  a  "superconstruction  floor,"  or  SCF.  This 
bootstrapping  module  is  outfitted  with  vats  of  concrete,  steel 
pillars,  prefabricated  walls  and  floors,  and  various  robot 
cranes,  welders,  and  concrete  sprayers.  Once  the  foundation 
and  ground  floor  are  ready,  the  SCF  climbs  its  own  steel  frame 
to  tack  on  successive  floors. 

Ohbayashi  claims  that  its  system,  which  can  toil  24  hours  a 
day,  could  put  up  a  40-story  building  in  half  the  time  normally 
needed.  Moreover,  it  requires  only  one-tenth  the  usual  number 
of  human  workers.  The  first  big  test  is  slated  for  next  year. 
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THE  WORKPLACE  I 


VOLVO'S  RADICAL  NEW  PLANT: 
'THE  DEATH  OF  THE  ASSEMBLY  LINE'? 


The  carmaker's  experiment  in  ending  deadly  routine  has  sparked  interest  worldwide 


In  a  trial  run,  Roger  Holtback,  presi- 
dent of  Volvo  Car  Corp.,  exchanged 
his  usual  Saville  Row  suit  for  cover- 
alls and  assembled  a  car  all  by  himself 
at  a  new  plant  in  Uddevalla,  Sweden. 
Holtback  managed  to  drive  off  in  the 
finished  Volvo  740,  though  it  was  by  no 
means  free  of  defects.  "It  started  nicely, 
but  it  wouldn't  have  been  delivered  to  a 
customer,"  Holtback  says.  "I  felt  like  an 
apprentice."  Still,  this  1987  ex- 
periment reinforced  Volvo's  radi- 
cal decision  to  mass-produce  the 
midline  740  at  Uddevalla  without 
using  assembly  lines. 

In  full  production  since  early 
this  year,  the  plant  employs 
teams  of  7  to  10  hourly 
workers.  Each  team  works 
in  one  area  and  assembles 
four  cars  per  shift.  Since 
members  are  trained  to 
handle  all  assembly  jobs, 
they  work  an  average  of 
three  hours  before  repeating 
the  same  task.  Uddevalla  thus 
avoids  the  classic  problems  asso- 
ciated with  work  cycles  of  only 
one  or  two  minutes  on  conven- 
tional assembly  lines,  where  the 
mind-numbing  routine  leads  to 
boredom,  inattention,  poor  quality,  and 
high  absenteeism. 

HUMAN  CONCERNS.  Volvo's  attempt  to 
eliminate  these  problems  and  still  oper- 
ate efficiently  is  bringing  worldwide  at- 
tention to  Uddevalla.  Throngs  of  report- 
ers, especially  from  Japan,  were  on  hand 
when  the  plant  recently  opened  its  doors 
to  visitors.  It  is  stirring  up  interest  in 
the  U.  S.,  where  the  United  Auto 
Workers  and  American  carmak- 
ers are  searching  for  an  assem- 
bly system  that  can  compete  in 
terms  of  productivity  and  quality 
with  Japanese  plants  while  mak- 
ing the  work  less  (.nerous. 

But  Holtback  insists  that  Ud- 
devalla should  not  be  viewed 
merely  as  an  effort  to  make 
\v('i'.k(;>rs  happy.  "We're  not  doing 
this  i'.fcause  we  are  nice  guys," 
Ik  -rys.  We  are  '.ot  doing  this 
i::(--ause  we  like  .'xperiments." 
.\ithoii..  i;  Volvo  refuses  to  re- 


lease productivity  figures,  the  company 
claims  that  Uddevalla  already  produces 
cars  with  fewer  hours  of  labor  and  bet- 
ter quality  than  its  three  other  Swedish 
plants. 

It  wasn't  a  lack  of  success  in  the  car 
business  that  drove  Volvo  to  design  such 
a  radically  different  system.  Sales  to- 
taled $16.  i  billion  in  1988,  a  50%  increase 
since  1988.  Last  year,  operating  profits 


new,  $220  million  plant  in  Uddevalla, 
North  Sea  port  that  once  boasted  a  larg( 
shipbuilding  industry.  To  bring  jobs  bad 
to  the  area,  the  Swedish  government  aid 
ed  Volvo  with  large  tax  write-offs.  Anc 
the  Metal  Workers'  Union,  a  staunci 
supporter  of  work  reforms,  cooperatec 
with  the  company  in  planning  the  plani 
and  training  the  work  force.  Such  labor 
management  cooperation  is  not  unusua 


HOW  VOIVO'S  TEAMWORK  WORKS 

Teams  at  the  Uddevalla  plant  largely  manage 
themselves,  supervised  by  only  two  tiers  of  managers. 
Morale  is  high,  and  absenteeism  is  only  8%. 


totaled  $1.2  billion,  and  Volvo  has  no 
net  debt.  But  it  has  a  problem  that 
haunts  all  Swedish  manufacturers:  The 
country's  highly  educated,  well-trained 
labor  force  doesn't  like  to  work  in 
factories. 

Volvo's  Swedish  plants  suffer  absen- 
teeism of  20%,  and  almost  one-third  of 
its  workers  quit  yearly.  More  pay 
does  not  motivate 
Swedes;  taxes  take  up 
to  70%  of  any  over- 
time pay.  With  unem- 
ployment at  1.6%, 
there  is  no  lack  of 
jobs.  Says  Per-Olov 
Bergstrom,  a  national 
bargainer  for  the 
Swedish  Metal  Work- 
ers' Union:  "The  main 
problem  in  the  '90s 
simply  will  be  to  keep 
a  work  force.'' 

So  Volvo  built  the 


for  Volvo.  The  company  chairmai 
and  CEO,  Pehr  G.  Gyllenhammar,  pu 
two  union  delegates  on  Volvo's  board  ii 
1971,  before  Swedish  law  required  it. 

Volvo  also  has  been  a  leader  in  experi 
menting  with  new  work  systems.  Iti 
Kalmar  plant,  opened  in  19'74,  groupei 
15  to  20  employees  in  teams  that  als( 
operated  without  a  movmg  assembi 
line.  Each  team  builds  large  sections  o 
a  car,  and  Kalmar  now  has  an  average 
work  cycle  of  30  minutes.  The  compan; 
says  productivity  is  higher  here  than  a 
its  large,  conventional  assembly  plant  a 
Gothenburg,  which  has  relatively  fev 
teams.  But  absenteeism  at  Kalmar  re 
mains  at  17%,  only  a  notch  below  Goth 
enburg's  19%  to  20%. 

Uddevalla  goes  much  further  thai 
Kalmar.  It  is  divided  into  six  assembi; 
plants,  each  of  which  has  eight  teams 
The  teams  largely  manage  themselves 
handling  scheduling,  quality  control,  hii 
ing,   and   other  duties   normally  pei 
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jrmed  by  supervisors.  Indeed,  there  are 
0  first-line  foremen  and  only  two  tiers 
f  managers.  Each  team  has  a  spokes- 
erson/ombudsman,  who  reports  to  one 
f  six  plant  managers,  who  in  turn  re- 
ort  to  Leif  Karlberg,  president  of  the 
ntire  complex. 

Morale  seems  high  at  Uddevalla.  Ab- 
inteeism  is  only  87^.  Workers  have  a 
Dectacular  view  of  a  fjord.  The  plant  is 
ell  lighted,  and  noise  is  subdued.  "This 
ictory  is  exceptional  even  for  Sweden," 
lys  Mariane  Apelman,  a  former  ship- 
ird  welder  and  now  a  shop  steward. 
Vly  children  are  9,  10,  and  11.  They'll 
ive  a  good  work  environment  when 
ley  graduate.  This  is  the  right  way." 
olvo  gives  its  workers  16  weeks'  train- 
g  before  they  are  allowed  near  a  car, 
id  on-the-job  orientation  lasts  16 
onths  more.  Pay  averages  $10  an  hour. 
Volvo's  goal  is  to  produce  40,000  cars 
year  by  1991  in  single-shift  production, 
lat's  a  relatively  small  volume  com- 
ired  with  the  average  120,000  produc- 
)n  of  most  auto  plants.  Other  Volvo 
ants  produce  all  of  the  740's  compo- 
!nts  and  perform  the  major  operations 
stamping,  welding,  and  painting  car 
idies  that  are  shipped  to  Uddevalla. 
RAFTSMANSHIP.'  After  entering  the 
int,  the  car  bodies  glide  noiselessly  on 
agnetic  tracks  to  the  assembly  points, 
lere  Volvo-designed  machines  lift  and 
t  the  body  to  any  angle.  More  than 
%  of  the  assembly  can  be  done  from  a 
mfortable  working  position  with  no 
nding  or  stretching.  Teams  determine 
w  long  they'll  work  on  a  car  and  take 
sponsibility  for  fixing  defects.  Boasts 
)lvo's  Karlberg:  "This  isn't  just  new 
oduction  technology.  It  is  the  death  of 
2  assembly  line.  We've  brought  back 
iftsmanship  to  auto  making." 
But  skeptics  question  whether  Volvo's 
proach  will  spread.  "I  don't  think  it 
11  be  any  kind  of  industrial  revolu- 
n,"  says  John  F.  Krafcik,  a  consultant 
the  International  Motor  Vehicle  Pro- 
am  at  Massachusetts  Institute  of 
chnology  who  has  studied  80  auto 
ints.  "Uddevalla  can  achieve  a  high 
'el  of  quality,"  he  adds,  "but  there  is 
way  it  can  match  the  productivity  of 
reasonably  efficient,  mass-production 
stem,  Japanese  or  American." 
Japanese  auto  makers,  the  most  effi- 
nt  in  the  world,  show  no  indication  of 
itching  from  the  moving  assembly 
e.  U.  S.  companies  have  taken  a  few 
ips  in  that  direction,  and  many  in  the 
W  prefer  a  Volvo-style,  autonomous 
oup  approach  to  the  Japanese  system 
I  closely  supervised  teams.  If  the  Volvo 
icept  does  indeed  increase  efficiency 
ir  the  longer  term,  then  pressures 
.y  mount  in  the  U.  S.  to  begin  replac- 
;  the  assembly  line. 

By  Jonathan  Kapstein  in  Uddevalla. 
eden,  vntk  John  Hoerr  in  New  York 
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FO  Tf  U  BY  SUZANNE  WOOLLEY 


Health 


HEART  TRANSPLANTS: 
THE  BEAT  HAS  PICKED  UP 


Jimmy  Moore  is  one  of  the 
lucky  ones.  Three  years 
ago,  at  age  29,  the  Easley 
(S.  C.)  resident  had  a  heart 
transplant.  Last  October,  he 
finished  his  fourth  triathlon — 
he  swam  six-tenths  of  a  mile, 
rode  a  bike  for  25  miles,  and 
wrapped  it  up  by  running  6.2 
miles.  But  this  display  of  exu- 
berant health  is  not  what 
makes  Moore  fortunate:  He's 
lucky  he  has  a  heart  at  all. 

Today,  about  1,200  people 
are  waiting  for  heart  trans- 
plants; 30%  of  them  have  been 
waiting  for  more  than  six 
months.  And  300  of  these  pa- 
tients are,  in  effect,  on  death 
row:  They'll  die  without  ever 
getting  a  new  heart.  "The  dif- 
ference between  supply  and 
need  is  growing  dramatical- 
ly," says  Moore's  surgeon, 
William  H.  Frist,  director  of 
the  heart  transplant  program 
at  Vanderbilt  University  Med- 
ical Center  and  the  author  of 
Transplant  (Little,  Brown, 
$18.95).  But  it  doesn't  have  to 
be  that  way,  because  there 
are  potentially  enough  organs 
available.  About  25,000  people 
healthy  enough  to  be  organ 
donors  die  unexpectedly  every 
year  in  the  United  States, 
most  of  them  in  accidents. 
But  fewer  than  4,000  become 
donors  of  hearts  or  any  other 
organs  (box). 
What  makes   the  heart 


shortage  so  acute  is  the  soar- 
ing number  of  transplant  op- 
erations. Last  year,  there 
were  1,647  heart  transplants 
in  the  U.  S.,  up  from  a  pio- 
neering 172  in  1983.  "What 
was  once  unattainable  is  now 
routine,"  says  Frist.  And 
many  patients  live  a  long  time 
and  lead  normal  lives.  Their 
one-year  mortality  rate  is  be- 
low 20%,  and  their  10-year 
mortality  rate  is  a  mere  27%, 
according  to  a  study  by  the 
International  Society  for 
Heart  Transplantation. 
TERMINAL  CASE.  Typical  heart 
transplant  patients  are  white, 
male,  and  over  45.  Frequent- 
ly, they're  not  long-term  or 
chronic  sufferers  of  cardiac 
disease — but,  to  qualify,  they 
must  be  terminal  cases.  Often 
they're  shocked  at  the  sudden 
onset  of  their  condition. 

Jimmy  Moore  certainly 
was.  One  day  he  went  to  the 
doctor  and  was  diagnosed 
with  the  flu.  Two  days  later, 
still  weak  and  feverish,  he 
went  back  to  the  doctor.  Flu 
again.  Everybody's  got  it,  he 
was  told.  But  Moore  just  got 
worse.  Before  long,  he  was 
vomiting  and  listless,  barely 
able  to  move.  This  time  the 
doctor  did  a  complete  physi- 
cal. The  X-ray  told  the  tale: 
His  heart  was  so  enlarged 
and  dilated  that  the  muscle 
was  weakened  and  could  bare- 


ly pump.  Within  two  months, 
he  was  at  Vanderbilt  waiting 
for  a  new  heart.  Five  weeks 
later,  he  had  one. 

Despite  dramatic  break- 
throughs, the  operation  and 
what  follows  are  still  an  or- 
deal. For  one  thing,  the  imme- 
diate post-op  period  is  touchy 
and  extremely  difficult.  Pa- 
tients have  to  go  through  at 
least  a  month  of  physical 
therapy  to  recondition  mus- 
cles that  have  atrophied  dur- 
ing their  enforced  idleness. 
During  that  time,  some  pa- 
tients live  in  a  halfway  house. 

Also,  there  is  danger  when 
the  body  tries  to  reject  the 
heart — something  that  hap- 
pens to  everyone  at  least  once 
in  the  year  following  implan- 
tation, typically  in  the  first 
three  months.  Usually  there 
are  no  symptoms — the  prob- 
lem shows  up  only  through  a 
routine  series  of  cardiac  biop- 
sies and  is  treated  with  ste- 
roids. These  drugs,  however, 
weaken  the  immune  system — 
so  that  everyday  infections, 
such  as  colds,  can  prove  fatal. 

Heart  transplants  are  not 
cheap:  They  average  close  to 
$140,000.  What's  more,  first- 
year  follow-up  costs,  includ- 
ing medication,  are  more  than 
$20,000.  From  then  on,  phar- 
macy bills  top  $6,000  a  year. 
The  good  news,  though,  is 
that  insurance  usually  covers 


the    bulk    of    the  costii 
It  can  be  surprisingly  har 
for  patients  to  convince  th 
rest  of  the  world  that  they'i 
not  sick  anymore.  Like  peop| 
who  have  overcome  cancer  c| 
mental  illness,  transplant  sujj 
vivors  are  treated  with  ki- 
gloves.  Jimmy  Moore,  for  iiu 
stance,  knew  better  than  ta 
try  to  get  his  old  constructio  it 
job  back.   Even  his  budd;)t 


SO  MANY 
PMIENTS,  SO 
FiW  DONORS 


iverj'  80  minutes,  a  new 
name  is  added  to  the 
I  w:  iting  list  for  organ 
tj-ansi'lants — which  has  cur- 
rently t  uiged  to  17,000  people. 

J>ere  ire  many  more  candi- 
•iutes    (ir  the  list,  but  the 


number  is  purposely  held 
down  to  avoid  raising  false 
hopes:  Many  of  these  patients 
will  never  obtain  the  organ 
that  they're  seeking. 

Consider  this:  In  the  U.  S., 
15,000  people  are  waiting  for 
a  kidney.  About  10,000  will 
get  one.  But  about  half  of  the 
90,000  dialysis  patients  should 
have  one.  This  stark  differ- 
ence between  demand  and 
supply  is  particularly  discon- 


certing because  more  kidney 
transplants  would  cut  the  na- 
tion's ballooning  health  care 
expenditures.  According  to 
the  Annenberg  Washington 
Program  of  Northwestern 
University,  a  health  care 
think  tank,  follow-up  medical 
costs  after  a  $32,000  kidney 
transplant  are  only  about  one- 
third  as  much  as  the  cost  of 
continuing  dialysis.  Savings 
can  reach  $25,000  a  patient 


each  year.  And  as 
hearts,  kidney  transpl 
have  a  high  success  rate: 
of  the  patients  survive 
least  a  year. 

Livers  are  less  in  dentt 
The  procedure  is  not  as 
mon  because  of  its 
cost— $267,000— and  lesse 
ficacy.  The  one-year  surt( 
rate  is  only  about  70%.  '.  \\ 
so,  nearly  500  people  are 
ing  for  new  livers,  and 
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0  runs  a  volun- 


:r  rescue  squad, 
d  he  didn't  want  him 
ving  the  ambulance  aii\- 
re.  Moore  was  then  turned 
vn  for  work  by  the  pohce, 
ales  merchandising  group, 
1  even  a  used  car  dealer, 
w,  he's  recruiting  new 
finesses  for  the  Easley 
imber  of  Commerce. 
)thers,    however,  have 


nected,  matches  donors  and 
recipients— based  on  location, 
tissue  and  blood  type,  body 
size,  and  the  urgency. 

UNOS  ironed  out  some  of  the 
kinks,  but  it  did  nothing  for 
the  bigger  challenge  of  lining 
up  more  donors.  Nor  is  the 
health  care  system  doing 
much  to  recruit  them.  All  hos- 
pitals   receiving  medicare 
funds  must  have  policies  man- 
dating that  the  next  of  kin  of 
brain-dead    patients  with 
healthy   organs   be  asked 
whether  they  want  the  rela- 
tive's organs  donated.  But 
rather  than  add  to  the  fam- 
ily's distress,  doctors  and  hos- 
pital administrators  often  fail 
to  follow  these  rules. 
FAMILY  AFFAIR.  All  this  makes 
it  crucial  that  people  wishing 
to  donate  organs  tell  their  rel-  I 
atives.  In  42  states,  driver's 
licenses  contain  check-off  box- 
es for  expressing  a  desire  to 
be  a  donor.  Carrying  an  or- 
gan-donor card  or  writing  a 
living  will  can  accomplish  the 
same  purpose.  But  whichever 
way  is  chosen,  organ  donating 
IS  still  not  automatic.  These 
documents  are  only  taken  as 
indications  of  a  person's  will- 
ingness to  donate.  One's  clos- 
est relatives  will  almost  al- 
ways be  asked  to  make  the 


SI 
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eased  back  into  demanding 
jobs.  Of  course,  it  helps  when 
the  patient  built  the  company. 
Take  William  McGowan, 
chairman  and  CEO  of  MCI  Com- 
munications, the  long-distance 
phone  company.  Knocked  out 


of  90%  will  probably 
le  before  long;  there 
,700  liver  transplants  in 
S.  in  1988. 

?  a  donor  can  extend 
ich  of  a  lifetime  in  a 
cable  way.  Whether 
!  generally  in  good 
or  not,  the  organs  of 
Jople  who  die  suddenly 
ible.  Donating  heart, 
liver,  and  two  kidneys 
I  day  or  two  can  mean 


taking  as  many  as  five  people 
off  the  terminal  list,  giving 
them  a  chance  for  a  healthy 
new  life.  Within  another 
week,  two  corneas  could  come 
out  of  storage  to  bring  the 
gift  of  sight  back  to  two  oth- 
ers. Perhaps  a  month  later, 
even  the  donor's  bones  and 
marrow  may  start  making 
movement  less  painful  for  15 
more  people.  That  is  the  ulti- 
mate in  volunteerism.      J.  R. 


of  commission  for  almost  a 
year  following  a  near-fatal 
heart  attack  and  subsequent 
heart  transplant,  McGowan  is 
up  again  and  running  hard— 
and  his  company  is  more  prof- 
itable than  ever. 

Getting  a  heart  transplant 
used  to  depend  on  how  impor- 
tant you  were,  how  much 
money  you  had,  and  whom 
you  knew.  Heart  transplant 
list-jumping  was  widespread. 
That  all  changed  in  1984, 
when  the  National  Organ 
Transplant  Act  set  up  a  na- 
tionwide computerized  system 
called  the  United  Network  for 
Organ  Sharing  (UNOS).  This 
system,  to  which  all  trans- 
plant centers  must  be  con- 
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final  decision 

For  information  on  organ" 
transplants  and  donations, 
call    Richmond,    Va. -based 
UNOS  24  hours  a  day  at  800  24- 
DONOR  or  try  804  330-8500 
during  working  hours.  Much 
as  people  put  off  drawing  up 
a  will,  planning  for  the  possi- 
bility that  you  may  someday 
be  a  donor  is  unsettling.  In 
the  same  vein,  it's  hard  to 
think  that  someday  you  may 
need  a  donor.  While  this  may 
be  one  of  the  hardest  deci- 
sions you'll  ever  make,  it's 
one  that  can  make  the  most 
difference.     Jeffrey  Rothfeder 
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Smart  Money 

WHEN  TO  REFINANCE— 
AND  WHEN  TO  STAY  PUT 


Iow  that  interest  rates 
have  retreated  from 
double-digit  heights,  legions 
of  homeowners  are  expected 
to  refinance  their  mortgages 
in  coming  months.  But  if 
you're  hoping  to  lighten  the 
monthly  payment  load,  don't 
rush  off  to  the  bank.  Lower 
rates  won't  automatically 
translate  into  savings. 

True,  current  rates  are  en- 
ticing: A  fixed-rate,  30-year 
mortgage  has  slipped  to 
about  9.5%,  roughly  1.5  per- 
centage points  lower  than  in 
May.  And  economist  Richard 
Peach  at  the  Mortgage 
Bankers  Assn.  reckons  that 
rates  might  drop  an  addition- 
al quarter-  to  half-point  by 
yearend  if  the  Federal  Re- 
serve Board  further  eases 
credit. 

But   before   you  begin 


Lower  rates  may 
not  translate  into 
big  savings 


combing  through  the  real  es- 
tate section  of  the  local 
newspaper  for  the  lowest 
rates,  keep  in  mind  that  a 
lower  rate  is  only  part  of  the 
equation.  Refinancing  in- 
volves much  of  the  same  pa- 
perwork and  closing  costs 
you  faced  in  getting  the  orig- 
inal mortgage.  Finance 
charges,  or  points,  plus  the 
costs  of  title  search  and  in- 
surance, appraisal,  and  attor- 
neys run  from  3%  to  6%  of 
the  amount  being  borrowed. 
Moreover,  you  can't  deduct 
the  points  when  you  file  your 
income  tax  return  next  year. 
In  a  refinancing,  they  can  be 
deducted  only  over  the 
course  of  the  loan.  On  top 
0*"  thi.s,  your  existing  mort- 
K'-.j.{e  might  carry  prepay- 
t  yrinaiti  ;S. 
-1.S  ;    rule,  refinancing 


makes  sense  if  the  prevailing 
market  rate  is  at  least  two 
percentage  points  below  that 
of  your  existing  mortgage. 
But  it's  just  as  important  to 
know  how  much  longer  you 
plan  to  stay  in  your  home. 
Three  years  is  considered  the 
minimum  by  most  experts, 
and  with  good  reason.  If  you 
have  $100,000  in  principal  re- 
maining on  an  existing  mort- 
gage at  11.5%  and  want  to 
refinance  at  the  current  rate 
of  9.5%,  your  monthly  pay- 
ment would  drop  to  $840.85 
from  $990.29  on  a  30-year 
loan.  That  adds  up  to  an  an- 
nual savings  of  $1,793.28. 
Not  bad.  But  if  closing  costs 
averaged  5%  of  the  principal, 
or  $5,000,  you  wouldn't  real- 
ize a  savings  until  1992. 
CUTTING  COSTS.  Your  best 
bet  to  minimize  closing  fees 
may  be  to  refinance  through 
your  current  mortgager.  The 
Federal  National  Mortgage 
Assn.,  which  buys  mort- 
gages and  helps  set  industry 
standards,  has  waived  the 
need  for  a  new  appraisal 
when  your  old  firm  provides 
the  new  loan.  This  could 
mean  a  savings  of  as  much 
as  $250.  Fannie  Mae  has  also 
eliminated  second-round 
credit  and  employment 
checks.  The  waivers  apply 
only  for  fixed-rate,  conven- 
tional mortgages. 

You  may  be  able  to  win 
other  concessions  if  you  have 
been  a  reliable  borrower  and 
your  payments  are  current. 
For  starters,  the  lender 
might  forgo  a  new  survey, 
which  can  cost  about  $250. 
You  might  also  get  a  break 
on  title  insurance  fees,  which 
can  easily  top  $700.  Coun- 
trywide Funding  in  Pasade- 
na, Calif.,  even  offers  cur- 
rent borrowers  a  $250  credit 
toward  closing  costs.  That's 
not  a  lot,  but  the  more  you 
hold  down  such  expenses, 
the  more  that  refinancing 
will  pay  off.      John  Meehan 


What's  In 


FOR  A  NET  GAIN, 

TRY  A  WIDE-BODY  RACKET 


Tennis  buffs  are  calling  it 
the  wide-body  revolu- 
tion, the  most  dramatic 
innovation  in  tennis  rackets 
since  the  advent  of  Prince's 
oversized  model  more  than  a 
decade  ago.  These  wider- 
framed,  hollow-cored  rackets 
are  fast  becoming  the  stan- 
dard among  recreational  and 
club  players.  The  reason: 
more  power. 

Wide-bodies  add  speed  to 
any  swing,  says  David 
Creighton,  tennis  coach  at  the 
University  of  Minnesota. 
That's  because  the  racket's 
frame  may  be  at  least  twice 
as  wide  as  the  conventional 
18-mm  midsize  frame,  making 
it  about  157'  stiffer.  That  may 
sound  like  a  good  recipe  for 
tennis  elbow,  but  makers  say 
other  parts  of  the  racket  are 
engineered  to  be  more  flexi- 
ble. And  their  new  hollow- 
cored  construction  means  that 
they're  lighter  than  conven- 
tional rackets. 

According  to  Creighton,  the 
rackets  are  "most  effective 
for  those  with  a  slower,  flat 
swing,"  which  aptly  describes 
most  players.  Says  Robin 
Deutsch,  equipment  editor  for 
Tennis  magazine:  "Beginning 
and  intermediate  players  find 
the  game  easier  to  play  be- 
cause it  takes  less  effort  to 
drive  the  ball." 

Wilson  introduced  wide-bod- 
ies in  1987  with  its  Profile 


2.7si  (the  "si"  stands  for  stif 
ness  index).  Today,  it's  tl 
most  popular  wide-body  ar 
costs  about  $225.  A  more  r 
cent  entry  is  Wilson's  Profi 
3.6si,  under  $200.  Creightc 
says  the  new  Profile  isn't  i 
stiff  as  the  2.7si  but  is  strun 
more  densely  to  offer  moi 
control,  if  less  power.  Anoth^ 
popular  model  is  Prince's  C 
Thunderstick  110  ($250). 
NEW  STANDARD?  Wide-bodi' 
may  well  become  the  industi 
standard.  Wilson  is  phasin 
out  almost  all  of  its  conve 
tional  rackets  in  favor  ( 
them.  And  Prince  predic 
that  by  1990,  80%  of  its  o 
rackets  will  be  crafted  in  th 
style.  J. 

Former  professional  playi  \\ 
Jacques  Manset,  30,  a  Thor 
son  McKinnon  broker  in  Sa 
ta  Barbara,  Calif.,  began  u 
ing  a  wide-body  a  few  montl 
ago.  "I  like  the  power  ar 
find  it's  less  stressful  on  ir 
arm,"  he  says.  Spain's 
year-old  Arantxa  Sanche 
who  upset  Steffi  Graf  in  tl 
French  Open,  is  the  first  pla 
er  to  win  a  major  champio 
ship  with  a  wide-body.  Sa' 
chez  says  her  Slazeng(|j| 
Silhouette  95  "gives  me  a 
of  control  and  power.  I  have 
lot  of  confidence  with  it. 
maybe  it's  time  to  rephraifi: 
the  old  adage:  You  can't 
too  rich,  but  you  can  be  t( 
thin.  George  Felci 
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>ASr  PERFORMANCE  IS  NO  GUARANTEE  OF  FUTURE  SUCCESS. 
RUT  IT'S  SOMETHING  TO  CONSIDER. 


Mutual  funds  haven't  always  been  your 
/eryday  investment.  Forty  years  ago  there 
eren't  many  kinds  of  funds. 

Just  some  common  stock  funds  and 
)me  bond  funds.  But  Jack  Dreyfus  thought 
e  were  poised  for  growth. 

In  1951  he  began  managing  one  of  the 
irliest  funds  to  actively  seek  growth  of  cap- 
iil  for  its  shareholders. 

It's  a  hunch  that  paid  off.  Not  just  for 
iareholders  of  The  Dreyfus  Fund,  but  for 
lareholders  of  the  many  growth  funds  that 
illowed  it  in  the  1950s  and  1960s.  In  the 
iid-1970s,  when  rising  interest  rates  were 


stranding  savers  in  low-paying  FDIC  insured 
passbook  accounts,  we  developed  Dreyfus 
Liquid  Assets. 

And  in  the  late  1970s  when  inflation 
was  pushing  everyone  into  higher  tax 
brackets,  we  lobbied  for  a  bill  that  allowed 
Dreyfus  to  offer  the  first  incorporated  tax- 
exempt  fund. 

The  rest  is  history.  These  days  there 
isn't  a  fund  company  worth  its  800  number 
that  doesn't  offer  a  wide  range  of  money  mar- 
ket and  tax  exempt  funds. 

Today  everyone  talks 

about  the  need  to  allocate    ^,    .  ,  .    ,  _  ,    .  ,  . 

The  right  fund  at  the  nght  time. 


assets,  but  a  year  ago  we  created  a  fund  spe- 
cifically designed  to  shift  freely  among  stocks, 
bonds  and  money  market  instruments ,  depend- 
ing on  the  climate. 

Dreyfus  Capital  Value,  like  other 
Dreyfus  funds  before  it.  is  a  product  of  its 
time.  Will  it  too  give  rise  to  a  whole  new 
category  of  funds'.'  No  one  knows. 

But  one  thing  is  certain:  our  past.  And 
that's  one  way  to  evaluate  the  future.  Obtain 
a  prospectus  from  your  securities  dealer  or 
call  1-800-648-9048. 
Please  read  the  prospectus 
carefully  before  investing. 
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Getting  Ahead 


CRITICIZING 
YOUR  BOSS- 
TACTFULLY 


Sometimes  even  the  boss 
can  be  wrong.  Beyond 
making  life  miserable 
for  the  staff,  this  can  cost  a 
company  money.  But  how  do 
you  approach  and  safely  criti- 
cize the  one  who  0.  K.'s  your 
paycheck?  Very  carefully. 

It's  important  to  criticize 
your  manager  in  ways  that 
spare  blame  yet  stroke  self- 
esteem,  says  Dr.  Hendrie 
Weisinger,  management  con- 
sultant and  author  of  The 
Critical  Edge  (Little,  Brown, 
$17.95).  The  wrong  way:  A 


staffer  complains  that  the 
boss's  habit  of  setting  unreal- 
istic deadlines  "is  causing 
foul-ups,  and  we  think  that's 
why  our  division  is  doing  so 
poorly."  With  this  approach,  a 
boss  can't  admit  fault  without 


having  authority  undermined, 
and  it  sounds  as  if  there's  a 
grumblers'  conspiracy. 

The  right  way:  Admit  that 
it's  important  to  let  clients 
know  that  work  will  be  done 
quickly.  Mention  that  without 


staff  input,  and  with  to 
much  work  in  the  pipeline 
quality  can  suffer,  driving  cl 
ents  away.  Speaking  only  fo 
yourself,  you've  focused  o 
production  without  challeng 
ing  your  boss. 
SAVING  FACE.  The  best  aj 
proach  is  two-sided.  Admi 
that  meeting  with  employee 
takes  some  of  the  boss's  vali 
able  time.  But  add  that  client 
would  get  work  when  pron 
ised,  and  creativity  might  b 
unleashed. 

When  criticizing,  "You'v 
got  to  avoid  appearing  to  be 
griper  or  prima  donna,"  say 
Ross  Webber,  a  managemer 
professor  at  the  University  c 
Pennsylvania's  Wharto 
School.  One  way  to  do  tha 
Cloak  criticism  as  a  plea  fo 
help.  That  allows  your  boss  t 
be  pai't  of  the  solution,  an 
not  the  problem.      Joe  Webe 


Investing 

BOND  FUNDS 
WITH  AN 
EXTRA  KICK 


For  years,  most  investors 
have  steered  clear  of 
closed-end  funds  be- 
cause of  their  complexities 
and  their  unfortunate  habit  of 
plunging  in  price  shortly  after 
they  are  brought  to  market. 
But  real  values  can  be  found 
among  the  closed-end  funds 
at  times,  and  right  now,  that's 
especially  true  of  closed-end 
convertible  bond  funds.  So 
says  Thomas  Herzfeld,  a  Mi- 
ami investment  adviser  who 
specializes  in  closed-end  funds 
and  whose  Encyclopedia  of 
Closed-End  Funds  is  due  out 
in  September. 

A  company's  convertible 
bonds  can  be  exchanged  for 
shares  of  its  common  stock, 
at  a  preset  price.  Because  of 
their  equity  feature,  convert- 
ibles usually  trade  at  a  premi- 
um of  at  least  207'  above  their 
conversion  value — the  worth 
of  the  shares  at  current  mar- 
ket prices.  While  the  stock 
m;ii-ket  is  up  about  257"  this 
y<  the  convertibles  have 
failed  t;>  k"ep  pace.  So  their 
premiuin  o  /er  conversion  val- 


CIOSED-EHD  CONVERTIBLE  BOND 
PUNDS  COULD  BE  BUYS 


Share 

price 

Discount* 

AMERICAN  CAPITAL  CONVERTIBLE  SECURITIES 

$22 

-1 1  % 

BANCROFT  CONVERTIBLE  FUND 

19 

-15 

CASTLE  CONVERTIBLE  FUND 

19 

-16 

ELLSWORTH  CONVERTIBLE  GROWTH  &  INCOME  FUND 

8 

-14 

LINCOLN  NATIONAL  CONVERTIBLE  SECURITIES  FUND 

14 

-16 

PUTNAM  HIGH  INCOME  CONV.  &  BOND  FUND             8  -8 

TCW  CONVERTIBLE  SECURITIES  FUND 

8 

-13 

"Compared  to  value  of  portfolio                    DATA:  THOMAS  J.  HERZFELD  ADVISORS  INC. 

ue  has  shrunk,  on  average, 
from  207^  at  the  beginning  of 
the  year  to  157  recently.  In 
other  words,  convertible 
bonds  have  become  cheaper  in 
terms  of  the  stock  for  which 
they  can  be  swapped. 

Let's  say  that  a  $1,000  bond 
can  be  converted  into  50 
shares  of  stock  at  $20  per 


Worth  Noting 


■  GROWTH  GUIDE.  The  Evtre- 
preneur's  Guide  to  Capital 
(Probus  Publishing,  $25)  out- 
lines the  advantages  and  dis- 
advantages of  stock,  debt, 
and  partnership  techniques 
for  cajjitalizing  or  refinanc- 
ing smull  businesses.  Among 
them  are  private  placements, 


share.  In  February,  this  typi- 
cal convertible  bond  would 
have  been  trading  at  $1,200 — 
a  207  premium  to  conversion 
value.  But  the  underlying 
stock  has  climbed  to  $25  a 
share,  so  50  shares  are  worth 
$1,250.  That  has  helped  pull 
the  price  of  the  bond  up  to 
$1,437 — a  157  premium  over 


convertible  loans,  and  letters 
of  credit. 

■  FIGURING  FAT.  The  Ameri- 
can Heart  Assn.  says  that  no 
more  than  307  of  your  calo- 
ries should  come  from  fat. 
Gleaning  such  a  number 
from  food  labels  requires 
some  arithmetic:  Multiply, 
say,  the  listed  20  grams  of 
fat  per  serving  by  9.  Then 
divide  180  by  total  calories. 


conversion  value.  Not  ba( 
but  less  than  the  proportioi 
ate  rise  of  the  stock. 
LESS  RISK.  At  the  same  tim 
closed-end  convertible  bon 
funds  are  trading  at  especia 
ly  steep  discounts  to  net  ass( 
value  (table),  the  currer 
worth  of  their  portfolio 
Some  funds  are  discounted  s 
much  as  167  below  NAA 
meaning  you  can  buy  int 
their  pool  of  convertibles 
zero  premium  over  conversio 
values.  The  advantages  ai' 
twofold,  says  Herzfeld.  Fc 
the  same  price  as  the  stocl 
you  pick  up  fat,  bond-lik 
yields.  And  because  conver 
ible  bonds  are  senior  to  con 
mon,  you  will  run  less  ris 
if  the  issuer  gets  i 
trouble.  Laura  Zin 
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PERSONAL  BUSINE 


A  few  su^stions 
for  those  who  decide  to  go 
with  another  international 
long  distance  company 


Feeling  lucky? 

Then  you  probably  don't 
need  the  long  distance  com- 
pany with  over  60  years'  inter- 
national experience. 

The  company  with  faster 
connections  to  more  countries 
than  any  other 

The  company  whose 
Worldwide  Intelligent  Network 


ensures  that  your  calls  will 
go  through  with  unsurpassed 
clarity 

In  other  words,  you  prob- 
ably don't  need  to  call  1  800 
222-0400  ext.  1277. 

After  all,  that's  a  num- 
ber you  should  only  call  if 
you  need  more  than  luck  on 
your  side. 


AT&T 

The  right  choice. 


©1989  AT&T 


Eat 
To¥)ur 
Hearts 
Content. 

Not 
¥)ur 
Stomachs. 


Photographed  by  Bodi 


H  you  lower  the  saturated 
fat  and  cholesterol  in  your  diet 
you  can  lower  a  major  risk 
factor  for  heart  disease.  Its 
easier  than  you  think,  no 
matter  how  busy  you  are. 

Get  a  free  booklet.  Write  or 
caJl  the  American  Heart 
Association,  7320  Greenville 
Ave.,  Box  3,  Dallas, Texas  75231. 

Your  Life  Is  In  Your  Hands. 


0 


American  Heart 
Association 


This  space  provided  as  a  pubhc  service. 
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Index  to  Companies 

This  incJex  gives  the  starting  page  for  a  story  or  fea- 
ture with  a  significant  reference  to  a  company.  Most 
subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


ABC  54 
Accor  47 
Adelie  86 

Advanced  Promotion 

Technologies  54 
Aeroflot  47 

Aetna  Life  &  Casualty  50, 
70 

Allied-Signal  86 
Amax  68 
Amerada  Hess  68 
American  Airlines  42 
American  International 

Group  34 
Amoco  68 
Anheuser-Bush  43 
APL  34 

Archer  Daniels  Midland  44 
Arco  Chemical  36 
Anx  82 
Arkia  68 

Asahi  Breweries  43 
Ashton  Tate  30,36 
AT&T  82,86 

B 


Bolazs  Analytical 
Laboratory  86 
Banc  One  76 
BASF  42 

BAT  Industries  102 
Bayer  42 
Borland  30 
British  Airways  42 
Brooklyn  Union  Gas  68 
Brown  &  Williamson 
Tobocco  102 


Cable  News  Network  12 
Campbell  Soup  54 
Campeau  102 
CBS  54,70 

Cementos  Mexiconos  42 
Central  Newspapers  29 
CheckRobot  54 
Chevron  68 
Chicago  Pacific  78 
Choiestech  88 
Chubb  34 
Cibo-Geigy  86 
Colonial  Realty  Group  50 
Componio  Mexicono  de 

Aviacion  42 
Computer  Associates 

International  30 
Computerized  Marketing 

Technologies  54 
Connecticut  Notionol 

Bank  16 
Consolidated  Gold 

Fields  27 
Consolidated  Noturol 

Gas  68 
Control  Data  57,  86 
Convergent 

Technologies  82 


CPC  International  54 
Cullinet  Software  30 
Curtis  Publishing  29 

D 


DDB  Needhom 

Worldwide  54 
Del  Monte  54 
Digital  Equipment  86 
Dome  Petroleum  68 
Donnelly  Marketing  54 
Dow  Corning  88 
Dragon  Systems  86 
Dun  &  Brodstreet  57 


Electrolux  78 
Enron  68 

Exchange  Notional  Bonk  of 

Chicago  30 
Exxon  68,  86 


Farley  Industries  70 
Farmers  Insurance  102 
Federoted  Department 

Stores  102 
Fiat  48 

First  Pacific  Advisors  27 
Fischboch  34 
Ford  42 

Forward  Reference 

Systems  30 
Foster  Wheeler  64 


Gannett  29 
Genentech  86 
General  Dynamics  82 
General  Electric  42,  78 
Generol  Motors  31 
Goldman  Sachs  72 

H 


Hanson  27 
Hartford  Whalers  50 
Heinz  (H.  J.]  54 
Henry  Ansbacher  29 
Hewlett-Packard  82,86 
Hi-Tec  8 
Hill  Samuel  34 
Hoechst  42 

Home  Video  Preview  54 
Hygeio  Sciences  28 


IBM  64,82,86 

Information  Resources  57 
Informix  30 

Integrated  Resources  36 


Johnson  &  Johnson  28 

K 


Kao  58 

Kidder,  Peabody  72 


Kirin  Brewery  43 
Kohlberg  Kravis 

Roberts  70,  102 
Kraft  USA  54 
Kroger  91 


Lintas:USA  54 
Loomis,  Soyles  27 
Lorimor  Telepictures  70 
Lotus  Development  30 

M 


Malaga  Savings  &  Loan  8 
Management  Science 

America  30 
Marriott  42 
Materials  Reseorch  36 
Mattel  66 
Maytag  78 
MCorp  76 
Merrill  Lynch  30 
Mesa  Petroleum  68 
Metro  Notional  Bank  70 
MGM/UA  54 
Microsoft  30 
Miller-Klutznick-Davis- 

Gray  70 
Mobil  Oil  68,  70 
Monsanto  44 
Montgomery  Word  91 
Morgan  Stanley  72 
MTV  54 


Natural  Longuoge  86 
NBC  54 
NCR  82 
Nestle  42,57 
Newmont  Mining  64 
Nielsen  (A,  C.)  54,  57 
Nike  8 

Nomura  Securities 
International  16 
Northwest  Industries  70 
Novotel  47 
Nutri-Products  91 
NWA  70 

o 


Occidental  68 
Ogden  64 
Ohbayashi  91 
Ore-Ida  Foods  57 


Pacific  Dunlop  91 
Panhandle  Eastern  68 
ParcPloce  Systems  87 
Pennwalt  28 
Perkin-Elmer  36 
Philips  Display 

Components  86 
Phillips  Petroleum  64,  68, 

78 

Physical  Optics  86 
Physicians  Formula 

Cosmetics  28 
Playtex  28 

Point-of-Purchase  Radio  54 
Polar  Spring  86 
Procter  &  Gamble  54,  58 
Prudentiol  Insurance  64,  70 


Qronos  Technology  86 
R 


Ralston  Purina  54 
REFAC  30 

Resorts  International  36,  / 
RJR  Nabisco  102 
Rowenta  78 


Saks  Fifth  Avenue  102 
Salomon  Brothers  72,  76 
SAMI  57 

Sapporo  Breweries  43 
SCM  27 
SEB  Group  78 
Seeq  Technology  86 
Sensor  Frame  86 
Sequent  Computer 

Systems  82 
Service  Corp. 

International  78 
Shearson  Lehman 

Brothers  50 
Shell  Oil  68 
Sidley  &  Austin  70 
Smith  Corona  27 
Software  Architecture  & 

Engineering  91 
Sony  36 
Spectradyne  70 
Symbolics  86 

T 


Tambrands  28 
Telefonos  de  Mexico  42 
Tenneco  68 
Texas  Eastern  68 
Time  29 
Time-Warner  8 
Timeplex  82 
Tingley  Systems  86 
Toyota  Motor  8 
Toys  'R'  Us  66 
Transco  68,  68 
Tropix  86 

Twentieth  Century-Fox  7( 

u 


UAL  70 

Uni-Chorm  58 
Unilever  58 
Unisys  82 

V 


Volvo  92 
W 


Wal-Mart  Stores  54 
Warner 

Communications  29 
Warner-Lambert  54,  57 
Westinghouse  Electric  64  j 

86 

Wheelobrotor 

Technologies  64 
Whirlpool  78 
Whittle 

Communications  54 

H 


Xerox  87 

z 


Zenith  Electronics  86  |g, 


nvestment  Figures  of  the  Wee 


IMENTARY 

:ks  hod  an  uneven  week.  On 
.11,  the  news  of  a  0.4%  de- 
1  in  July  producer  prices  eased 
ition  fears,  and  the  Dow  in 
rials  reached  an  all-time  high 
731  during  the  day.  But  the 
ig  retail  sales  number  sent 
ds  into  a  tailspin,  and  stocks 
3d  the  session  down  28.  Auto 
es  rose  early  in  the  week,  in 
onse  to  better-thon-expected 
soles.  The  dollar  rose  as  the 
at  of  a  recession  lessened, 
e  in  Tokyo,  the  Nikkei  stock 
age  hit  a  new  high. 


STOCKS 

Aug.       Feb.  Aug. 


BONDS 

Aug.  10-16  Aug.       Feb.  Aug. 


THE  DOUAR 

Aug.  10-16  Aug.       Feb.  Aug. 


Aug.  10-16 


52-week  change 
+32.6% 


■  360  1500 


•  3S5  1350 


•  350  1200 


~|r  345  66 


345  1050 


.  340  900 


Shearson  Lehman 
Treasury  Index 


1350  90  1 
1542  20  I 


■1320  80 


J.  P.  Morgan 
Index 


1  -week  change 
-0.4% 


52-week  change 
+  12.1% 


1-week  chonge 
-0.1% 


52-week  change 
+  1.1% 


1  -week  change 
■hi. 7% 


lARKET  ANALYSIS 


%  change 

. STOCKS 

latest 

Week 

52-week 

V  JONES  INDUSTRIALS 

2693.3 

0.3 

32.9 

COMPANIES  (Russell  1000) 

182.5 

-0.3 

31.7 

\il  COIMPANIES  (Russell  2000) 

175.9 

-0.5 

21.0 

COMPANIES  (Russell  3000) 

195.4 

-0.3 

30.8 

%  ciiaiige 

(local  curremy) 

IEi@N  STOCKS 

Latest 

Week 

52-week 

DON  (FINANCIAL  TIMES  100) 

2345.8 

-0.6 

28.1 

YO  (NIKKEI  INDEX) 

35,084.2 

0.6 

24.5 

ONTO  (TSE  COMPOSITE) 

4013.4 

0.2 

22.8 

FUNDAMENTALS 

latest 

Week  ago 

Year  ago 

90-DAY  TREASURY  BILL  YIELD 

8.2% 

8.2%, 

7.2% 

30-YEAR  TREASURY  BOND  YIELD 

8.1  % 

8.2% 

9.4%. 

S&P  500  DIVIDEND  YIELD 

3.0% 

3.0% 

3.5% 

S&P  500  PRICE/EARNINGS  RATIO 

13.4 

13.4 

11.8 

TECHNICAL  INDICATORS 

latest 

Week  ago 

Reading 

S&P  500  26-week  moving  average 
Stocks  above  26-week  moving  average 
Speculative  sentiment:  Put/call  ratio 
Insider  sentiment:  Vickers  sell/buy  ratio 

314.3 
67.9% 
0.23 
1.94 

312.3 
69.0% 
0.21 
2.02 

Positive 
Neutral 
Negative 
Positive 

IDUSTRY  GROUPS 

1 

BRIDGE  INFORMATION 

SYSTEMS  INC 

IR-WEEK  LEADERS 

% 

4-week 

change 

52-week 

Strongest  stock  in  group 

% 

4-week 

change 

52-week 

Price 

IRIINES 

21.2 

99.7 

UAL 

45.5 

171.2 

2541/4 

tANSPORTATION  SERVICES 

15.6 

23.3 

FEDERAL  EXPRESS 

17.5 

29.8 

541/2 

ETALS 

15.3 

40.9 

INCO 

19.3 

24.0 

35V2 

ITERTAINMENT 

11.6 

75.1 

WALT  DISNEY 

12.6 

84.2 

115% 

tUCKING 

11.5 

14.7 

ROADWAY  SERVICES 

13.7 

25.2 

371/4 

IR-WEEK  LAGGARDS 

% 

4- week 

change 

52-week 

Weakest  stock  in  group 

%  change 
4-week  52-week 

Price 

lAL  ESTATE  INVESTMENT  TRUSTS 

-3.4 

-7.4 

LOMAS  &  NETTLETON 

-12.9 

-32.6 

151/4 

IRNISHINGS  AND  APPLIANCES 

-3.1 

17.3 

ZENITH  ELECTRONICS 

-6.1 

-17.8 

17% 

STRUMENTATION 

-1.1 

7.1 

HEWLETT-PACKARD 

-1.6 

6.6 

521/2 

MICONDUaORS 

-1.0 

5.9 

ADVANCED  MICRO  DEVICES 

-8.0 

-29.6 

8% 

L  WELL  EQUIPMENT  AND  SERVICES  -0.6  27.9  McDERMOn  INTL.  -12.3  21.8  22% 


lUTUAL  FUHDS  ^ 

DERS 

week  total  return 

% 

LAGGARDS 
Four-week  total  return 

% 

ATIONAL  AVIATION  &  TECHNOLOGY 
1ERMAN  DEAN 

RUDENTIAL-BACHE  GLOBAL  GENESIS 

14.0 
13.6 
1 1.0 

STEADMAN  INVESTMENT 
NATIONAL  REAL  ESTATE  INCOME 
ROCHESTER  GROWTH 

-2.1 
-1.9 
-1.2 

(eek  total  return 

% 

52-week  total  return 

% 

ATIONAL  AVIATION  &  TECHNOLOGY 
IGER  SMALL  CAPITALIZATION  PORTFOLIO 
EUWARE  GROUP  TREND 

69.9 
65.8 
64.3 

STRATEGIC  GOLD/MINERALS 
STRATEGIC  SILVER 

COLONIAL  ADVANCED  STRATEGIES  GOLD 

-20.3 
-13.5 
-8.3 

4-weelc  totol  return 


MORNINGSTAR  INC. 


I  Average  fund 


52-week  total  return 


LATIVE  PORTFOLIOS 


ir  amounts 
esent  the  present 
e  of  $10,000 
sted  one  year 
in  each  portfolio 

•ntoges  indicate 
lay  total  returns 


U.  S.  stocks 
$13,580 

-1.33% 


Foreign  stocks 
$13,151 

-2.08% 


Treasury  bonds 
$12,440 

-1.79% 


nil 


Money  market  fund 
$10,709 

+  0.16% 


DATA  RESOURCES  INC. 


Gold 
$8,450 

+  0.05% 


ta  on  this  page  are  as  of  market  close  Wednesday,  Aug.  16,  1989,  unless  otherwise  indicated. 
y  groups  include  S&P  500  companies  only;  performance  ond  share  prices  are  as  of  market  close 


Aug.  15.  Mutual  fund  returns  ore  as  of  Aug.  11.  Relative  portfolios  ore  valued  as  of  Aug.  15.  A  more 
detailed  explanation  of  this  page  is  available  on  request. 


THE  WRONG  WAY 
TO  REFORM  RICO 


A few  weeks  ago,  Sir  James  Goldsmith,  the  Anglo- 
French  financier,  made  an  unsolicited  bid  for  bat 
Industries.  The  high-leverage,  no-cash  deal,  which 
depends  on  the  eventual  bust-up  of  the  London-based  tobac- 
co, retail,  and  insurance  concern,  drew  criticism  from  many 
quarters.  Not  surprisingly,  the  critics  included  bat  manage- 
ment, some  British  institutional  investors,  and  members  of 
the  British  corporate  Establishment.  They  also  included  Con- 
gress with,  shockingly,  the  U.  S.  State  Dept.  as  accomplice. 
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This  is  a  British  company  sought  by  a  British  subje 
True,  BAT  employs  55,000  people  in  the  U.  S.,  out  of  311,( 
worldwide.  But  they  work  at  such  enterprises  as  Saks  Fi 
Avenue,  Brown  &  Williamson  Tobacco  Corp.,  and  Farm 
Insurance  Co. — with  scarcely  a  national-security  implicat 
among  them.  Nonetheless,  in  an  unprecedented  action,  S 
retary  of  State  James  A.  Baker  Ill's  Under  Secretary 
Economic  Affairs  twice  relayed  to  the  British  embassy 
pressions  of  concern  from  more  than  200  members  of  C 
gress.  The  legislators,  egged  on  by  BAT  lobbyists,  say  tl 
fear  the  dislocation  of  workers  that  might  occur  in  th 
districts  should  Goldsmith  succeed. 

It  would  be  bad  enough  were  Baker  merely  tr}^ng 
extend  the  reach  of  American  values  and  laws  to  fore 
shores,  an  old  and  disruptive  Washington  habit.  But  he  c 
Congress  are  trying  to  hold  an  offshore  takeover  to  st 
dards  we  don't  apply  to  ourselves.  There  was  no  such  c 
certed  action  from  Congress  when  Kohlberg  Kravis  Robe 
&  Co.  took  over  RJR  Nabisco  Inc.,  when  Farley  Inc.  bouj 
West  Point-Pepperell  Inc.,  or  when  other  bust-up  arti 
made  their  moves. 

Goldsmith,  of  course,  is  a  colorful  buccaneer  who  mal 
an  easy  target.  Passing  along  potshots  at  him  scored  Bal 
points  on  Capitol  Hill  at  little  cost.  But  local  politics  has 
place  in  international  affairs.  There  must  be  no  repetition 
this  unfortunate  episode. 


THRIFTS  DON'T  NEED 
THIS  KIND  OF  HEIP 

Never  underestimate  the  ability  of  politicians 
snatch  defeat  from  the  jaws  of  victory.  That's  wl 
is  about  to  occur  with  the  $50  billion  thrift-res( 
legislation  that  President  Bush  signed  on  Aug.  9.  The  pr 
lem  stems  from  a  compromise  tacked  together  as  Congr 
was  packing  for  its  summer  recess.  The  President  had  wa 
ed  the  rescue's  funding  to  be  off  the  books.  He  fearec 
would  be  a  troublesome  precedent  if  Congress  kept 
funding  on  the  budget  but  exempted  it  from  the  Gran 
Rudman  budget  act — a  dubious  argument,  since  keeping 
bailout  off  the  books  was  just  another  way  to  avoid  bud] 
restrictions.  But  Congress  pressed  to  keep  the  money  on 
budget,  since  financing  it  by  the  sale  of  Treasury  securit 
would  save  money.  In  the  end,  a  compromise  was  read 
under  which  $20  billion  of  the  bonds  would  be  on  the  budj 
and  $30  billion  would  not. 

But  now  the  Federal  Deposit  Insurance  Corp.  says 
compromise  requires  that  the  $20  billion  of  bonds  on 
budget  must  be  spent  by  the  end  of  the  fiscal  year,  Sept. 
though  the  Congressional  Budget  Office  disagrees.  Ther( 
no  way  the  Resolution  Trust  Corp.,  which  the  legislat 
created  to  supervise  the  industry  cleanup,  can  devise  a  w 
policy  for  closing  and  merging  institutions  so  quickly.  M 
of  the  money  will  be  used  instead  to  inject  lower-cost  fui 
into  sick  thrifts.  But  the  sickest  thrifts  need  to  be  si 
down,  not  artificially  propped  up  yet  again.  It  would  b( 
paradox  if  Administration  officials  ended  up  undermin. 
President  Bush,  who  fought  so  valiantly  to  do  the  job  rig 


The  Racketeer-Influenced  &  Corrupt  Organizations  Act 
is  a  sword  with  two  extraordinarily  sharp  edges.  Its 
stiff  criminal  sanctions,  which  include  seizure  of  assets 
even  before  conviction,  make  it  a  dangerous  weapon  in  the 
hands  of  prosecutors  who  don't  exercise  proper  caution.  The 
civil  section  of  the  law  is  powerful,  too:  Its  provisions  for 
triple  damages  can  transform  routine  contract  disputes  into 
huge  damage  awards.  A  plaintiff  simply  has  to  show  that 
two  violations  of  a  variety  of  laws,  usually  antifraud  stat- 
utes, are  part  of  a  pattern  of  illegal  activity. 

Now,  Congress  is  on  the  verge  of  making  some  of  the 
most  significant  changes  in  the  law  since  it  was  adopted  in 
1970  (page  26).  The  measure  moving  through  Congress  fo- 
cuses on  the  civil  provisions,  eliminating  triple  damages  in 
most  cases,  which  would  make  private  suits  far  less  likely  to 
be  brought.  The  curb  on  such  awards  would  even  affect 
most  pending  Rico  litigation. 

Elated  business  lobbyists  are  basking  in  the  prospect  of 
victory  after  five  years  of  failed  efforts.  They  have  worked 
themselves  and  their  clients  into  a  frenzy  on  the  issue, 
claiming  that  civil  RICO  suits  have  been  overused  and  abused. 
But  the  numbers  don't  support  that  assertion.  Last  year, 
only  14  damage  awards  were  handed  out  in  civil  Rico  suits. 

Equally  important,  the  drive  for  change  is  coming  at 
exactly  the  wrong  time.  The  insider-trading  scandal,  the 
successful  prosecution  of  the  Princeton/Newport  securities 
case,  and  the  indictments  of  futures  traders  in  Chicago  give 
credence  to  those  who  argue  that  white-collar  crime  is  wide- 
spread, particularly  in  the  financial  markets.  Prosecutors 
say  they  are  overwhelmed  with  cases  and  need  the  private 
sector's  civil  suits  as  an  adjunct  if  the  law  is  to  be  an 
effective  deterrent.  The  proposal  moving  through  Congress 
would  disarm  that  weapon. 

For  the  past  few  years,  for  better  or  worse,  Washington 
has  been  intent  on  keeping  the  government's  profile  low  and 
letting  free  markets  operate  unfettered.  But  Rico's  function 
as  an  adjunct  of  law  enforcement  is  valuable  and  deserves  to 
be  preserved.  Congress  should  think  twice  before  undermin- 
ing this  critical  device  for  policing  the  business  community. 


SIR  JIMMY'S  BID  l^i^^l 
ISN'T  BAKER'S  BUSINESS 


Over  150  other  airlines 
admire  our  maintenance 
so  much,  we  woric  on 
their  planes  too. 

How  well  an  airline  maintains  its  reputation  depends 
c   largely  on  how  well  that  airline  maintains  its  planes. 
^  Which  is  why,  after  considering  Lufthansa's  record 
.     for  on-time  performance,  so  many  other  airlines  have 
■    asked  Lufthansa  to  help  keep  their  planes  in  perfect 

working  order 
. ,  r  After  all,  if  so  many  other  airlines  ask  for  Lufthansa, 

shouldn't  you? 

People  expect  the  world  of  us: 

0  Lufthansa 

Gernian  Airlines 


Myom  can  have  a  ^  idea.  Make  sure  everyone  else  thinks  ifs  a  great  i(: 
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